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You  don't  need  Ivy  League  credentials  to  create  and  manage  a  sophisticated  database.  Just  FileMak 
Pro  5.5.  The  next  evolution  of  the  software  that  makes  developing  complex  databases  elegant 
simple.  It  starts  with  a  uniquely  intuitive  interface  that  allows  you  to  quickly  and  easily  tailor  yoi 
own  personalized  database.  So  whether  you're  tracking  enrollment  or  updating  inventory,  FileMak 
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o  5.5  adapts  to  your  needs.  And  because  it's  fully  integrated  with  Microsoft  Office  and 
fers  ingenious  features  like  Instant  Web  Publishing  and  the  ability  to  work  with  multiple 
attorms,  sharing  your  information  has  never  been  easier.  To  graduate  to  another  level  of 
ganization,  just  visit  www.filemaker.com  or  call  800-325-2747.  What's  your  problem? 

'minr/.s  oj  FileMaker,  hu    III  other  trademark*  are  tin-  property  oftheit  respectii  <  holders   The  persoru  "ml  companies  listed  m  the  example  are  purely 
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Macro-scalability.  Macro-reliability.  Macro-affordability. 
Discover  a  different  class  of  server  at  intel.com/ebusiness. 
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Bandwidth  is  exploding. 

Data  is  growing 

out  of  control. 

New  devices  are 


creating  logistical 
nightmares. 


Will  the  opportunities 
never  end? 


Sun  has  what  it  takes 
to  take  it  to  the  nth. 


Systems 

With  the  ffi  rated  UNIX®  operating  environment,  Sun  srirl 
storage  are  built  for  mission-c  ritical  computing  environn 
entire  line  -from  our  sub-$l,000  rack-mountable  server 
to  our  64-way  enterprise-class  servers—  runs  on  the  SP 
set  and  the  highly  revered  Solaris'"  Operating  Env 
Because  they  are  100%  binary-compatible,  they  makeBn 
and  integration  seamless,  even  in  the  face  of  exponent 
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he  Net  is  having  a  tremendous  effect  on  business, 
lich  gives  you  a  great  opportunity  to  push  it,  stretch 
and  break  out  of  the  box.  It's  a  moment  when  you 
n  capitalize  not  just  on  today,  but  on  the  possibilities 
tomorrow.  It's  your  opportunity  to  go  way  beyond 
e  impossible  and  take  it  to  the  nth. 

e  way  to  get  there  is  by  thinking  about  your  infra- 
ructure  differently,  by  working  with  the 
st-of-breed  partners  out  there  to  create  an 
>en,  flexible  foundation  upon  which  you  can 
pand  in  any  direction.  To  take  your  business 
the  nth.  That's  where  Sun  can  help.  From  the  indus- 
/'s  best-selling  network-based  systems  to  our  open 
id  comprehensive  Sun" ONE  (Open  Net  Environment) 
ftware  architecture  to  the  vast  array  of  partnerships 
id  programs  we  have  lined  up  ready  to  serve  you, 
in  has  what  you  need  today  to  tackle  opportunity 
id  wrestle  it  to  the  ground. 
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We've  been  building  our  products  and  technologies 
around  the  idea  of  the  network  all  along.  So  they 
are  easily  integratable  across  multiple  platforms, 
products  and  services.  And  since  open  standards 
are  in  our  DNA,  they'll  integrate  with  your  systems 
more  simply,  more  easily  and  faster  than  anything 
else  out  there.  Our  products  and  solutions  are  the 
power  tools  that  are  nth  ready. 

Are  there  other  choices  out  there?  Sure,  there 
are  lots  of  ways  to  get  locked  into  proprietary 
solutions  and  shut  off  from  the  leaders  of 
innovation.  There  are  solutions  so  complex  they 
require  whole  teams  of  "people  who  get  it"  just 
to  make  them  work.  That's  not  our  way.  We're  all 
about  choice  and  helping  you  succeed.  We  and  our 
partners  want  to  team  with  you,  not  compete  with 
you.  So  let's  hit  the  gas,  light  the  candle  and  take 
your  business  to  the  nth. 
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INE  (Open  Net  Environment) 

NE  is  an  integratable  software  architecture 
ating,  assembling  and  deploying  smart  Web 
;s.  Backed  by  leading  software  companies, 
■IE  is  an  open,  standards-based  platform  that 

on  the  industry's  most  established  APIs, 
■'ogies  and  protocols.  Sun  ONE  products  are 
)le  today  to  help  enterprises  and  SPs  quickly 

smart  Web  services. 


Professional  Services 

When  it  comes  to  network  computing,  nobody 
has  more  experience  than  Sun.  Our  professional 
services  and  consulting  organization  can  bring  in 
the  best-of-breed  partners  to  help  build  the  most 
innovative  and  tightly  integrated  solution,  perfectly 
tailored  to  your  specific  business  needs. 


Partners 

Through  our  iForce™  initiative,  Sun  helps  you  build  customized 
solutions,  based  on  best-of-breed  partners  and  products.  You  get 
architecture  implementations  that  are  both  tested  and  proven, 
which  speeds  time  to  deployment  while  reducing  risk.  Along  with 
our  SunTone"  Certification  Program,  an  industry-wide  program 
for  helping  SPs  and  integrators  deliver  the  highest  quality  of 
service,  we  help  businesses  achieve  the  highest  return  on  their 
technology  investment. 
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Find  quick  links  to  everything  on  this  page  at  the  July  2  issue's  table  of  contents 
online,  or  go  directly  to  www.businessweek.com/magazine/content/01-27/online.htm 
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fears  of  a  recession  are  receding 


TECHNOLOGY 


tate-of-the-art 
overage  of  info  tech 
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PERSPECTIVE:  Unlike  tulipmania,  the  Net 
phenomenon  will  have  widespread, 
lasting — and  positive — results 
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www.businessweek.com/bscho( 


GETTING  IN:  A  new  financial  aid  area  answers  questions  about  loan 
fellowships,  studying  abroad,  and  what  load  students  can  bear 
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ipper-management  job  seekers 


www.businessweek.  com/caret 


RECRUITING  STRATEGIES:  Not  wanting 
to  add  new  hires  too  quickly,  many 
companies  are  now  dragging  out  the  whole 
process,  sometimes  for  months 
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A  lot  happens  in  a  century. 

Climates  shift. 

Nations  change  shape. 
Cities  form. 

And  a  car  becomes  as  good  as  this. 


A  car  like  this  isn't  built  overnight.  It  takes  a  century  of  innovation  to  evolve  some 
of  the  industry's  most  intelligent  technologies.  Like  the  dozens  of  sensors  that  monitor 
your  safety  and  comfort.  In  a  way,  the  Mercedes-Benz  S-Class  contains  everything  we've 
invented.  And  perfected.  Call  1-800-FOR-MERCEDES  or  visit  MBUSA.com.  TheS-Class 


Mercedes-Benz 


WS  ARE  A  SUPPLEMENTAL  RESTRAINT  SYSTEM,  SO  REMEMBER  AIR  BAG  SAFETY:  BUCKLE  EVERYONE  AND  CHILDREN  IN  3A 


Up  Front 


EDITED  BY  SHERIDAN  PRASSO 
BLACKOUT  BATTLES 

O.K.  GUYS,  WHO  REALLY  NEEDS  POWER? 

A  NEW  BATTLE  HAS  OPENED  IN  THE  CALIFORNIA  ENERGY  WARS, 

this  one  over  setting  up  a  rating  system  to  decide  who's 
guaranteed  power  this  summer  and  who  must  suffer  through 
blackouts.  The  California  Public  Utilities  Commission  is  cur- 
rently reviewing  more  than  10,000  applications — from  nursing 
homes,  oil  and  gas  companies,  citrus  and  almond  farms,  even 
tattoo  parlors — all  demanding  exemptions  from  power  out- 
ages. The  CPUC  will  decide  the  pecking  order  by  Aug.  2. 

All  the  companies  claim  that  losing  power  would  pose  sig- 
nificant risks  to  their  businesses.  To  sort  out  who's  needi- 
est— in  terms  of  public  health  and  safety,  not  bottom  lines — 
the  CPUC  hired  a  private  consultant,  Exponent.  "We  are  not 
going  to  look  at  economic  impact,"  says  senior  managing  en- 
gineer Subodh  Medhekar.  Power  companies  will  then  put  the 
top-ranked  companies — and  their  lucky  neighbors — on  blocks 
of  the  power  grid  where  the  lights  never  go  out. 

Currently,  hospitals,  fire  and  police  stations,  and  telecom 
and  air-traffic  control  centers  are  on  exempted  blocks.  But 
nursing  homes  aren't.  Says  applicant  Kay  Thompson  of  Valle 
Vista  Convalescent  Hospital  in  Escondido:  "It's  a  serious 
thing.  There  are  people  on  oxygen  concentrators  and  feeding 
pumps  here."  Some  Silicon  Valley  companies  didn't  bother  ap- 
plying. "We  didn't  feel  we  fell  into  the  parameters,"  says  a 
Sun  Microsystems  spokeswoman. 

While  most  companies  have  been  content  to  just  apply  and 
wait,  oil  companies  have  already  fought  for  exemption — and  will 
likely  win.  They  threatened  that  gas  prices  would  rise  even 
more  if  refineries  lose  power.  The  result:  the  cpuc  will  consid- 
er exemptions  just  for  them  on  June  28.  Julia  Cosgrove 

HOW  COMPANIES  ARE  COPING 
WITH  THE  CRISIS 


CHEVRON 

Pushed  for  special  waiver 
for  all  oil  refineries; 
likely  to  be  granted 

INTEL 

No  need  to  apply  for 
exemption;  power 
guaranteed  by  Santa 
Clara  local  utility 


SUN  MICROSYSTEMS 

Decided  against  applying 
for  exemption;  will  rely 
on  its  own  generators 

SAN  0IEG0  COUNTY 
WATER  AUTHORITY 

Applying  for  exemption, 
saying  pumping  systems 
could  fail 


TALK  SHOW  it  It  was  because  I  had  a  man's  name  and  cot 
endure  an  initiation  ceremony  that  involved  a  stein  of  vodt 
and  an  iron  stomach" 

— Hewlett-Packard's  Carly  Fiorina,  explaining  how  she  once  won 
honorary  membership  in  a  fraternity 


TELEMARKET  BACKLASH 

GIVING  GOLD  GALLS 
THE  COLD  SHOULDER 

IP  you're  someone  who 
enjoys  being  interrupted  by 
telemarketers  during  dinner, 
don't  read  this: 


Indiana  recently  passed 
the  toughest  anti-telemarket- 
ing measures  in  the  country, 
becoming  the  23rd  state  to 
enact  such  laws  after  Florida 
pioneered  them  in  1998.  And 
more  states  are  jumping  on 
the  bandwagon.  "Do  Not 
Call"  laws,  in  various  forms, 
are  now  being  considered  in 
every  other  state  legislature. 

Florida  had  acted  to  pro- 


tect senior  citizens  ft 
fraud.  But  now  the  moti 
tion  is  privacy.  Indiana's  st 
law  allows  citizens  to  pi 
themselves  on  a  master 
Not  Call"  list;  companies 
violate  it  face  a  $25,000  f 
"A  local  newspaper 
showed  that  telemarket 
was  the  No.  2  annoyance 
our  citizens,"  says 
Sturtz,  the  Indiana  la 
sponsor.  "Taxes  were  No 
The  Direct  Market 
Assn.,  which  represents 
country's  5,000  telen 
keters,  maintains  its  own 
tionwide  "Do  Not  Call 
with  more  than  3.5  mil 
names.  It  opposes  strict  si 
measures,  citing  federal  h 
But  those  only  partially 
strict  telemarketers.  Eve 
you  tell  one  company  no 
call  you,  thousands  of  otl 
can.  Says  Sturtz:  "Years  : 
when  we  had  door-to-c 
salesmen,  you  could... ge 
'Beware  of  Dog'  sign."  ' 
the  new  laws  the  modern- 
equivalent.  Brian  P.  Mur 


RETAIL  TALES 

WHY  OLD  NAVY  IS 
GOING  TO  THE  DOGS 

OLD      NAVY      IS      CERTAINLY 

making  some  curious  forays 
these  days.  This  spring,  in- 
stead of  keeping  up  with 
fashions,  it  began  selling  dog 
supplies  in  an  attempt  to  re- 
vive weak  sales.  Now,  the 
teen-targeting  chain  owned 
by  Gap  is  launching  a  mater- 
nity line  featuring  tops,  pants, 
and  even  swimwear. 

This  latest  move,  howev- 
er, is  causing  analysts  and  in- 
vestors   to    wonder   if   Old 
Navy  is  losing  focus  when 
it  should  instead  be  con- 
centrating on  getting  its 
core   merchandise — low- 
priced     jeans     and     T- 
shirts — in  order. 
As    recently    | 
as  the  late 
'90s,  Old  ijj 
Navy 
fueled 
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most  of  the  growth  at 
parent  company.  But  si 
last  year,  monthly  sales  h 
fallen  steadily.  In  May,  sa 
store  sales  dropped  a  wo 
than-expected   14%  to  1 
making  Old  Navy  the  w< 
est  of  Gap's  chains.  The  c 
pany  insists  that  it  is  righ 
the  ship  by  boosting  ad 
tising  and  readying  a  sle\ 
new  back-to-school  fashi  | 
Says  a  spokeswoman:  "W  ? 
not  defocusing,  just  exte  i 
ing  our  brand." 

Meantime,  stores  are  bl 
ly    marking    down    doj  i 
goods,  some  by  n  " 
than  50%.  "We  1  |I 
so  much,"  mi 
a  sales  clerl|i 
one     Califo 
outlet.     Sou 
like  there'll 
•    be    » 


<  A  PERSPECTIVE  ON  FRANKLIN  TAX-FREE  FUNDS  > 


RESEARCHING    TAX-FREE    BOND    ISSUES    TAKES    TIME 


UE'VE    GOT    WHAT    IT    TAKES 


mmmmmm 


FRANKLIN 
TEMPLETON 
ANALYSTS 
RESEARCH  OVER 
1500  NEW 
BOND  ISSUES 
EACH  YEAR. 


In  addition  to  analyzing  over  1500  new 
bonds  annually,  we  also  monitor  our 
current  holdings  of  8000  positions. 

Because  Franklin  Templeton  is  the 
largest  mutual  fund  manager,  our  team  is 
frequently  contacted  by  municipalities 
about  new  issues. 

Our  reputation  is  based  on  a  straight- 
forward investment  philosophy:  to  provide 
you  with  high  monthly  tax-free  income  while 
helping  to  preserve  your  capital.  Each  of  our 
38  tax-free  funds  seeks  to  pay  dividends 
exempt  from  regular  federal  and  state  person- 
al income  taxes,  depending  on  the  fund.+ 


Enjoy  monthly  income  and  better 
liquidity  than  individual  bonds,  all  in  one 
professionally  managed  portfolio.*1 

To  gain  more  perspective  on  the  Franklin 
tax-free  funds,  mail  in  the  postage-paid  card, 
visit  our  website  at  franklintempleton.com 
or  call  1-800-FRANKLIN  Ext.  F882. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN    PERSPECTIVE'"  > 


town  Temple  o  Debute,  Inc.,  777  Manners  Island  Blvd.,  San  Mateo,  CA  94404  Call  for  free  prospectuses  containing  more  complete  fund  information  rncluding  sales  charges,  expenses  and  nsks.  Please 
raw  ffiem  carefully  before  you  invest  or  send  money.  tFor  investors  subject  to  federal  or  state  alternative  minimum  tax,  all  or  a  portion  of  these  dMdends  may  be  subject  to  such  tax  deperxing  on  the  fund 
Ctettutions  of  caprtal  gains  and  of  ordinary  income  from  accrued  market  discount,  II  any,  are  generally  taxable.  ftFunds  incur  management  fees,  which  are  not  applicable  to  individual  boxte 


POLLUTION  SOLUTION 

THE  SILENCING 
OF  THE  LAMBS 

NOW  THAT  PRESIDENT  BUSH 
has  conceded  there's  a  global 
warming  problem,  perhaps 
he  should  consult  with  scien- 
tists in  Australia.  They've  de- 
veloped a  vaccine  that  cuts 
the  amount  of  methane  gas 
produced  by  sheep  and  cat- 
tle— thus  lowering  green- 
house gas  emissions. 

Farm  animals  produce  so 
much  of  the  stuff  in  normal 
digestion  that  it  accounts  for 
14%  of  Australia's  total 
greenhouse  gas  emissions.  In 


New  Zealand  the 
level  is  50%  be- 
cause of  the  high 
proportion       of 
livestock  to  peo- 
ple and  industry,  says  Rob 
Kelly  at  Australia's  Common- 
wealth Scientific  &  Indus- 
trial Research  Organization. 
Methane  is  21  times  more  po- 
tent,    in     greenhouse     gas 
terms,  than  carbon  dioxide. 

The  vaccine  inhibits  micro- 
organisms in  the  animals' 
stomachs  that  produce 
methane  when  breaking  down 
feed.  The  shots  can  curb  gas 
production  by  one-fifth — equal 
to  about  300,000  tons  of  C02. 
Plus,  vaccinated  livestock  can 
process  nutrients  that  previ- 
ously had  wafted  into  the  at- 
mosphere. So,  says  Kelly,  the 
animals  get  heavier  and  grow 
more  wool — about  4%  more. 
The  vaccine  is  three  years 
away  from  commercial  use. 

Cuts  emissions  and  im- 
proves productivity?  Pity 
it  only  works  in  the 
paddock.  Becky  Gayiord 


l-WAY  PATROL 

CAN  SCH00LKIDS  SHAME  NET  AUCTIONEERS? 

ARCHAEOLOGISTS  HAVE  LONG  ARGUED  THAT  ANTIQUITIES  SOLD 

over  the  Internet  encourage  looting  of  ancient  sites.  Now 
they  have  a  new  ally  in  efforts  to  get  eBay  and  Amazon  to 
stop  such  sales:  kids. 

Thousands  of  schoolchildren  across  the 
U.S.  wrote  to  those  companies  recently 
to  ask  them  to  stop  listing  Mayan  arti- 
facts. Internet  education  site  Classroom 
Connect  led  the  campaign  after  organiz- 
ing a  "virtual  field  trip"  through  Mayan 
ruins  in  Mexico,  Guatemala,  and  Belize. 
John  Fox,  a  Mayan  expert  who  is  Class- 
room Connect's  head  of  research,  calls  it 
"another  step  to  rally  public  opinion." 

Because  Internet  auction  sites  do  not 
require  sellers  to  list  provenance,  ar- 
chaeologists say  that  makes  it  easy  to  _ 
sell  illegally  obtained  items — and  creates  a  market  for  which 
shady  dealers  race  to  meet  demand.  Laws  are  complex,  but 
archaeologists  argue  it's  unethical  to  buy  or  sell  objects  with- 
out clear  ownership  history.  Amazon  and  eBay  argue  that  it's 
the  seller's  responsibility  to  establish  legality.  "We  have  no 
way  of  being  referees,"  says  an  eBay  spokesman.  "All  any- 
body has  to  do  is  point  to  an  item  on  eBay  and  show  us  that 
it's  illegal,  and  we'll  remove  it."  Still,  Amazon  and  eBay  can 
look  forward  to  a  new  flood  of  letters  in  October  when  Class- 
room Connect  does  a  trip  to  Peru.  Elisabeth,  Malkin 


LOOT:  In  demand 
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OVER  THERE 

HONDA'S  LITTLE  CAR 
THAT  MIGHT 

IN     THE     U.S.     AND     JAPAN, 

Honda  is  hot.  It  makes  four 
of  the  Top  10  sellers  in  Japan, 
and  can  barely  keep  up  with 
American  demand  for  its 
minivans  and  suvs.  But 
Europe  is  a  different  story. 
Honda  has  been  hurt  by  a 
weak  currency  and  its  lack 
of  diesel-powered  and  1.0-liter 
cars  with  the  styling  flair  Eu- 
ropeans like.  It  lost  nearly 
half  a  billion  dollars  there  for 
the  year  ended  Mar.  31 — 
nearly  twice  the  losses  at  ri- 
vals Nissan  and  Toyota. 

Honda  now  hopes  to  fix  its 
Europe  problem:  by  boosting 
capacity  at  British  plants  and 
exporting  those  cars  to  the 
U.  S.;  heeding  European  calls 
for  diesel  engines  by  adding 
them  to  Civics  and  Accords; 


and  imposing  tough  cost-c 
ting  on  parts  suppliers, 
on  June  21,  Honda  unvei 
an  all-new  car  for  the  cru< 
European  sub- 
compact 


market:  the  1.3-liter,  $13 
Fit  hatchback.  (There  are 
plans  to  sell  it  in  the  U 
"We  anticipate  a  very  str 
recovery,"  says  Satoshi  A 
Honda's  senior  managing 
rector  for  finance. 

The  car's  neatest  feati 
All  seats  flatten  at  the  i 
of  a  switch — a  selling  p< 
for  youths  keen  to  load  bi 
or  sleep  in  it  on  long  r 
trips.  Chester  Da 


"F 


THE  BIG  PICTURE 


DON'T  SPEND  IT 
ALL  IN  ONE  PLACE 

TurboTax  asked 
visitors  to  its  Web 
site  to  describe 
their  plans  for  the 
tax  rebate  checks 
expected  later 
this  summer. 
Here's  how  the 
responses 
stacked  up: 

Data:  Turbolax 


FOOTNOTES  Americans  who  say  they  believe  in  psychic  or  spiritual  healing:  in  1990,  46%;  in  2001,  54% 
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THE  PRINCIPLES  OF 
AVIATION 

Luxury.  Class.  Prestige.  An  invita- 
tion to  travel.  After  a  century  of 
exploits,  aviation  maintains  its 
power  to  make  people  dream.  In 
harmony  with  this  spirit,  we  have 
created  watches  and  chronographs 
for  stylishly  refined  women. 
However,  our  close  links  with 
aviation  have  also  taught  us  that 
aesthetics  amount  to  nothing 
without  technical  perfection.  All 
our  movements  are  certified  by  the 
Swiss  Official  Chronometer  Testing 
Institute  (COSC). 

And  each  detail  of  our  watches  is 
designed  for  intensive  use. 


AORDINARY  WATCHES 


WESTSIDE  PAVILION 

10800  W.  Piro  Blvd.  •  Los  Angeles,  C:A  90064 
Tel:  (310)  470-1388 

FOR  A  CATALOG  PLEASE  CALL  800/641  7343 

www.breitling.com 


THE  ESSENCE  OF  BREITLING 

B-CLASS.  A  sophisticated,  sporting 
and  versatile  chronometer.  An  origi- 
nal blend  of  aesthetic  refinement 
and  technical  accomplishments. 
Breitlinc  style  in  the  feminine 
mode 
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Readers  Report 


MERIWETHER:  PLEASED  WITH  THE 
PROGRESS'  OF  HIS  HEDGE  FUND 

I  have  read  and  respected  your  pub- 
lication for  many  years.  However,  I  was 
quite  disappointed  in  your  recent  article 
on  JWM  Partners  LLC  ("Damaged  goods," 
Finance,  June  11). 

I  was  especially  dismayed  by  the 
opinions  expressed  about  the  progress  of 
our  firm.  Also,  while  you  reported  that  I 
declined  an  invitation  to  comment,  you 
neglected  to  mention  the  reason.  As  our 
spokesperson  explained  to  you,  compli- 
ance with  Securities  &  Exchange  Com- 
mission restrictions  governing  private 
placements  of  securities  leaves  us  un- 
able to  respond  publicly  to  the  sort  of 
speculation  that  was  the  focus  of  your 
article.  Given  that  constraint,  the  timing 
of  the  story  was  unfair  to  us.  Further, 
we  do  not  agree  with  the  conclusions 
presented,  and,  in  fact,  are  pleased  with 
the  progress  of  jwm  Partners. 

Equally  distressing  was  your  assertion 
about  my  motivation  for  speaking  at  the 
Tomorrows  Children's  Fund.  For  the 
record,  I  agreed  to  participate  solely  as 
a  favor  to  a  good  friend  who  thought 
my  presence  would  help  make  the  event 
a  success.  Any  suggestion  that  my  ap- 
pearance at  this  charity  function  repre- 
sented an  effort  to  promote  myself  or 
my  business  is  a  misstatement  of  fact. 

We  are  optimistic  about  our  prospects 
and  are  working  very  hard  to  earn  the 
respect  and  confidence  of  our  clients. 

John  W.  Meriwether 
Principal  and  ceo 
JWM  Partners  LLC 
Greenwich,  Conn. 

FORGET  MTV. 

NOW,  I  WANT  MY  BROADBAND' 

"Broadband:  What  happened?"  (News: 
Analysis  &  Commentary,  June  11)  hit 


the  nail  on  the  head.  The  big  guj 
hyped  broadband,  chased  out  tl 
smaller  new  entrants,  and  then  rea 
ized  that  they  couldn't  (or  wouldn' 
deliver.  How  is  the  promise  of  the  I 
ternet  supposed  to  be  delivered  over 
56k  dial-up  modem? 

Michelle  Zawroti 
Boulder,  Col 

I  use  dial-up  and  I'm  lucky  to  conne 
above  31,000  bps  at  any  time.  When 
was  20,  I  wanted  my  MTV,  and  now 
want  my  broadband. 

Stephen  E.  Calderwot 
Boring,  Or 

COUNTRY  FANS  SAY 
NASHVILLE  CHEATED  ON  THEM 

iijii ^^^^^^^M         After    spen 

ing  16  years 

MO/WIH  THE  BLUES  :  °  » 

Nashville  co 
batting  the  go 
ol'  boys  frc 
New  York  a 
Los  Angeles 
producers,  lat 
heads,  accot 
tants,  and  rrn 
keting  execs- 
came  to  reali 
that  the  art  of  musical  creativity  had 
most  nothing  to  do  with  the  music  bt 
ness  in  Music  City  usa  ("Moanin'  t 
blues  in  Nashville,"  Entertainment,  Jt 
11).  While  not  wanting  to  dispara 
great  acts  like  the  Dixie  Chicks,  w 
are  founded  in  country  tradition 
musical  education,  the  pop  influence 
created  a  huge  sucking  sound  from 
sic  Row. 

Record  companies  may  have  spell 
their  own  doom  by  ignoring  the  IntJ 
net's  ability  to  bypass  them  altogetr 
At  the  annual  Country  Radio  Semiij 
in  Nashville,  I  asked  how  the  recq 
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Dizzy  Dean 
understood  it.  The 
importance  of  the 
human  touch.  Yet  in 
today's  business  world, 
it's  in  short  supply. 
Phone  and  Internet 
customers  often  feel 
unknown,  unappreci- 
ated. At  Siebel,  our 
application  software 
lets  you  give 
your  customers 
personalized  service. 
Companies  like 
IBM,  Quaker  Oats 
and  MetLif e  use 
our  technology. 
Companies  whose 
customers  feel  the 
relationship  is 
personal.  Because  it  is. 


Good  service 
is  good  business. 


www.sicbcl.com  1-800-3  S> 


TRULY  GLOBAL. 


The  original 
model  9500 

handheld 
globed  phone 


The  new 
model  9505 

handheld 
global  phone 


Now,  the  world's  only  global  satellite  communica- 
tions system  is  more  powerful  than  ever.  Iridium 
lets  you  send  and  receive  voice  and  data  from  any 
latitude,  any  longitude.  All  at  $1.50  a  minute  or  less. 
Visit  iridium.com/turniton  and  tap  the  power  today. 


www.iridium.com/lurniton  truly  global. 
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100%        NO        LOAD 


The  #1  Equity  Income  Fund 

T.  Rowe  Price  Equity  Income  Fund  (PRFDX)  was  ranked  #1  out  of  19  equity  income 
funds  since  its  inception,  10/31/85,  through  3/31/01  by  Lipper  Inc. 

Strong  performance  record.  For  more  than  15  years,  the  fund  has  been  committed 
to  rewarding  investors  with  substantial  dividend  income  and  capital  growth — at  a 
low  level  of  risk  relative  to  other  stock  funds. 


The  fund  seeks  to  cushion  market  volatility 
by  investing  in  dividend-paying  companies 
that  offer  opportunities  for  capital  appreciation. 
As  the  chart  shows,  the  fund's  strategy  has 
proven  highly  effective.  If  you're  looking  for 
long-term  performance  potential  with  reduced 
exposure  to  market  volatility,  call  us  today. 

Of  course,  past  performance  cannot  guarantee 
future  results,  and  there  is  no  assurance  the 
fund  will  achieve  its  objective.  No  sales  charges. 

Call  for  your  investment 
kit  including  a  fund 
profile  or  prospectus 

1-800-541-8469 

www.troweprice.com 


Performance  Versus  Competitors 

Average  Annual  Total  Returns  as  o(  3/31/0] 
■  Equity  Income  Fund 
Q  Upper  Equity  Income  Funds  Average 


Invest  With  Confidence 

T.RoweRice 


or 

-Ik 


For  updated  performance  Information,  please  visit  our  Weh  site  or  contact  a  T.  Rowe  Price  representative,  Figures  include 
changes  in  principal  value,  reinvested  dividends,  and  capital  Hain  distributions.  Investment  return  and  principal  value  will  vary, 
and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase.  (Source  for  Upper  data:  Upper  Inc.)  Based 
on  its  total  return,  tipper  also  ranked  this  fund  #20  out  of  207,  #18  out  of  1 15,  and  #8  out  of  43  equity  income  funds  for  the 
I-,  5-,  and  10-year  periods  ended  3/31/01,  respectively. 

For  inure  information  about  Ibis  fund,  including  lees,  expenses,  and  risks,  reiul  the  bind  profile  or  prospectus  earelulK  before 
Investing,  T,  Kowe  I'rice  Investment  Services,  Inc.,  Distributor.  ETF059817 
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CORRECTIONS  &  CLARIFICATIONS 

"When  Harvard  met  Stanford"  (News:  Analy 
sis  &  Commentary,  Apr.  30),  reporting  tha 
Harvard  Business  School  and  Stanton 
Graduate  School  of  Business  have  propose 
to  merge  their  entire  executive  educatio 
departments,  requires  clarification.  Har 
vard  Business  School  says  it  does  not  in 
tend  to  include  open-enrollment  program 
in  the  joint  venture  at  this  time,  but  it  say 
the  two  schools  will  create  a  new  organ 
zation  to  deliver  joint  programs  customize 
for  companies,  including  online  offering? 
Such  an  organization  would  not  be  a  foi 
profit  entity  because  it  would  violate  Hat 
vard  guidelines,  says  HBS.  The  story  sai 
that  "Harvard  and  Stanford  could  use  th 
allure  and  prestige  of  the  combined  bran 
to  launch  an  executive  MBA  program,  whic 
neither  currently  offers  but  both  are  e>| 
ploring."  HBS  says  it  has  no  plans  to  off< 
an  executive  MBA  at  this  time,  but  sa}| 
both  schools  have  explored  the  idea 


companies  would  combat  and  market 
the  Internet  and  was  answered  wil 
"It's  being  looked  at  at  the  highest  l| 
els."  What  this  really  means  is: 
don't  know." 

Millions  of  country  music  fans 
there  long  for  the  traditional  twang 
angst  and  can't  even  find  an  oldies 
tion  to  satisfy  their  craving.  There 
very  few  "down  home"  people  marsll 
ing  the  troops  in  Nashville.  They  do 
know  the  history  and  don't  carej 
learn.  It's  about  the  music,  stupid! 
Debe  Fer 
Reno, 

For  10  or  more  years,  artists  sue 
Johnny  Cash  and  George  Jones  a; 
plained  that  they  failed  to  get  air  t 
while  the  likes  of  over-hyped  G 
Brooks  were  played  again  and  againU 
nauseam.  I  have  listened  to  country  I 
sic  most  of  my  life.  When  the  new  ge  « 
showed  up,  I  found  the  lyrics,  ten  3, 
mood — and  the  exclusion  of  the  art  3 
who  actually  sang  country — so  repul;  'e 
that  I  went  to  tapes  and  CDs  I  m  It} 
myself.  Go  back  to  simple  country,  A 
I'll  come  back — but  not  unless  and  u  iL 
Richard  Vag 
Gatlinburg,  T, 


The  "real"  country  giants  and 
fathers  of  the  music  are  probably  s 
ning  so  rapidly  in  their  graves  that  u 
resultant  heat  is  adding  to  the  glfa 
warming  problem! 

John  Stroade  A; 
Pensacola,  a 


18  BusinessWeek  /  July  2,  2001 


. 


OSE  TAX  REBATES 

ILL  GO  TOWARD  MORE  IMPORTS 

The  tax  cut:  Smile  now,  worry  later" 
ditorials,  June  11)  is  on  target,  but 
it  first  smile  may  fade  quickly.  Even  if 
»opulation  increasingly  worried  about 
jobs  actually  spends  those  munificent 
K)  and  $600  checks,  the  money  will 
gely  go  for  imports.  That  won't  do 
,ch  for  the  economy,  will  it? 

John  E.  Ullmann 
Hempstead,  N.Y. 

4Y  TOBACCO  IS  DANGEROUS 
PENSION  FUNDS'  HEALTH 

After  just  a  year,  questioning  the  fi- 
lcial  prudence  of  tobacco  divestment 
nsions  [by  California  state  pension 
ids]  is  myopic  and  unfair  ("Politicians 
mid  butt  out  of  pension  funds,"  Fi- 
ice,  June  11).  Tobacco  stocks  have 
wed  their  way  back  up  the  charts, 
t  the  industry  still  faces  billions  of 
lars  in  litigation,  possible  Food  & 
ug  Administration  regulation,  and  the 
it-ever  worldwide  public  health  treaty, 
e  social  ills  of  smoking  will  not  go 
ay,  and  neither  will  the  industry's 
g-term  financial  risks. 

Mary  L.  Wells 

Council  for  Responsible 

Public  Investment 

Oakland,  Calif. 

1YBE  THE  BARD  CAN  INSPIRE 
E  E-BIZ  TROOPS 

Imagine  that  a  Martian  on  his  first 
it  to  Earth  has  asked  you  to  show 
a  an  example  of  a  leader  addressing 
jordinates  ("The  life  of  the  party," 
iiz,  June  4).  Of  the  following  two 
;nes,  which  would  you  show  to  the 
irtian  as  representing  the  best  in  hu- 
ll society? 

Shakespeare's  Henry  V  to  his  army 
the  Battle  of  Agincourt  ("We  few, 
happy  few,  we  band  of  brothers;  For 
to-day  that  sheds  his  blood  with  me 
all  be  my  brother..."). 
Or  Monster.com's  Jeff  Taylor  to  his 
es  force  at  its  annual  meeting  ("The 
)f.  The  roof.  The  roof  is  on  fire.  We 
n't  need  no  water.  Let  the  motherf— 

aurn.  Burn,  motherf- burn.") 

Alessandra  Kingsford 
Wayland,  Mass. 

iOWD  CONTROL:  DEBATING 

IE  POPULATION  DIVIDE 

Studies  show  that  120  million  mar- 
d  women  in  the  developing  world 
uld  choose  right  now  to  space  or  lim- 
Jie  number  of  children  they  will  have, 
ese  women,  however,  have  limited 
:ess  to  the  family-planning  methods 
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TRULY  FLEXIBLE. 


The  original 

model  9500 

handheld 

global  phone 


Iridium  satellite  solutions  let  you  customize  your  global 
communications  equipment  to  fit  your  specific  needs. 
Yet  another  way  the  new  Iridium  is  more  practical 
and  powerful  than  ever.  Visit  iridium.com/turniton 
and  tap  the  power  today. 


:on  TRULY  GLOBAL. 


•   • 


RIDIUM 


we  see  reflections  of  our  children. 


The  tree  is  the  stron 


The  ocean,  rambunctious  ana  untame 
The  sky,  the  absolute  dreamer. 


ver  the  ocean 

me  child  over  the  next. 

bility  as  large  as  the  world  itself. 

Ihe  world's  leading  environmental  groups  are  working  toget 
To  find  out  how  you  and  your  employer  can  help, 

please  visit  our  Web  site  at  www.eartbshare.org. 


Earth  Share 

One  environment.  One  simple  way  to  care  for  it. 


TRULY  DATA-READY. 


The  original 

model  9500 

handheld 

global  phone 


The  new 
model  9505 
handheld 
global  phone 


Now,  Iridium's  upgraded  global  communications 
service  lets  you  transfer  data  from  any  point  "A" 
to  any  point  "B."  At  a  cost  of  $1.50/minute  or  less. 
Visit  iridium.com/turniton  and  tap  the  power  today. 
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www.iridium.com/turniton 
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( id  your  free  World  Wildlife  Fund  Action  Kit  and  help  leave  our  children  a  living  planet 
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that  would  enable  them  to  do  so  ("H 
rich  nations  can  defuse  the  populat: 
bomb,"  Economic  Viewpoint,  May  £ 
Developed  nations  such  as  the  U 
must  do  more  to  make  population  s 
international  family  planning  progra 
more  widely  available. 

Sarah  C.  CI; 

Director,  Population  Progr 

David  &  Lucile  Packard  Foundat 

Los  Altos,  C 

What  people  in  poor  countries  re 
want  are:  democratic  governments  t> 
respect  human  rights,  rules  of  law 
forced  through  strong  legal  infrastr 
tures,  honest  and  capable  leaders  \ 
genuinely  represent  the  people,  and  i 
free  markets  where  they  can  deve 
their  natural  resources  into  high-va 
finished  products  in  cooperation  w 
investors  from  the  high-income  co 
tries.  Population-related  divides 
take  care  of  themselves  when  these 
sues  are  properly  addressed. 

Vincent  O'Gr 
New  Brunswick,  J 
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looks 


ITED  BY  HARDY  GREEN 


>ACK  THE  SWIMSUITS- 
M  THE  PAPERBAC 


(ummertime    means    cookouts, 

(baseball  games,  ab- 
solute relaxation — 
1  catch-up  reading? 
•U,  yes,  because  it's  a 
ison  when  we 
,  steal  a  few  hours 
mrl  up  with  books 
Ve  been  meaning 
read  all  year.  To 
p  you  recall  just 
at  they  were,  here 
BusinessWeek's 
mal  roundup  of 
nmer  paperbacks. 
For  stimulating 
porate  drama, 
;re's  Taken  For  a 
le:  How  Daimler 
rcz  Drove  Off  With 
rysler  by  former 
twit  News  writers 
1  Vlasic  and  Bradley 
Stertz  (HarperBusiness, 
i).  Daimler's  $86  billion  buy- 
.  of  Chrysler  in  1998  was  first 
scribed  as  a  marriage  of  equals — a 
rger  that  would  provide  a  blueprint 
international  consolidation.  Before 
g,  however,  it  became  clear  that 
imler,  with  its  very  different  cul- 
e,  was  firmly  in  control.  Vlasic  and 
;rtz  detail  the  merger  negotiations 
1  show  how  Chrysler's  Robert  J. 
ton  was  outmaneuvered  by  Daim- 
's  Jurgen  E.  Schrempp,  a  manic  ex- 
itive  who  scales  mountains  and  plays 
iss  with  Russian  champ  Gary  Kas- 
•ov.  The  authors  portray  the  result- 
;  DaimlerChrysler  as  an  unwieldy 
janization  in  which  a  money-hemor- 
iging  Chrysler  floundered  as  it  tried 
meet  Schrempp's  profit  goals. 
3overt  meetings,  secret  codes,  espi- 
ige — the  latest  from  Robert  Lud- 
i?  No,  it's  The  Informant:  A  True  Sto- 
by  New  York  Times  reporter  Kurt 
:henwald  (Broadway  Books,  $14.95), 
)ook  that  BusinessWeek  reviewer 


Mike  France  called  "one  of  the  most 
compelling  business  narratives  since 
Barbarians  at  the  Gate."  Eichenwald 
tells  how  a  high-ranking  Archer  Daniels 
Midland  Co.  executive's  voluntary  con- 
fession of  price-fixing  led  to  an  FBI  in- 
vestigation, a  dramatic  raid  on  com- 
pany headquarters,  and,  ultimately,  a 
$100  million  settlement  of  federal 
charges  by  several  corporate  conspira- 
tors. It's  also  a  case  in  which  the  whis- 
tle-blower, Mark  E.  Whitacre,  proved 
to  be  an  embezzler,  siphoning  millions 
from  adm  even  as  he  was  helping  the 
feds  establish  their  case  against  the 
company.  We  sweat  along  with  the  in- 
vestigators as  Whitacre  attempts  to 
tape-record  the  incriminating  acts  of 
his  co-workers — and  as  the  investiga- 
tion appears  headed  for  a  meltdown. 

An  examination  of  the  culture  of  a 
major  Japanese   corporation   can   be 


found  in  Sony:  The  Private  Life  (Mariner 
Books,  $15)  by  John  Nathan,  a  profes- 
sor of  Japanese  cultural  studies  at  the 
University  of  California  at  Santa  Bar- 
bara. Asserting  that  "the  environment 
in  which  Sony  Corporation  has  histori- 
cally conducted  its  affairs  is  less  public 
than  personal,  less  rational  than  senti- 
mental," Nathan  shows  how  decision- 
making was  often  influenced  by  the 
whims  of  patriarch  Akio  Morita.  Al- 
though Nathan  was  unable  to 
meet  the  two  founders — 
Masaru  Ibuka  passed  away  in 
mid- 1997  and  Akio  Morita 
was  too  ill  to  meet  the  au- 
thor when  he  was  conduct- 
ing interviews — he  got  ac- 
cess to  dozens  of 
executives  who  had 
contributed  to  or  wit- 
nessed Sony's  develop- 
ment since  its  1946 
founding  in  war-devas- 
tated Tokyo.  These  in- 
siders' tales  make  the 
volume  "the  most  vivid 
-  i  I    and  detailed  account  in 

\~s  ~~^^-  |  English  of  the  personali- 
ties who  built  the  $60  bil- 
lion consumer-electron- 
ics giant,"  according  to 
the  reviewer,  Irene  M. 
Kunii. 
Is  the  market  due  for 
a  further  drubbing?  Yes, 
says  Yale  University  economist 
Robert  J.  Shiller,  whose  bearish  Irra- 
tional Exuberance  (Broadway  Books, 
$15.95)  seemed  to  anticipate  the  Nas- 
daq slide  when  it  was  published  in  the 
spring  of  2000.  But  Shiller  has  more 
in  mind  than  exposing  speculative  ma- 
nias. He  envisions  not  only  a  short- 
term  crash  but  also  a  prolonged  period 
of  stagnation  on  Wall  Street.  The  mar- 
ket, he  says,  became  a  "natural"  Ponzi 
scheme  on  the  strength  of  statements 
by  New  Economy  apostles,  who  lent 
dangerous  credence  to  a  myth  of  ever- 
rising  stock  prices.  Although  it  may 
seem  less  compelling  now  than  when  it 
came  out,  Irrational  Exuberance,  with 
its  broad  investigation  of  historical  ev- 
idence, remains  provocative.  And  in  a 
new  afterword  to  the  paperback  edi- 
tion, Shiller  offers  a  warning  to  those 
still  sanguine  about  the  boost  that  tech- 
nology can  give  to  the  economy:  "In 
bubble  times  there  are  always  super- 
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ficially  plausible  new  era  theories." 
One  of  history's  most  bizarre  specu- 
lative episodes  is  recounted  in  Tulipo- 
mania:  The  Story  of  the  World's  Most 
Coveted  Flower  &  the  Extraordinary  Pas- 
sions It  Aroused  by  Mike  Dash  (Three 
Rivers  Press,  $12).  The  book  is  set  in 
Holland  during  the  early  17th  century, 
the  country's  golden  age.  At  that  time, 
Amsterdam  merchants,  who  were  at  the 
center  of  the  lucrative  East  Indies 
trade,  had  begun  to  channel  their  wealth 
into  conspicuous  display,  including  tulip 
gardens.  Rare  bulbs  became  the  object 
of  speculation,  and  prices  rose  steadily. 
Around  1624,  an  Amsterdam  man  who 
owned  the  only  dozen  specimens  of  the 
singular  Semper  Augustus  tulip  was  of- 
fered the  equivalent  of  a  wealthy  mer- 
chant's annual  income — for  one  bulb. 
But  in  the  late  1630s,  the  tulip  market 
crashed  spectacularly:  Flowers  that  had 
one  week  commanded  5,000  guilders 
fetched  only  50  guilders.  It's  a  "concise, 
artfully  written  account,"  said  reviewer 
Mark  Frankel. 

Another  fascinating  tale  out  of  Eu- 
rope's past  may  be  found  in  Millionaire: 
The  Philanderer,  Gambler,  and  Duelist 
Who  Invented  Modern  Finance  by  Janet 
Gleeson  (Touchstone,  $13).  This  biogra- 
phy of  pioneering  18th  century  Scottish 
banker  and  financier  John  Law  reads 
like  John  Kenneth  Galbraith  crossed 
with  Danielle  Steel.  Following  a  youth 
marked  by  dissipation  and  scandal,  Law 
managed  in  the  early  1700s  to  persuade 
France's  rulers  to  establish  the  Banque 
Generale  to  issue  paper  money  backed 
by  deposits — a  rarity  then — and  to  in- 
stall him  as  the  bank's  head.  The  insti- 
tution's banknotes  soon  commanded  a 
premium,  the  country's  swooning  econ- 
omy revived,  and  the  Banque  Generale 
became  the  nation's  premier  bank.  But 
before  long,  Law  was  embroiled  in  the 
infamous  Mississippi  Company  bubble, 
an  affair  that  ended  in  financial  panic 
and  his  arrest.  It  would  be  80  years 
before  France  would  introduce  bank- 
notes again. 

For  readers  more  interested  in  U.  S. 
history,  there's  American  Pharaoh:  Mayor 
Richard  J.  Daley,  His  Battle  for  Chicago 
and  the  Nation,  by  Adam  Cohen  of  Time 
and  Elizabeth  Taylor  of  The  Chicago 
Tribune  (Little,  Brown,  $16.95).  Daley 
was  not  only  the  absolute  boss  of  Amer- 
ica's second-biggest  city  from  1955  until 
his  death  in  December,  1976;  he  was 
also  a  Democratic  Party  potentate  who 
could  make  or  break  governors,  sena 
tors,  and  even  Presidents. 
Cohen  and  Taylor  have 
produced     what     is  %j 

likely  the  definitive  ^^ 


biography,  said  reviewer  Doug  Royalty. 
They  bore  into  20th  century  Chicago, 
taking  us  from  the  stinking  stockyards 
to  the  polling  places  where  precinct  cap- 
tains often  accompanied  voters  into  the 
booths.  The  book  also  tells  the  fascinat- 
ing tale  of  Chicago's  rebirth,  as  Daley 
and  his  forces  reverse  the  city's  postwar 
decline  and  crdate  a  truly  dynamic  mod- 
ern metropolis. 


Also  in  the 
summer 
book  bag: 
Mayor  Daley, 
Star  Wars,  and 
baseball 


More  recent  political  developments 
are  the  subject  of  Way  Out  There  in  the 
Blue:  Reagan,  Star  Wars,  and  the  End  of 
the  Cold  War,  by  Pulitzer  Prize  winner 
Frances  FitzGerald  (Touchstone,  $17). 
Reviewer  Stan  Crock  found  the  work  "a 
sophisticated,  often  well- written  primer 
on  a  $60  billion  project  that  has  become 
the  most  expensive  research  effort  in 
U.S.  history" — the  Reagan  Administra- 
tion's Strategic  Defensive  Initiative. 
FitzGerald  regards  the  project  as  sheer 
folly  resting  less  upon  feasibility  than 
upon  ideology,  principle,  politics — and 
the  influence  upon  Reagan  of  Alfred 
Hitchcock's  Tom  Curiam,  in  which  an 
antimissile  missile  is  planned.  FitzGerald 
also  probes  the  Reagan  Administration's 
inner  workings  on  arms  control,  and  in 
the  process  she  delineates  the  fissures 
that  still  exist  among  Republican  for- 
eign policy  heavies.  The  account  pro- 
vides important  background  for  the  on- 
going debate. 

Ryszard  Kapuscinski,  the  Pole  whose 
spellbinding  writing  sometimes  seems 
more  akin  to  the  novels  of  Gabriel  Gar- 
cia Marquez  than  to  the  efforts  of  more 
earthbound  journalists,  weighs  in  with 
Another  Day  of  Life  (Vintage,  $12). 
Newly  out  in  paper,  this  frontline  ac- 
count of  the  Angolan  civil  war  of  the 
mid-1970s  was  first  published  in  the 
U.S.  in  hardback  in  1987.  Ka- 
puscinski offers  a  surreal  mon- 
tage of  besieged  cities,  mur- 
derous conflict,  frantic  yet 
idle  refugees,  and,  above 


}      mid-1970s  ■ 
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all,  mass  confusion.  At  one  point, 
describes  a  partitioned  country 
where,  at  a  checkpoint,  uttering 
wrong  word  meant  death.  "We  I 
announced  ourselves  with  camaradU 
a  voice  strangled  and  hoarsened 
fear,"  he  explains.  "If  the  sentries 
Agostinho  Neto's  people ...  we  will 
But  if  they  turn  out  to  be  Hoi 
Roberto's  or  Jonas  Savimbi's  peo 
who  call  each  ot 
irmao  (brother), 
have  reached 
limit  of  our  ear 
existence.  In 
time,  they  will 
us  to  work — 
ging  our  own  grav 
Such  brushes 
death  are  Kapu 
ski's  stock-in-trade. 
On  the  lighter 
there's  Donald 
Westlake's  novel, 
Hook  (Warner  Boj 
$7.50),  a  sort  of  Dia\ 
cor  Murder  among  thi 
erary  set.  Wayne  Prentice  can't 
a  publisher  for  his  completed  manusc 
Meanwhile,  best-selling  authou  Bi 
Proctorr  has  a  $1.1  million  advance,  b  h 
messy  divorce  has  left  him  comple  \ 
unable  to  write.  During  a  chance 
ing,  the  two  men  arrive  at  a  soluti 
their  problems:  They  will  publish 
tice's  novel  under  Proctorr's  name 
split  the  million  bucks.  Oh,  and  the 
time  author  sets  one  final  condition: 
tice  will  have  to  kill  Proctorr's  wife, 
erwise,  her  lawyers  will  demand  bro 
the  publication  money.  Westlake's  s; 
of  the  publishing  world  features 
plex,  believable  characters  wrestling 
their  troupes  of  inner  demons. 

And  what  would  summer  be  witlu 
a  baseball  book?  For  all  the  gen  | 
physical  danger  in  the  placement  c  bi 
object  thrown  at  90  mph  from  a  s  al, 
hill  60  feet  away,  the  duel  bet 
pitcher  and  hitter  is  the  most  cer 
part  of  the  most  cerebral  of  sports, 
Roger  Kahn,  with  a  keen  half-cental  t 
observation,  has  delivered  a  most  ■ 
tertaining  look  at  that  contest-wi  m 
the-contest  in  The  Head  Game:  Bas  al 
Seen  From  the  Pitcher's  Mound  (  a 
vest,  $14).  "It's  a  remarkably  coi  a 
and  conversational  history  of  the  ga  pJ 
says  reviewer  Ray  Hoffman,  '  ill 
through  the  lives  of  great  pitcl  n> 
many  of  whom  through  the  years  v 
shared  their  philosophies  and  te-i 
pitches  with  the  very  fortunate  n 
very  able  Mr.  Kahn." 

COMPILED  BY  HARDY  Gl  E 
Green  is  Books  Eiwx 
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I        We  invite  you  to  take  a  closer 
look  at  the  #1  name  in  portable  printers. 


BJC-85  Bubble  Jet  Printer. 


You  know  the  phrase,  "Good  things  come  in  small  packages."  The  same  could  be  said  about  our  line  of  portable 
inters.  The  closer  you  look,  the  better  they  get. 

We  offer  three  models,  all  with  a  common  goal:  to  provide  mobile  customers  with  professional 
ality  printing  while  you're  away  from  the  office.  All  are  truly  portable,  in  every  sense  of  the  word.      i 
ie  BJC-50  and  BJC-55  printers  both  have  a  built-in,  long-life,  lithium  ion  battery  pack  that  lets 
u  print  up  to  100  pages  before  a  recharge.  The  BJC-55  and  BJC-85  printers  both  have  USB  ports 
d  all  three  have  a  built-in  IrDA  interface  that  allows  convenient  wireless  printing  from  compatible  computers  and  hand- 
held organizers!  They  all  deliver  stunning  720  x  360  dpi  prints  at  5  ppm  black  and  2  ppm  color. 
At  a  little  over  2  lbs.,  the  BJC-50  and  BJC-55  printers  just  beg  to  be  slipped  into  that  extra  pocket  in 
\JC-50  Bubble  Jet  Printer.  y0Ur  laptop  bag.  Also,  the  BJC-85  printer  offers  continuous  printing  with  a  built-in,  30-sheet  paper 

;der.  And  just  when  you  think  it  can't  get  any  better,  these  compact  printers  can  transform  themselves  into  color  scanners 
th  Canon's  exclusive,  optional  IS-12  Color  Image  Scanner  cartridge." 

But  the  important  thing  to  remember  is  that  they're  all  from  the  **1  name  in  portable  printers.'  So  whichever  you  choose, 
u'll  have  made  the  right  choice.  It's  technology  that  makes  sense.  Visit  www.usa.canon.com/consumer  or  call  1-8 00-OK-C ANON. 


Canon 


KNOW  HOW 


©2001  Canon  U  S.A.,  Inc  Canon,  Canon  Know  How  and  Bubble  Jet  are  trademarks  ot  Canon,  Inc.  Spec  ideations  subject  to  change  without  notice.  Print  speeds  are  based  on  high-speed  draft  mode  Print  speed  will  vary 

depending  on  system  configuration,  software,  document  complexity,  print  mode  and  page  coverage  'BJC-50  and  BJC-55  offer  Version  1  0  Fast  IrDA  which  is  compatible  with  Windows*  95  and  98  only  BJC-85  offers  Fast  IfOA  Version  1.1  which  is 

compatible  with  Windows  98  and  Windows  CE  only  "When  using  Fast  IfOA,  the  scanner  cartridge  works  only  with  Windows  98.  tBased  on  NPO/lntelect  Research  released  February  2001 
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WHY  BLUETOOTH 
HAS  A  BLACK  EYE 


The  wireless 
technology  for 
connecting 
devices  works, 
but  it's  way 
too  pricey 
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HAVING  TROUBLE  SEND- 
ING MAIL  ON  THE  ROAD? 

For  an  explanation 
and  some  tips,  goto 
Technology  &  You  at 
www.businessweek.com/ 
technology/ 


Anew  wireless  technology  called  Bluetooth 
is  supposed  to  provide  a  cheap  and  simple 
way  to  connect  just  about  anything  to 
just  about  anything  else — phones,  laptops,  per- 
sonal digital  assistants,  headsets,  printers,  you 
name  it.  Is  Bluetooth  for  real?  Or  is  it  headed  for 
the  graveyard  of  Next  Big  Things  that  couldn't 
hope  to  live  up  to  their  hype? 

As  the  first  Bluetooth  products  hit  the  market, 
the  signs  are  not  good.  Clearly,  Bluetooth  works. 
But  it  is  vastly  more  expensive  than  anyone  ex- 
pected it  to  be  at  this  point.  Unless  the  high-tech 
companies  working  on  Bluetooth  get  their  acts 
together  fast,  the  second  fact  could  easily  trump 
the  first. 

I've  been  experimenting  with  laptops  equipped 
with  Bluetooth  PC  Cards  from  3Com.  If  two  Blue- 
tooth laptops  come  within  range  of  each  other — 
about  30  feet  or  less — and  both  are  set  to  ad- 
vertise their  presence,  each  will  show  up  as  an 
icon  in  the  other's  Bluetooth  device  window,  and 
they  can  transfer  files  back  and  forth.  Note, 
however,  that  this  is  different  from  standard 
networking:  Neither  computer  can  see  the  other's 
files,  and  transfers  only  go  to  a  special  inbox.  It's 
more  like  beaming  files  between  Palms  than  a 
network  file  transfer. 

There  are  at  least  two  immediate  problems. 
We  don't  need  Bluetooth  to  exchange  files  be- 
tween PCs;  conventional  networking  does  that 
just  fine.  The  new  technology  is  intended 
for  such  uses  as  letting  your  Palm  ex- 
change contact  and  calendar  data  with 
a  PC  without  cables,  or  allowing 
your  laptop  to  reach  the  Internet 
using  your  wireless  phone  as  a  mo- 
dem. Furthermore,  current  Bluetooth 
products,  including  the  3Com  cards 
and  a  forthcoming  add-in  card 
for  the  Palm  m500  series,  cost   ^^"s^  TV 
about  $150  apiece.  That's  way  too 
much  to  get  rid  of  a  cable. 

Other  problems  loom  down  the 
road.  Bluetooth  must  be  a  snap  to  use 
A  particular  challenge  is  making  it  easy 
to  manage  connections  using  smaller  devices, 
such  as  phones,  that  don't  have  big  PC  screens 
and  easy-to-see  graphics.  Security  options  also 
have  to  be  simple  to  understand  and  set.  For  ex- 
ample, you  probably  would  be  willing  to  let  many 
people  use  your  printer,  a  few  people  transfer  a 
file  to  your  computer,  and  allow  no  one  to  have 
Bluetooth  access  to  your  phone. 

All  of  these  difficulties  pale,  however,  beside 


cost.  Last  summer,  semiconductor  suppliers 
promising  $5  Bluetooth  chips  by  the  end  ofl 
year.  That  would  mean  that  the  technology  wl 
add  perhaps  $25  or  $30  to  the  price  of  a 
tooth-equipped  product.  But  prices  have  st 
stubbornly  high. 

To  some  extent,  this  is  a  chicken-and 
problem.  Semiconductor  companies  sucl 
Broadcom  and  Cambridge  Silicon  Radio 
prices  will  plunge  once  Bluetooth  chips  are 
duced  by  the  hundreds  of  millions.  But  how 
that  mass  market  be  born?  Once  upon  a  tin 
looked  as  if  wireless-phone  makers  would  ji 
start  Bluetooth  by  subsidizing  high-end  hanc 
Ericsson  developed  much  of  the  original 
nology,  and  Nokia  and  Motorola  are  major  1 
ers  of  it.  But  handset  makers  are  in  no  pos 
to  spend  billions  to  seed  the  Bluetooth  ma 
And  other  products  are  slow  in  coming:  Onlj 
Bluetooth  printer,  the  Hewlett-Packard  Dei 
955c,  has  been  announced  for  this  fall, 
undisclosed  price. 
CHEAPER  RIVAL.  Another  threat  has  beer 
explosive  growth  of  Wi-Fi  (also  know 
802.11b)  wireless  Ethernet.  While  the  two 
less  methods  are  designed  for  different  pi 
there  is  significant  overlap  in  function, 
standard,  say,  could  be  used  to  sync  handhel| 
print  wirelessly.  While  Wi-Fi  is  more  cor 
and  consumes  more  power,  it  is  widely  avaj 
today.  It's  also  cheaper  than  Bluetooth,  ar 
price  is  falling  more  rapidly.  Some  laptop  m\ 
who  had  planned  to  build  Blue  Tooth  intc 
year's  fall  models  are  opting  instead  for 


The  Bluetooth  faithful  still  believe  that 
all  come  together.  "Bluetooth  is  the  wsj 
want  to  connect  Palms,"  says  Michael  Macel 
competitive  officer  for  Palm.  But,  he  ;ulmitj 
alistically,  we're  looking  at  another  yeajj 
widespread  use.  Even  that  will  happen 
prices  fall  with  a  speed  unprecedented  <\.| 
semiconductors. 
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t  all  the  placts  where  you  can 

improve  your  company 
lH  is  the  most  important  one 
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With  the  pace  of  e-business  today,  swift  decision 
making  has  never  been  more  important.  Or  more 
challenging.  Yet  most  decision-support  software 
remains  too  narrowly  focused  on  one  discipline 
or  another  to  provide  a  broad  view  of  your  total 
organization.  But  with  e-Intelligence  from  SAS, 
you  can  track  information  from  anywhere  across 
your  enterprise,  providing  the  framework  for  real 
performance  management.  Enabling  you  to  align 
your  company  around  common  goals.  Measure 
progress  daily,  even  hourly.  Deliver  information 
into  the  right  hands,  at  the  right  time.  And  make 
decisions  while  they  still  can  make  a  difference. 
For  more  details  about  how  e-Intelligence  from 
SAS  can  improve  your  company's  performance, 
call  1-800-727-0025  or  stop  by  www.sas.com. 


The  Power  to  Know,, 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


BUSH'S  TAX  CUT:  NICKELS  AND  DIMES 
FOR  THE  WORKING  POOR 


LOPSIDED: 

The  tax  code 
was  already 
skewed  to 
benefit  the 
wealthy. 
Bush's  cuts 
tip  the 
balance 
even  further. 
So  where 
is  the 
compassion? 


Laura  D'Andrea  Tyson  is 
dean  of  the  Haas  School  of 
Business  at  the  University  of 
California  at  Berkeley.  She  is 
chair  of  the  Council  on 
Foreign  Relations  Task  Force 
on  Japan. 


Well,  it  happened.  The  Bush  tax-cut 
package  has  become  law.  Fuzzy  math 
and  fuzzier  economic  logic  have  pre- 
vailed over  fiscal  responsibility  and  fairness. 
Even  with  accounting  gimmicks  breathtaking 
in  their  audacity  and  duplicity,  the  President 
and  Congress  will  have  to  temper  their  spend- 
ing plans,  dip  into  the  surpluses  for  Medicare 
and  Social  Security,  or  scale  back,  delay,  or 
even  repeal  some  of  the  tax  cuts.  Otherwise,  the 
federal  government  will  almost  certainly  once 
again  find  itself  facing  deficits  as  far  as  the  eye 
can  see.  So  much  for  the  commitment  to  fiscal 
responsibility. 

And  what  about  the  commitment  to  "compas- 
sionate conservatism"?  That,  too,  has  fallen  victim 
to  the  tax  cuts.  Most  Americans  believe  that 
people  who  work  full-time  should  be  able  to  earn 
enough  to  keep  their  families  out  of  poverty — a 
simple  yet  compelling  standard  of  compassionate 
conservatism.  Unfortunately,  this  is  not  the  case 
for  millions  of  American  families,  and  the  Bush 
budget  does  little  to  improve  the  situation. 

Consider  the  economic  position  of  low-income 
workers.  An  individual  employed  full-time  at 
the  minimum  wage  earned  $7.21  per  hour  in 
1999,  including  the  earned-income  tax  credit. 
That's  far  below  the  so-called  living  wage — the 
minimum  of  $8.21  per  hour  necessary  to  keep  a 
family  of  two  adults  and  two  children  out  of 
poverty,  according  to  Census  Bureau  figures. 
About  one-quarter  of  the  workforce — including 
21%  of  men,  34%  of  women,  34%  of  African 
Americans,  45%  of  Hispanics — earned  less  than 
this  living  wage. 

SHORTFALL.  According  to  a  review  of  the  liter- 
ature by  the  Economic  Policy  Institute,  even 
this  living  wage  covers  only  about  60%  of  the 
cost  of  such  basic  needs  as  safe  housing,  trans- 
portation to  and  from  work,  child  care  during 
working  hours,  and  decent  health  care.  Market 
wages  do  not  meet  these  basic  needs  for  low-in- 
come workers  in  other  advanced  industrial  so- 
cieties, either — but  together  with  government 
programs  they  do.  Not  the  case  in  the  U.S., 
where  such  programs  either  do  not  exist  or 
are  inadequately  funded. 

The  Bush  budget  is  principally  directed  to- 
ward helping  high-income  taxpayers.  About  37% 
of  the  new  tax  cuts  will  go  to  the  wealthiest  1% 
of  taxpayers,  although  they  pay  only  about  25% 
of  federal  taxes  while  owning  40%  of  the  na- 
tion's wealth.  The  average  percentage  gain  in 
aftertax  income  for  those  in  the  top  1%  will 
be  about  three  times  larger  than  the  gain  for 


those  in  the  middle,  and  about  seven  tii 
larger  than  for  those  in  the  bottom  20%. 

Moreover,  the  Bush  tax  cuts  are  built  int 
tax  code  that  already  favors  the  wealthy.  Hi 
income  households  can  afford  to  buy  or  bi 
larger  houses  to  take  advantage  of  the  tax 
duction  for  mortgage-interest  payments, 
top  20%  of  earners  receive  more  than  t^ 
thirds  of  the  benefits  from  tax  deductions 
private  retirement  savings.  About  three-qi 
ters  of  these  earners  also  enjoy  employer- 
vided  pension  plans,  and  more  than  80% 
covered  by  employer-provided  health  insurai 
both  of  which  receive  generous  tax  breaks 
contrast,  fewer  than  20%  of  workers  in  the 
torn  fifth  of  the  wage  spectrum  enjoy  emplo; 
provided  pension  coverage,  and  fewer  than  l 
enjoy  employer-provided  health  coverage.  Si 
more  than  80%  of  high  school  graduates  fi 
the  richest  20%  of  families  attend  college,  c 
pared  with  less  than  50%  of  those  from 
poorest  20%,  upper-income  families  who  w< 
send  their  children  to  college  anyway  also  1 
efit  disproportionately  from  generous  tax  ci 
its  and  deductions  for  college  tuition. 

Bush's  top-heavy  tax  cuts  come  on  top 
dramatic  increase  in  income  disparities  dui 
the  past  two  decades.  A  recent  study  by 
Congressional  Budget  Office  shows  that  i 
ing  the  last  20  years,  average  real  afterta> 
come  for  the  bottom  fifth  stagnated  at  aro 
$11,000  (in  1997  prices),  while  the  top  fifth 
joyed  a  50%  increase — and  the  top  1%  enjc 
a  157%  increase,  to  an  annual  average  exceei 
$650,000  per  year.  Such  growing  inequality 
not  be  explained  by  demographic  changej 
the  age  of  the  population  or  in  the  size 
composition  of  families.  Nor  has  there  been  I 
increase  in  the  mobility  of  Americans  betvJ 
income    levels — the    majority   of  low-incj 
households  continue  to  have  low  incomes. 

In  her  recent  book,  Nickel  and  Dimed\ 
(Not)  Getting  by  in  America,  Barbara  El 
reich  provides  a  first-hand  account  of  the  p| 
of  America's  working  poor.  She  concludes 
they  are  the  true  philanthropists  of  our 
ety — working  for  less  than  they  can  live  or 
voluntarily  sacrificing  the  quality  of  their 
lives  and  those  of  their  families  for  the  red 
us.  It's  too  bad  that  the  President  and  meml 
of  (  ingress  did  not  absorb  the  message  ofl 
book  before  they  cast  their  votes  far  B  m-tlJ 
bill  that  overlooks  the  working  poor  while  s| 
ering  additional  reward-  oil  the  wealthy, 
nation,  we  should  be  ashamed  of  ourselves] 
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With  Bristol-Myers  Squibb  research, 

a  tiny  pair  of  chromosomes  could  make  a  huge 

difference  to  this  pair  of  Armstrongs. 
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Two-time  Tour  de  France  winner 
Lance  Armstrong,  with  his  son  Luke. 
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Five  years  ago,  cyclist  Lance  Armstrong  was  diagnosed  with  testicular  cancer.  It  had  already 
spread  to  his  abdomen,  lungs  and  brain.  But  with  aggressive  treatments,  including  three 
Bristol-Myers  Squibb  medicines,  Lance  conquered  his  cancer.  He  went  on  to  win  the 
Tour  de  France  twice,  and  even  to  have  a  wonderful  son — Luke. 

Today,  there  are  more  miracles  in  store  for  little  Luke  and  his  generation.  At  the 
Bristol-Myers  Squibb  Center  for  Applied  Genomics,  researchers  strive  to  unlock  the  genetic 
secrets  of  breast  and  colon  cancer,  Alzheimer's,  and  diabetes.  Someday — perhaps  someday 
soon — mutant  cancer  genes  will  be  identified,  repaired,  even  "switched  off."  Imagine  the  hope 
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At  Bristol-Myers  Squibb,  we're  leading  the  way  in  new  frontiers  against  disease.  And  little 

Luke — and  all  of  us — could  ultimately  benefit. 

j 


^p?  Bristol-MycrS  Squibb  Company     Hope,  Triumph,  and  the  Miracle  ofMSiicine 


Economic  Trends 


BYGENEKORETZ 

DURABLES  ARE 
PROVING  DURABLE 

A  key  sign  of  recession  is  missing 

Has  the  U.S.  slipped  into  a  reces- 
sion? Many  of  the  economic  omens 
have  turned  increasingly  negative — 
from  the  collapse  in  info-tech  capital 
spending  to  the  eight-month  decline  in 
industrial  production  to  the  rise  in  job- 
less claims  to  a  new  cyclical  high.  Even 
the  business-cycle  gurus  at  the  National 

CONSUMERS  ARE  STILL  BUYING 
BIG-TICKET  ITEMS 


MAY.  '00  APR.  '01 

A  PERCENT  CHANGE,  SEASONALLY  ADJUSTED  ANNUAL  RATE 
Data:  Commerce  Dept.,  J  P  Morgan 

Bureau  of  Economic  Research,  who 
have  the  task  of  dating  recessions,  re- 
cently acknowledged  the  possibility 
that  a  downturn  has  begun. 

Still,  many  economists  believe  the 
economy  will  escape  a  full-fledged  con- 
traction. And  the  reason  is  the  surpris- 
ing resilience  of  consumer  spending, 
which  has  stayed  strong  despite  the 
stock  market  drop,  rising  layoffs,  and 
heavy  debt  loads.  Even  more  remark- 
able, says  economist  Robert  Mellman 
of  J.  R  Morgan  Chase  &  Co.,  is  that  this 
strength  "derives  from  an  unusual  pick- 
up in  outlays  for  durable  goods." 

Although  total  inflation-adjusted  con- 
sumer-spending growth  has  slowed  to 
about  a  1.7%  annual  rate,  notes  Mell- 
man, outlays  for  durables — which 
bounced  around  last  year — accelerat- 
ed sharply  to  a  13%  annual  rate  in  the 
three  months  ending  in  April  (chart). 
Meanwhile,  real  consumer  spending  on 
services  and  nondurables,  which  ac- 
counts for  60%  of  gross  domestic  prod- 
uct, is  up  at  a  mere  0.5%  annual  pace. 

This  pattern  of  big-ticket  goods  out- 
performing other  consumer  spending  at 
a  time  when  overall  outlays  and  eco- 
nomic growth  are  slowing  doesn't  look 
like  the  prelude  to  a  recession,  says 
Mellman.  Normally,  demand  for 
durables  tumbles  just  before  a  down- 


turn, as  it  did  in  the  late  1970s  and  late 
1980s  when  people  started  to  defer 
large  purchases. 

This  time  around,  however,  sales  of 
such  items  remain  relatively  strong, 
led  by  the  upturn  in  unit  sales  of  cars 
and  light  trucks.  Real  spending  on  mo- 
tor vehicles  in  the  first  half  of  this  year 
should  post  a  5%  annual  rate,  says  Mell- 
man. Current  upbeat  production  sched- 
ules would  also  add  about  a  percent- 
age point  to  the  economy's  growth  rate 
in  the  third  quarter. 

Sales  of  other  durable  goods  are  up 
as  well.  Real  spending  on  furniture  and 
appliances  has  been  growing  at  a  near- 
ly 6%  annual  clip  this  year.  Unlike  busi- 
ness spending  on  high-tech  equipment, 
consumer  outlays  for  computers  and 
peripherals  has  accelerated  sharply, 
aided  by  falling  prices.  And  spending 
on  such  items  as  sporting  goods,  boats, 
and  jewelry  has  strengthened. 

What's  behind  this  unusual  strength? 
A  key  factor,  says  Mellman,  has  been 
the  Fed's  interest-rate  therapy,  which 
has  cut  financing  costs  for  purchases  of 
vehicles,  homes,  and  housing-related 
goods.  Meanwhile,  unemployment  re- 
mains relatively  low,  real  wage  gains 
have  been  healthy,  and  housing  wealth, 
which  accounts  for  the  bulk  of  most 
people's  net  worth,  is  running  nearly 
9%  over  last  year's  levels. 

To  be  sure,  some  economists  still  ex- 
pect that  a  delayed  negative  wealth  ef- 
fect from  the  stock  market  correction 
will  touch  off  a  sharp  retrenchment  in 
consumer  spending.  With  the  market 
up  some  12%  from  its  March  low,  how- 
ever, and  sizable  tax  refund  checks  just 
weeks  away,  J.  P.  Morgan's  economists 
think  durable  outlays  will  hold  up  and 
consumption  will  continue  to  grow  mod- 
estly in  the  months  ahead. 


ARMS  SPENDING: 
THE  SLIDE  STOPS 

World  outlays  have  leveled  off 

From  1990  to  2000,  world  military 
spending  fell  from  3.7%  to  2.4%  of 
global  gross  domestic  product.  That's 
the  good  news  for  those  who  favor  re- 
ductions in  such  outlays.  The  bad  news: 
spending  has  stabilized  since  1998. 

In  2000,  industrial  countries  devoted 
about  2.5%  of  GDP  to  defense  expendi- 
tures, according  to  International  Mon- 
etary Fund  estimates,  while  develop- 
ing countries  spent  2.1%.  But  there  are 
still  large  differences  across  regions. 
Outlays  remain  highest  in  the  develop- 


ing nations  of  the 
Middle  East, 
which  last  year  al- 
lotted 7.8%  of  GDP 
to  their  militaries, 
or  about  29%  of 
total  government 
spending. 

Other  big  de- 
fense spenders 
are  the  newly  in- 
dustrialized Asian 
economies,  at 
3.3%  of  GDP  and 
15.4%  of  govern- 
ment outlays.  The 
lowest  spenders, 
devoting  just  1.2%  of  GDP  and  7% 
government  budgets  to  military  p 
grams  last  year,  are  developing  co 
tries  in  the  Western  Hemisphere. 


A  DOWN  DECADE 


^_  WORLD 
|  MILITARY 
I    OUTLAYS 
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CASINO  SOCIETY? 
MAYBE  NOT 

The  myth  of  stock-crazy  Americ; 


Between  1990  and  1999,  the  p 
centage  of  U.  S.  households  he 
ing  stocks  rose  from  34.2%  to  50%, 


the  equity  share  of  the  household  d 
tor's  total  assets  jumped  from  139cK 
33%.  Does  that  mean  most  America 
became  avid  stock  investors — with  H 
implication  that  the  boom's  end  In 
traumatized  the  public? 

Not  according  to  a  Federal  Rese  < 
Bank  of  New  York  study  by  Josepl  i 
Tracy  and  Henry  Schneider.  Focus  ( 
on  typical  families  rather  than  agg  iij, 
gate  data  for  the  household  sector,  t  f~ 
report  that  equities  rose  only  from  \ 
of  the  average  household's  portfolio  >i 
assets  in  1989  to  11.6%  by  1998. 

Moreover,  their  analysis  rejects  q- 
view  that  this  rise  was  caused  by  gi  g 
ho  households  funneling  more  cash  \\ 
stocks.  The  aging  of  the  baby  boom 
rising  education  levels,  and  the  s 
from  traditional  pension  plans  to  s 
ings  plans  like  401(k)s  all  contribute 
the  rise,  they  report.  But  the  main 
tor  was  simply  the  huge  increas 
stock  prices  themselves. 

In  sum,  write  the  authors,  "the 
erage  household  equity  share  ros 
the  1990s  not  because  Americans  w 
flocking  to  Wall  Street's  party,  but 
cause  those  already  attending  deci 
to  stay  on."  Most  households,  it  sci 
react  sluggishly  to  the  market's  shil 
performance,  which  may  help  exp 
why  consumption  has  held  up  da| 
the  pullback  in  slock  prices. 


\ 
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You  can't  control  the  weather, 

but  now  small  business  owners  can  control 

their  healthcare  overhead. 
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Only  FlexScapeSM  from  Blue  Cross  of  California  gives  employers  a  way  to 

control  their  rising  healthcare  costs.  FlexScape  lets  you  provide  health  coverage 

to  your  employees  with  a  Defined  Contribution  of  as  little  as 

$1007month  per  person.  Or,  you  can  pay  50%  or  more  of 

their  premiums  with  a  Traditional  Contribution.  You  manage 

benefit  costs  while  still  giving  your  employees  the  coverage 

that  meets  their  needs  and  budgets.  Call  Blue  Cross  today 

about  FlexScape.  And  get  a  company  plan  that  protects  your 

employees  as  well  as  your  bottom  line.  The  Power  of  Blue; 


Call  vour  Blue  Cross  Agent  or  Blue  Cross  at  1  (800)  822-5400  today. 


Blue  Cross  of  California  (BCC)  and  BC  life  &  Health  Insurance  Company  (BCL&H)  are  Independent  licensees  of  the  Blue  Crass  Association  IBCA)  Blue  Cross  and  the  Blue  Cross  symbol  ore  Registered  Marks  and  The  I 
HaKegistered  Mark  of  WellPoint  Health  Networks  Inc.  Medical  coverage  provided  by  BCC  and/or  BCL&H.  O  2001  BCC 


For  twentyjears.  Concord  has  been  designated  as  Tree  City,  USA.  And  is  currently  helping  more  than  5,400  separate  companies  thrive. 


THE  CREPE  MYRTLE  GRO^S  TO  AN 
AVERAGE  HEIGHT  OF  8  FEET. 

YET  ANOTHER  REASON  TO  MOVE  YOUR  BU5INE55  TO  CONCORD. 


What,  one  may  ask,  does  the 

growing  pattern  of  Lagertsroemia 

indicia  have  to  do  with  the  serious 

business  of  corporate  relocation? 

Take  a  tour  of  Concord,  and  see 

for  yourself.  For  upon  enterin 

our  city  it's  immediately  appar 

ent  how  we've  made  it  the 

Bay  Area's  most 

attractive  business 

environment.  Here  lush 

landscaping  adorns  city 

streets.  Even  in  the 

midst  of  busy  boulevards,  the 

aforementioned  crepe  myrtle 

blooms  in  colorful  profusion.  Day  lilies 

flourish.  The  scent  of  roses  wafts.  And  the  effect 

of  this  impressive  botanical  display  is  obvious. 

Because  you  can  see  the  effort  we've 

taken  to  make  our  city  a  beautiful 

place  in  which  to  live  and  work.  But 

beauty,  especially  in  business,  is  also  found 


in  function. 
And  here, 
too,  we  shine.  s 

Frar 

For  example,  our 
streamlined  permit 

process  makes  it  possible  to  approve 


most  requests  that  same  day. 
And  our  performance- 
based  budgeting  and 
focused  ten-year  strategic 
plans  have  been  lauded  by 

business  leaders  as  a  model 

l\Ot  acci.. 
Bank  of  New  \    of  efficiency. 
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But  now,  if  you'll  excuse  us,  we 
have  some  pruning  to  attend  to. 


CONCORD 


TO   CONTACT   US  ABOUT   BUSINESS   OPPORTUNITIES,    PLEASE   CALL   1-800-727-2254. 

WWW.CONCORDFIRSI     COM 

©  2001  City  of  Concord,  All  righti  reserved 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


OW  TECH  ADDS  TO  THE  DRAG 
IN  MANUFACTURING 

Kcess  capacity  and  inventories  will  curb  factory  output  for  months 


US.  ECONOMY 


Act  II  of  the  recession  in 
manufacturing  is  well  under 
y,  and  it's  just  as  depressing  as  Act  I.  The  story  be- 
n  with  production  cutbacks  in  autos  and  related  in- 
rtries  late  last  year  in  an  effort  to  liquidate  excess  in- 
itories  as  demand  fell  off.  The  scene  has  now  shifted 
the  tech  sector,  where  equipment  makers  are  strug- 
ng  with  the  same  problem.  Will  this  story  have  a 
ppy  ending,  or  will  it  end  in  tragedy  as  the  conflict 
reads  to  other  economic  sectors? 

So  far,  stalwart  con- 
THE  FACTORY  DOWNTURN 
IS  SPREADING 

OUTPUT  CATEGORY 


2000  2001 

IVQ         IQ         IIQ* 

(QUARTERLY  PERCENT  CHANGE) 


sumers,  a  solid  housing 
sector,  and  stimulative 
government  policies 
give  reasons  for  opti- 


manufacturing     -1.6-7.9     -5.4     mism  (page  87).  In  par- 
consumer  goods     -2.4     -1.8-3.0     ticular,  consumers,  like 


MOTOR  VEHICLES 

USINESS  EQUIPMENT 

JH-TECH  MACHINERY 
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29.2 
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a:  Federal  Reserve,  BW  'APR  -MAY  AVG  .  ANNUAL  RATES 


a  Greek  chorus,  contin- 
ue to  be  the  voice  of 
reason  during  these 
troubled  times.  True, 
their  spending  has 
slowed  from  the  siz- 
ng  pace  of  a  year  ago.  But  shoppers'  finances  will  get 
boost  from  lower  interest  rates  and  tax  cuts  begin- 
lg  in  the  third  quarter.  Meanwhile,  labor  markets  still 
ve  not  loosened  enough  to  prevent  wages  from  grow- 
l  faster  than  inflation.  That  means  consumer  spending 
ould  pick  up  steam  in  the  second  half. 
Keep  in  mind,  however,  that  consumers  spend  the 
ilk  of  their  money  on  services  and  imports.  Their 
irchases  of  U.  S.-manufactured  goods  have  shrunk 
sadily  over  the  years.  So  while  a  consumer  rebound 
sans  that  the  worst  may  be  over  for  the  economy  as 
whole,  the  same  cannot  be  said  for  manufacturing. 

lUBLEM  NO.  1  for  manufacturing  is  that  the  drag 
Dm  the  tech  sector  is  intensifying  (table)  as  busi- 
isses  of  all  stripes  slash  their  capital  budgets  amid 
wered  expectations  for  demand  and  profits. 
Booming  demand  for  tech  equipment  had  powered  in- 
istrial  production  over  the  past  few  years.  In  the 
•st  half  of  2000  alone,  tech  output  grew  at  a  peak  an- 
lal  rate  of  more  than  70%.  And  by  the  fourth  quarter 
last  year,  the  growth  rate  of  tech-production  capac- 
y  hit  a  peak  of  50%. 

But  in  2001,  demand  for  computers,  telecom  equip- 
ent,  and  the  like  collapsed.  Shipments  of  tech  equip- 


HOUSING  HOLDS  STEADY 
AT  A  HIGH  LEVEL 


I.  «1    TOTAL  _ 
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▲  MILLIONS  OF  UNITS,  ANNUAL  RATES 
Data:  Commerce  Dept. 


ment,  not  adjusted  for  falling  prices,  plunged  at  an 
annual  rate  of  26%  in  the  first  quarter,  and  the  April 
level  is  down  32%  from  the  first-quarter  average.  The 
result  is  a  glut  of  tech  goods  and  production  capacity 
that  will  take  a  long  time  to  absorb. 

At  the  same  time,  U.S. 
manufacturers  won't  get  much 
help  from  foreign  demand. 
Growth  in  the  12-nation  euro 
zone  was  at  an  annual  rate  of 
2.2%  in  the  first  quarter,  down 
from  3.4%  for  all  of  2000,  and 
growth  in  the  second  quarter 
appears  to  have  fallen  well  be- 
low 2%.  Meanwhile,  Japan  ap- 
pears to  have  entered  yet  an- 
other recession.  That  means 
the  rest  of  Asia,  which  is  already  struggling,  is  sure  to 
slow  some  more.  U.S.  exports  fell  in  both  the  fourth 
quarter  of  2000  and  the  first  quarter  of  2001.  Another 
drop  seems  likely  in  the  second  quarter. 

Adding  insult  to  injury,  U.  S.  factories  are  suffering 
from  the  surprisingly  strong  dollar,  which  makes  ex- 
ports more  expensive  in  foreign  markets.  The  broad 
trade-weighted  dollar,  adjusted  for  overseas  inflation 
rates,  has  risen  nearly  11%  since  early  2000  despite  the 
67%  crash  in  tech-stock  prices,  the  Fed  cuts  in  interest 
rates,  and  the  threat  of  a  U.  S.  recession.  Most  of  the 
gains  have  been  vs.  the  euro  and  the  yen. 

BECAUSE  OF  ALL  THIS,  PRODUCTION  in  factories, 

utilities,  and  mines  fell  in  May  for  the  eighth  consecu- 
tive month.  Output  dropped  0.8%  last  month,  and  de- 
clines were  widespread.  Production  in  manufacturing 
alone  fell  0.7%,  with  all  but  four  of  the  19  major  in- 
dustry sectors  posting  declines.  In  recent  months,  the 
weakness  has  stretched  from  consumer  goods,  down 
0.8%  in  May,  to  business  equipment,  off  0.8%,  to  a 
wide  range  of  intermediate  materials,  down  0.9%. 

Construction  supplies  is  another  factory  sector  where 
output  is  declining — but  this  weakness  is  surprising 
because  it  runs  counter  to  the  solid  pace  of  home- 
building  (chart).  It  may  reflect  the  caution  felt  by 
builders  at  the  end  of  last  year,  when  the  economy 
turned  sour.  Orders  fell  off,  and  manufacturers  of  con- 
struction supplies  saw  their  inventories  pile  up. 

Housing,  however,  has  held  up  well  in  2001.  Starts 
jumped  2.3%  in  April  and  fell  a  mere  0.495  in  May,  to 
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an  annual  rate  of  1.62  million.  That  rate  isn't  far  below 
the  record  annual  pace  of  1.65  million  set  in  1999.  And 
the  National  Association  of  Home  Builders'  Housing 
Market  Index,  which  measures  builders'  assessments  of 
current  and  expected  sales  plus  buyer  traffic,  climbed  in 
June,  thanks  to  loftier  expectations  and  stronger  buyer 
activity.  But  with  materials  inventories  still  high,  output 
of  building  supplies  will  likely  remain  soft  this  summer. 

MOTOR-VEHICLE  PRODUCTION  was  one  of  the  few 

categories  to  post  a  gain  in  May.  So  far  this  quarter,  it 
is  growing  at  a  29.2%  annual  rate,  compared  with  de- 
clines of  23.6%  in  the  fourth  quarter  and  27.2%  in  the 
first.  But  at  the  same  time,  output  of  computers,  pe- 
ripherals, communications  equipment,  and  semiconduc- 
tors is  dropping  at  an  annual  rate  of  14%,  more  than 
twice  as  fast  as  the  5.7%  slide  in  the  first  quarter. 

Why  the  contrast?  Auto  makers  have  put  their  in- 
ventory overhang  behind  them,  but  tech  producers  are 
still  wrestling  with  theirs.  Indeed,  the  ratio  of  inven- 
tories to  sales  for  motor  vehicles  and  parts  dealers 
has  turned  down  substantially  in  recent  months,  fol- 
lowing a  steep  rise.  The  ratio  for  computers  and  elec- 
tronic products,  however,  was  rising  sharply  in  April. 

The  net  effect  of  these  two  trends  will  play  a  big  role 
in  gross  domestic  product's  second-quarter  growth.  In 
the  first  quarter,  nonfarm  businesses  liquidated  some 
$25  billion  in  inventories,  at  an  annual  rate.  But  in 


JAPAN 


April,  overall  inventories  of  manufacturers,  wholesale 
and  retailers  began  the  second  quarter  unchanged  fr 
their  level  at  the  end  of  the  first  quarter.  Based  on  ( 
math,  if  inventories  were  to  remain  steady  for  all  of 
second  quarter,  nonfarm  inventories  would  contribut 
full  percentage  point  to  the  quarter's  GDP  growth  xi 

The  tech  sector's  problem 
may  carry  over  into  the  third 
quarter.  In  May,  tech  equip- 
ment makers  were  using  only 
70.3%  of  their  production  ca- 
pacity. That's  the  lowest  rate 
in  25  years,  and  a  steep  drop 
from  90%  in  July,  2000  (chart). 
Trouble  is,  through  May,  tech 
production  capacity  was  still 
growing,  though  at  a  slower 
rate  than  last  year.  Most  econ- 
omists believe  that  capacity  must  ultimately  decl 
in  order  to  realign  tech  output  with  demand. 

The  news  from  that  sector  sounds  alarming, 
keep  in  mind  that  tech  plays  only  a  supporting  rok 
this  drama.  Manufacturing  is  about  16%  of  GDP,  i 
tech  equipment  is  just  10%  of  manufacturing  outj 
Consumers,  whose  spending  totals  some  two-thirds 
GDP,  still  command  the  limelight.  So  while  tech  lo 
like  a  formidable  antagonist,  don't  be  surprised  if,  in 
second  half,  the  consumer  turns  out  to  be  our  hero 
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READY  TO  RIDE  THROUGH  ANOTHER  RECESSION? 
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The  latest  news  on  Japan's 
economy  made  it  clear  that 
the  new  government  of  Prime 
Minister  Junichiro  Koizumi  must 
grapple  with  an  economy  that's 
likely  sliding  once  more  into 
recession. 

Real  gross  domestic 
product  slipped  by 
0.2%  in  the  first  quar- 
ter from  the  fourth. 
Housing,  exports,  and 
business  investment  all 
declined,  while  con- 
sumer spending  was 
flat.  The  second-quar- 
ter economy  likely  fell 
at  a  faster  pace,  sug- 
gesting that  Japan  has  fallen  into 
a  recession  barely  two  years  after 
recovering  from  the  last  one. 

The  dismal  outlook  for  the 
world's  second-largest  economy 
was  underscored  on  June  14  when 
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a  government  report  said  business 
conditions  were  "deteriorating." 
The  Bank  of  Japan  seconded  that 
view  on  June  18  when  its  own  re- 
port said:  "Adjustments  in  eco- 
nomic activity  are  gradually  inten- 
sifying as  production 
is  declining  substan- 
tially, reflecting  a  fall 
in  exports." 

The  monthly  data 
certainly  confirm  that 
the  economy  is  falter- 
ing once  more.  The 
jobless  rate  in  April 
stood  at  4.8%,  down 
only  a  bit  from  a  high 
of  4.9%  in  January. 
Industrial  production  fell  2%  in 
April  from  March;  that  output 
stands  4.1%  below  its  level  of  a 
year  ago  (chart).  But  at  the  same 
time,  inventories  jumped  2.2%, 
suggesting  output  will  fall  further 


in  coming  months  until  business! 
clear  out  the  overhang  of  mer- 
chandise and  supplies. 

As  far  back  as  March,  the  BOJ 
made  it  clear  that  fiscal  reforms, 
not  monetary  policy,  must  take 
the  lead  in  correcting  Japan's 
problems.  And  Koizumi  has 
pledged  to  take  steps  to  foster 
better  growth,  in  part  by  reininj 
in  large  budget  deficits.  But  pri- 
vate economists  agree  that  over 
hauling  the  banking  system 
should  be  the  primary  focus. 

Koizumi  has  warned  that  Jap;] 
may  have  to  weather  another  re 
cession — one  that  could  last  as 
long  as  two  years — in  order  to 
launch  a  lasting  rebound.  If  so, 
that  would  be  Japan's  fourth 
downturn  in  less  than  a  decade, 
the  worst  performance  for  a  de- 
veloped economy  in  the  poBl 
World  War  II  era. 
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\to\x\  LS  |  Luxury  is  more  than  a  hood  ornament.  It's  a  feeling  you  get  when  you're  living  by  your 
n  rules.  It's  knowing  that  sometimes  the  best  thing  about  a  3.9  litre  32-valve  V8  is  that  it  gets  you 
a  place  where  you  can  slow  down  faster.  For  more  information  or  to  schedule  a  test  drive, 
it  lincolnvehicles.com  or  call  800-688-8898. 
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TODAY, 

NORTEL. 

TOMORROW... 


Qad  news  doesn't  get  much 
worse  than  this.  On  June  15, 
Nortel  Networks  Corp.  an- 
nounced that  its  sales  for  the 
second  quarter  would  fall 
38%,  to  $4.5  billion,  exclud- 
ing discounted  operations.  To 
make  matters  worse,  the 
communications-equipment  maker  said 
it  expects  to  lose  $19.2  billion  in  the 
quarter,  one  of  the  largest  losses  in  cor- 
porate history.  Nortel  Chief  Executive 
John  Roth  blamed  the  reversal  of  for- 
tune on  the  rapid 


slide  in  the  U.  S. 
economy  and  the 
resulting  financial 
problems  at  many 
telecom  companies. 
True  enough. 
But  there  is  a 
broader,  little-un- 
derstood problem 
lurking  behind  the 
Nortel  announce- 
ment— and     it     is 

one  that  is  likely  to  lead  to  a  wave  of 
huge  earnings  charges  throughout  Cor- 
porate America.  The  biggest  chunk  of 
Nortel's  loss  was  a  $12.3  billion  write- 
down for  acquisitions  that  are  now  near- 
ly worthless.  Many  other  companies  are 
in  the  same  boat,  having  made  acquisi- 
tions over  the  past  couple  of  years  that 
have  declined  in  value  along  with  the 
stock  market.  Worse  yet,  new  account- 
ing rules  are  going  into  effect  Jan.  1 
that  will  force  companies  to  be  more 


Multibillion-dollar 

write-downs  will 

spread  beyond 

tech  and  telecom 


rigorous  about  writing  down  the  value 
of  these  assets.  Many  companies  are 
facing  the  abyss,  contemplating  huge 
charges  in  the  next  six  months.  "It's 
going  to  be  a  bloodbath,"  says  Bob  Wil- 
lens,  an  accounting  and  tax  analyst  at 
Lehman  Brothers  Inc. 

Who's  next?  So  far,  no  one  has  done  a 
comprehensive  study  of  the  extent  of 
problem.  Now  BusinessWeek,  aided  by 
sister  company  Standard  &  Poor's  Corp., 
has  sifted  through  the  financial  state- 
ments of  more  than  1,000  of  the  largest 
public  companies 
to  find  out.  The 
data  suggest  that 
dozens  of  companies 
could  have  to  take 
multimillion-dollar 
charges  in  the  next 
few  months.  Not  all 
of  them  are  belea- 
guered telecom  and 
technology  sectors. 
Along  with  Net 
hotshot  VeriSign, 
the  list  includes  large  insurer  Aetna  and 
video  giant  Blockbuster. 

Here's  a  primer  to  help  understand  the 
issues  and  who  will  be  affected. 

Why  do  companies  have  to  take  these 
big  write-downs? 

Typically,  when  a  company  makes  an 
acquisition,  the  price  that  it  pays  is 
recorded  on  its  balance  sheel  as  an  asset. 
If  the  value  of  that  business  declines, 
then  the  acquirer  has  to  write  down  the 
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asset  on  its  balance  sheet  to  reflect  its 
current  value.  This  is  true  whether  the 
acquisition  is  made  in  cash  or  with  stock. 
For  example,  Nortel  paid  $8  billion  for  an 
Internet  switching  company  called  Al- 
teon Websystems  in  October,  2000.  As 
part  of  its  announced  loss,  it's  writing 
down  the  value  of  the  business  to  zero. 


culate  fair  value  is  to  look  at  the  cash 
flow  that  the  acquired  businesses  are 
generating.  But  this  approach  also  is 
problematic  because  so  many  of  the  tech 
and  telecom  companies  that  have  been 
acquired  have  little  or  no  profit.  "There's 
no  way  in  the  world  these  businesses 
will  ever  generate  the  cash  needed  to 
justify  the  purchase  price,"  says  David 
F.  Hawkins,  a  Harvard  Business  School 


Who's 
Next? 


After  years  of  pricey  acquisitions 
made  with  inflated  stock,  many 
companies  now  have  more  share- 
holders'equity  on  their  books  than 
their  current  market  value.  That 
could  mean  huge  write-offs  ahead. 


CURRENT 
MARKET  CAP* 


SHAREHOLDERS' 
EQUITY* 


POTENTIAL 
WRITE-DOWN* 


Why  is  this  happening  now? 

The  Financial  Ac- 
counting Standards 
Board  (fasb)  is  imple- 
menting rules  that  force 
companies  to  be  more 
rigorous  about  writing 
down  goodwill,  which  is 
the  amount  a  company 
pays  in  an  acquisition 
beyond  the  value  of  an 
acquiree's  existing  as- 
sets. Specifically,  compa- 
nies will  now  have  to 
justify  the  value  at 
which  they're  carrying 
acquisitions  on  their  bal- 
ance sheets  once  a  year. 
"In  the  past,  there  was 

no  explicit  requirement      7.,.L. ._!„„.„ „!...„.„. ...!*..*" 

to  test  each  year,"  says      r.j.  REYNOLDS  TOBACCO      6,055  8,458       -2,403 
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manager   at   the    fasb      a100""8™ 3'Z64 5,992 .I2!2.2.8.. 
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*  In  millions  of  dollars 

When  will  companies  have  to  take  these 
write-downs? 

The  timing  is  tricky.  Certainly,  com- 
panies and  their  auditors  will  be  fighting 
tooth  and  nail  over  when  exactly  to 
take  the  hit.  Nortel  was  going  to  have  a 
terrible  second  quarter  in  any  case  so 
the  company's  execs  may  have  decided 
to  toss  the  big  write-down  into  the 
avalanche  of  bad  news.  (Nortel  wouldn't 
comment  for  this  story.)  Other  compa- 
nies will  take  them  when  they  deter- 
mine the  fair  value  of  the  assets  they 
acquired  is  no  longer  as  high  as  what 
they  paid  for  them. 

How  do  you  determine  fair  value? 

There  are  several  different  ways  to 
do  it.  The  simplest  way  to  calculate  fair 
value  is  to  look  at  the  market  value  of 
comparable  companies  that  have  pub- 
licly traded  stock.  This  valuation  will 
create  all  sorts  of  headaches  because 
stock  prices  have  plunged  over  the  last 
year,  particularly  for  technology  and 
telecom  companies.  Another  way  to  cal- 


Data:  Standard  &  Poor's,  BusinessWeek 

professor  who  specializes  in  accounting 
issues. 

How  can  you  tell  which  companies  will 
take  these  charges  in  the  future? 

One  rule  of  thumb  that  FASB  is  sug- 
gesting is  to  look  at  shareholders'  equity 
on  the  balance  sheet  compared  with  the 
current  market  cap.  If  the  equity  shown 
on  the  books  is  greater  than  the  compa- 
ny's market  value,  then  its  assets  may 
very  well  be  overstated.  "The  market  is 
telling  you  something  you  can't  ignore," 
says  Willens.  VeriSign,  Aetna,  Lucent, 
and  components  maker  .ids  Uniphase 
have  shareholders'  equity  that  is  at  least 
$5  billion  greater  than  their  current  mar- 
ket caps.  That  could  lead  to  multibillion 
write-downs  at  each  company. 

What  about  Cisco? 

Everybody  asks  about  Cisco  S; 
Inc.  The  networking  giant  has  made 
loads  of  acquisitions,  and   it  has  built 
up  goodwill  of  $4  billion.  That's  nowhere 
near  its  $120  billion  market  cap.  but  it 


BusinessWeek  /  Jul/  2,  2001  33 


News:  Analysis  &  Commentary 


still  may  have  to  take  a  write-down  for 
some  of  those  deals.  The  fasb  rules  af- 
fect acquisitions  that  were  made  using 
purchase  accounting,  but  they  don't  af- 
fect pooling  of  interest  acquisitions. 
With  a  handful  of  exceptions,  Cisco 
made  pooling  of  interest  acquisitions. 

What's  the  difference  between  pooling 
and  purchase? 


With  pooling,  the  company  making 
the  acquisition  and  the  acquiree  simply 
combine  their  balance  sheets,  so  there  is 
no  goodwill  created.  It's  sort  of  like  pre- 
tending that  the  two  companies  have 
always  been  together.  Purchase  ac- 
counting is  different:  The  acquiring  com- 
pany puts  its  target's  net  assets  on  its 
own  balance  sheet,  and  anything  it  paid 
in  addition  to  those  net  assets  is  called 


goodwill.  For  example,  VeriSign  boug 
Network  Solutions  Inc.,  which  doles  o 
Internet  domain  names,  for  $19.6 
lion  and  added  Network  Solution's  $] 
billion  in  net  assets  and  $18.3  billion 
goodwill  to  its  own  balance  sheet. 

The  reason  fasb  is  changing  its  rul 
now  is  to  get  rid  of  pooling  and  have 
companies  use  purchase  accounting.  . 
part  of  the  change,  companies  no  Ion 


COMMENTARY 


By  Rich  Miller 


DON'T  COUNT 
ON  A  ROSY  SECOND  HALF 


t's  becoming  the  mantra  of  the 
monetary  policy  set.  As  the  econo- 
my has  continued  to  weaken  with 
no  bottom  in  sight,  Federal  Re- 
serve policymakers  have  taken  to 
the  hustings  to  hammer  home  the 
message:  Relief  is  "in  the 
pipeline."  After  the  Fed's  five  hefty 
half-percentage-point  interest  rate  cuts, 
there's  considerable  monetary  stimulus 
already  in  the  works,  ready  to  give  the 
staggering  economy  a  boost  in  the  sec- 
ond half  of  the  year.  Couple  that  with 
coming  tax  rebates,  and  there's  reason 
to  believe  the  economy  has  weathered 
the  worst  and  is  ready  to  rebound. 

Trouble  is,  the  economy  right  now  is 
close  to  lifeless,  with  growth  in  the  sec- 
ond quarter  probably  at  or  near  0%.  If 
monetary  and  fiscal  policy  don't  deliver 
their  much-hoped-for  jolt  soon,  there's  a 
real  risk  the  economy  could  remain 
stalled  or  even  slip  into  a  recession. 
So  far,  many  private-sector  econo- 
mists are  whistling  past  the  graveyard 
right  along  with  the  Fed.  They're  also 
looking  to  rate  cuts  and  tax  rebates  to 


boost  growth.  Forecasters  polled  by 
BusinessWeek  expect  the  economy  to 
grow  at  an  annual  rate  of  2%-to-3%  in 
the  second  half,  vs.  less  than  1%  in  the 
first  (page  87).  "The  consensus  forecast 
continues  to  see  a  pickup  in  the  latter 
part  of  the  year,"  Boston  Fed  President 
Cathy  E.  Minehan  said  on  June  18.  "I 
think  there  is  a  good  chance  this  is 
what  will  happen." 

A  chance,  yes.  But  the  risk  is  that 
the  consensus  may  prove  to  be  as  over- 
ly optimistic  on  the  economy  this  time 
around  as  it  has  been  for  much  of  the 
past  year.  Sure,  the  Fed  and  the 
Bushies  have  done  a  lot  to  try  to  goose 
growth.  And,  if  you  go  by  the  economic 
textbooks,  that  should  be  enough  to  re- 
suscitate the  economy. 

But  for  a  variety  of  reasons,  mone- 
tary and  fiscal  policy  may  not  pack  as 
much  punch  in  combating  a  New  Econ- 
omy downturn  that's  being  driven  by 
savage  corporate  cost-cutting  and 
slowed  capital  spending.  Moreover, 
there's  even  a  risk  that  a  second  wave 
of  cutbacks  and  layoffs  by  profit- 


Can  Fed  Cuts  Turn  Things  Around? 


pinched  high-tech  and  other  con 
panies  could  blunt  whatever  sti 
ulus  exists  in  the  pipeline, 
squelching  any  nascent  recover} 
That's  why  the  Fed's  next  po 
cy-making  meeting  on  June  26-S 
be  the  most  lively  it  has  had  of 
Several  policymakers,  including 
nor  Laurence  H.  Meyer  and  Rk 
Fed  President  J.  Alfred  Broadd 
signaled  that  they  want  to  scale 
the  central  bank's  rate  cuts  to  i 
point.  With  plenty  of  stimulus  i 
pipeline  already,  they're  worriec 
rekindling  inflation.  Others,  incl 
Fed  Chairman  Alan  Greenspan, 
inflation  threat  and  may  be  wa; 
changing  the  Fed's  modus  oper; 
half-point  rate  cuts  while  the  e< 
remains  fragile 
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An  old  econom 
says  that  monetai 
affects  the  econor 
"long  and  variabl 
of  six  months  or 
I  hat's  right,  then 
economy  should  j 
be  starting  to  fee 
pop  from  the  Fed 
rate  cut   way  bad  | 

nary.  Thus,  the  \\ 
spread  faith  that 
cry  is  in  the  worl 
But  like  so  ma 

things  in  the  spetl'i 
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e  to  amortize  goodwill.  VeriSign  will 
ible  to  stop  taking  a  charge  for  good- 
amortization,  which  has  been  run- 
|  mure  than  $1  billion  per  quarter. 

the  companies  admit  they  have  a 
Diem? 

lome  have.  Optical  components  maker 
Uniphase  Corp.  has  asked  regulators 
help  in  figuring  out  how  to  write  down 
billion  in  assets.  Spokesmen  for  Lu- 
;,  ntl,  and  WebMD  say  they  will  com- 
with  FASB  rules  after  they're  final- 


ized. Dana  Evan,  the  chief  financial  officer 
for  VeriSign,  says  the  company  analyzed 
its  assets  at  the  end  of  last  quarter  and 
concluded  they're  at  fair  value.  "Next 
quarter,  well  do  it  again,"  she  says.  Most 
companies  point  out  that  these  write- 
downs don't  cost  any  cash. 

Wait  a  minute,  it  doesn't  cost  them 
anything?  Why  have  I  been  wasting  my 
time  reading  this  story? 

Temper,  temper.  Yes,  companies  don't 
have  to  pay  out  any  cash  when  they 


take  these  write-downs.  But  they're  still 
costing  shareholders  plenty.  If  a  compa- 
ny made  an  acquisition  in  cash  and  later 
writes  down  the  value  of  the  deal,  the 
company  is  admitting  that  the  cash  was 
wasted.  Even  if  the  acquisition  was 
made  for  stock,  shareholders  may  have 
suffered  dilution.  And  Roth  isn't  alone  in 
costing  his  shareholders  money.  It's  just 
going  to  take  a  few  months  for  other 
ceos  to  fess  up. 

By  Peter-  Elstrom,  with  David  Henry, 
in  New  York 


tew  Economy 

I  fast-which  means  Greenspan  &  Co.  already  may  have 

n  as  much  bang  for  their  cuts  as  they're  going  to  get 


onomy,  the  lags  from  monetary 
lay  be  a  lot  shorter  than  they 
be.  A  major  reason  is  that,  un- 
enspan,  the  Fed  has  been  much 
■en  about  interest  rate  policy 

factors  that  drive  the  central 
ecisions.  Such  transparency  has 

financial  markets  to  often  cor- 
nticipate  what  the  Fed  will  do 
preemptively,  thus  reducing  the 
.t  means  we  may  already  have 
i  lot  of  the  bump  we're  going  to 
i  rate  cuts,  and  any  second-half 
>  could  be  limited, 
certainly  seems  to  be  the  case 
using,  the  most  interest-sensi- 
tor  of  the  economy.  Long-term 

rates,  including  mortgage  rates, 
in  May,  2000,  and  then  declined 

throughout  the  year  as  econom- 
th  slowed.  But  since  the  start  of 


the  year — and  the  Fed's  rate-cutting 
campaign — they  haven't  changed  much 
at  all,  and  stand  at  about  7.1%. 

Indeed,  thanks  to  last  year's  drop  in 
mortgage  rates,  the  housing  market  has 
held  up  well  in  the  face  of  the  slow- 
down in  the  rest  of  the  economy.  But 
it's  unlikely  to  get  any  stronger.  "It 
can't  lead  us  out  [of  the  economic  slow- 
down] if  it  hasn't  gone  down,"  says 
Robert  I.  Toll,  ceo  of  Huntingdon  Val- 
ley (Pa.)-based  Toll  Brothers  Inc.,  the 
nation's  ninth-largest  homebuilder. 

The  same  goes  for  autos,  another  in- 
terest-sensitive sector.  Like  housing, 
car  sales  have  fared  better  than  expect- 
ed in  the  face  of  the  abrupt  slowdown. 
But  here  again,  it's  unclear  how  long 
that  can  last — or  whether  there's  much 
upside  from  here  on  out. 

In  the  first  half  of  the  year,  auto 


makers  boosted  sales  through  rebates 
and  other  incentives  that  now  average 
about  $3,000  a  vehicle,  up  $500  since 
last  fall.  That  can't  continue,  acknowl- 
edges General  Motors  Corp.  Group 
Vice-President  William  J.  Lovejoy,  who 
expects  sales  to  cool  off  in  the  second 
half  as  rebates  drop.  In  fact,  sales 
should  fall  about  5%  in  the  second  half, 
says  dri-wefa  analyst  Scott  M. 
Fontaine.  "Right  now  the  deals  are  so 
good  that  people  are  out  there  buying," 
Lovejoy  says.  "But  as  inventories  come 
down,  incentives  will  drop." 
REBATE  CHECKS.  Other  aspects  of  the 
New  Economy  have  proven  immune  to 
the  Fed's  monetary  medicine.  Take  cor- 
porate investment,  one  of  the  main  dri- 
vers of  growth  in  the  latter  half  of  the 
1990s.  Saddled  with  as  much  excess  ca- 
pacity as  they've  had  in  nearly  20  years, 
manufacturing  companies  are  slashing 
capital  spending  plans,  despite  the  Fed- 
induced  drop  in  interest  rates.  New  or- 
ders for  capital  goods  have  collapsed  to 
their  lowest  level  in  nearly  two  years. 
Add  it  all  up,  and  it's  hard  to  see  how 
the  Fed's  loose  monetary 
policy  is  going  to  do 
much  to  recharge  the 
economy.  So  what  about 
the  tax  cuts?  Many 
mainstream  economists  are  counting  on 
fiscal  policy  to  provide  the  economy 
with  oomph  in  the  second  half.  Uncle 
Sam  will  begin  mailing  out  $38  billion  in 
rebate  checks  at  the  end  of  July.  If  tax- 
payers feel  confident  and  spend  that 
money,  the  rebate  could  add  as  much  as 
YA  percentage  points  to  gross-domestic- 
product  growth  in  the  fourth  quarter. 
But  if  taxpayers  grow  worried  because 
of  a  new  round  of  corporate  layoffs, 
they  may  well  opt  to  hang  on  to  the 
cash,  or  use  it  to  pay  down  credit-card 
debt.  In  that  case,  the  Fed's  mantra — 
that  stimulus  is  on  the  way — could 
prove  meaningless.  And  so,  too,  could 
talk  of  a  second-half  rebound. 

With  David  Welch  hi  Detroit. 
Stepfianie  Anderson  Forest  in  Dallas. 
and  bureau  reports 
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THE  SLOWDOWN 


TECHNOLOGY'S 
UNHOLY  CONVERGENCE 

The  meltdown  in  telecom  is  flattening  other  digital  sectors 


nt  was  supposed  to  be  a  perfect 
marriage — joining  computers  to 
high-speed  digital  networks  to 
give  a  user  in,  say,  Hoboken,  N.J., 
access  to  the  complete  works  of 
Mozart  in  Vienna.  The  world's 
telecommunications  carriers  would  build 
these  networks.  And  the  broader  tech 
industry — -including  makers  of  software, 
servers  and  routers — would  supply  the 
parts  and  service.  Sun  Mi- 
crosystems Inc.  ceo  Scott  G. 
McNealy  likened  it  to  "the 
biggest  equipment  business 
in  the  history  of  anything." 

But  the  dishes  started  fly- 
ing last  fall.  As  telecom's 
prospects  have  gone  from 
sluggish  to  grim,  its  melt- 
down is  helping  to  push  an 
already  sinking  tech  indus- 
try even  deeper  into  the 
hole.  That  wouldn't  have 
been  true  a  few  years  ago, 
when  telecom  and  comput- 
ers were  isolated  markets 
that  produced  their  own  gear 
and  ran  on  separate  business 
cycles.  But  in  this  era  of  dig- 
ital convergence,  telecom  and 
tech  have  become  entwined 
like  the  twisted  copper 
wiring  of  bygone  days.  Now, 


it's  software,  microprocessors,  and  com- 
puters that  power  telecom's  high-speed 
networks — and  they  are  suffering  might- 
ily from  its  slowdown.  "As  people  grow 
to  appreciate  how  much  of  the  tech  sec- 
tor was  telecom-related,  they  should  re- 
alize that  a  recovery  in  technology  will 
remain  highly  dependent  on  a  recovery 
in  telecom,"  says  Leo  J.  Hindery,  ex- 
CEO   of  AT&T   Broadband   and   Global 


THE  PAIN  SPREADS 

Powerful  digital  networks 
were  supposed  to  become 
universal,  driving  up  other 
tech  sales.  Instead,  network 
overcapacity  and  the  glacial 
pace  ofbroadband's  rollout 
have  hobbled  all  players. 


COMPUTER 
GIANTS 

IBM,  Hewlett- 
Packard,  and 


Sun  Microsystems  have  seen 
orders  for  PCs,  workstations, 
and  servers  slow  with 
the  slackening  rollout  of 
digital  networks. 


SOFTWARE 
MAKERS 

Weak  computer 
demand  has  cut 
sales  of  both  the  operating 
software  used  to  run  net- 
works and  the  applications 
programs  that  enable  compa- 
nies to  use  them,  hurting  the 
likes  of  Oracle  and  Microsoft. 

CHIPMAKERS 

The  first  to  feel 
the  pain  are 
companies 

such  as  JDS  UniPhase 
and  Corning.  They  make 
the  microchips,  lasers, 
and  other  parts  that  digital 
networks  are  made  of. 


MAKING  SERVERS:  Dell  Computer  sa% 
broadband's  woes  are  hurting  PC  sa 

Crossing  Ltd.  "Until  that  happens, 
will  have  extreme  overcapacity  in  pa 
of  the  economy." 

That  doesn't  mean  telecom  alone 
counts  for  tech's  woes,  of  course.  Until 
cently,  the  seemingly  unstoppable  U 
sector  accounted  for  about  30%  of  1 
country's  economic  growth.  The  slow 
of  the  economy,  along  with  capital  spe 
ing  overall,  took  much  of  the  steam  < 
of  the  industry  even  before  the  deptl 
the  telecom  slide  became  apparent. 

Still,  telecom's  collapse  is  now  spe 
ing  tech's  descent — and  that's  likely 
continue  for  a  while.  Telecom's  pr 
nosis  has  grown  increasingly  worse 
recent  weeks,  dashing  hopes  of  a  tu 
around  in  the  second  half  of  2001.  N 
2003  or  later  looks  more  realistic.  Te 
corn-gear  manufacturing  jobs  fell  abi 
6%,  from  282,000  to  265,000  from 
cember  to  April,  says  David  Wy 
chief  economist  at  Standard  &  Po( 
Corp.  Nortel  Networks  Corp.  alone 
announced  10,000  additional  job  c 
since  then.  The  Canadian  comp; 
stunned  observers  on  June  15  by  wa 
ing  of  a  second-quarter  loss  of  $19 
lion.  Days  earlier,  s&p  lowered  the  b( 
rating  on  gearmaker  Lucent  Techm 
gies  Inc.  to  junk  status. 
BATTERED  BANKS.  Moreover,  fears 
rising  that  more  carriers  and  gearm 
ers  will  join  upstarts  Teligent  Inc. 
Winstar  Communications  Inc.  in  ba 
ruptcy  court.  Big  lenders  such  as  W 
Fargo  &  Co.,  which  has  already 
nounced  a  $1.05  billion  telecom-rela 
charge  against  earnings,  face  mount 
losses.  Lenders  could  ultimately  los 
third  of  the  $500  billion  t 
have  poured  into  the  inc 
try  since  1999. 

What's  bedeviling  telec 
is  extreme  overcapac 
That's  especially  true  in  lc 
distance  networks.  Invest 
have  poured  $1.2  trillion  i 
the  construction  of  U.  S. 
works  over  the  past  thret 
four  years,  but  only  13% 
15%  of  those  assets  are 
use,  Hindery  says.  Com 
nies  laid  new  lines  even 
advances  in  optical  techm 
gy  swelled  the  volume 
digital  traffic  each  line  CC 
carry,  says  Hal  R.  Van 
dean  of  the  School  of  I  nt 
mation  Management  A 
tems  at  the  University 
( lalifornia  at  Berkeley. 
Rising  investment  in  b 
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Fly  Like  an  Eagle'. 


There  are  better 
global  shipping 
options  on  a  budget. 

Visit  www.usps.com  to  find 
'.     a  variety  of  global  shipping 
solutions  to  meet  your  budget, 
or  current  lack  of  one.  You'll  even 
find  tracking,  confirmation  and 
expedited  shipping  tools  there. 
~~i  Let's  just  say  you  may  never 
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again.  Not  that  you  ever  did, 
i ;      but  you've  probably  thought  about  it. 
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com  drew  plenty  of  tech  companies  into 
the  frenzy.  Sun,  for  one,  quietly  built  a 
multibillion-dollar  business  selling  spe- 
cialized servers  designed  to  fit  inside 
big  telecom  switches  from  Nortel,  Lu- 
cent, and  others.  All  told,  Sanford  C. 
Bernstein  &  Co.  analyst  Toni  Sac- 
conaghi  says  Sun  got  36%  of  its  rev- 
enue in  fiscal  2000  revenue — and  60% 
of  its  revenue  growth — from  sales  to 
the  telecom  sector.  Much  of  that  is 
now  gone.  To  a  lesser  extent,  Hewlett- 
Packard  Co.  and  Compaq  Computer 
Inc.  also  benefited  from  selling  servers 
and  other  computer  gear  to  run  high- 
speed networks. 

Or  take  the  semiconductor  industry, 
which  is  getting  an  increasing  share  of 
sales  from  telecom.  Today,  chips  for 
everything  from  cell  phones  to  big 
phone  switches  account  for  about  23% 
of  the  industry — and  with  those  mar- 
kets tanking,  it's  no  surprise  that  2001 
is  likely  to  be  the  worst  year  in  chip 
history.  Then  there  are  the  contract 
manufacturers.  Powerhouse  Solectron 
Corp.  gets  65%  of  its  revenue  from 
telecom  and  data  networking.  Those 
sectors  account  for  72%  of  revenue  at 
rival  Sanmina  Corp. 
CANCELED.  Software  makers  aren't  im- 
mune, either.  Scaling  back  ambitions 
for  its  digital  cable  network,  AT&T  has 
canceled  plans  for  an  advanced  set-top 
box  powered  by  Microsoft  Corp.  Tele- 
com sales  at  Oracle  Corp.  topped  $1 
billion  at  their  peak,  say  analysts. 
That's  down  at  least  25%  in  the  past 
year. 

High-speed  networks  had  also  been 
driving  sales  of  PCs  to  homes  and  of- 
fices. In  a  speech  last  year,  Dell  Com- 
puter Corp.  founder  and  CEO  Michael 
Dell  noted  that  half  of  all  new  digital- 
subscriber-line  and  cable-modem  sub- 
scribers buy  a  new  PC  within  a  year. 
Many  of  them,  he  said,  buy  multiple 
pes  for  the  home.  But  as  of  2000,  only 
11%  of  online  households  had  a  broad- 
band connection — one  reason  for  the 
falloff  in  pc  sales  and  tech  spending, 
complains  Dell.  Says  UC  Berkeley's  Var- 
ian:  "Lots  of  people  are  pinning  their 
hopes  on  broadband."  That  has  proven 
a  poor  bet  for  tech.  Cable  operators 
and  telecom  carriers  may  not  have 
single-handedly  dragged  down  software 
and  hardware  makers,  but  they're 
sure  not  helping  them  get  back  on 
their  feet. 

By  Steve  Rosenbush  in  New  York, 
with  Peter  Burrows,  Jim  Kerstetter, 
and  Cliff  Edwards  in  San  Mateo, 
Calif.,  Andrew  Park  in  Dallas,  and 
Michael  Mandel,  David  Rocks,  and 
Heather  Timmons  in  New  York 


ENERGY  CRISIS 

PRICE  CAPS:  WILL 
THEY  WORK? 

Generating  capacity  may  grow, 
but  not  by  this  summer 

After  receiving  numerous  demands 
from  California  politicians  to  cap  gy- 
rating electricity  prices,  the  Federal 
Energy  Regulatory  Commission  has  fi- 
nally given  in.  At  a  June  18  meeting, 
its  five  members  imposed  /  >  . 
limited  price  controls  »„>, 
throughout  the  West.  .  M  d/j 
Part  of  the 


REROUTED 

California  producers  can  no  longer 
"launder"  power  through  other  states 

hope  is  that  caps  will  limit  the  state's 
electricity  bill,  already  projected  to  run 
from  $35  billion  to  $60  billion  this  year. 
That's  well  above  the  record  $27.1  billion 
spent  last  year.  But  will  the  changes  of- 
fer Californians  and  other  Westerners  a 
real  solution  to  blackouts  and  wildly  fluc- 
tuating prices?  Here's  a  guide  to  the 
new  regulations — and 
their  likelihood  of  having 
a  lasting  effect. 


DOWN,  BUT  HARDLY  CHEAP 


How  do  the  controls 
work? 

FERC's  order  limits  the 
price  that  generators  of 
electricity  can  charge  on 
spot  markets  throughout 
the  West  at  all  hours  of 
the  day.  Effective 
through  September  2002, 
FERC  will  now  calculate  a 


MAY '00  MAY '01 

▲  DOLLARS  PER  Kit  OWATT  HOUR 
Data:  Cambridge  Energy  Research  Associates 


monthly  benchmark  wholesale  p 
based  on  the  operating  costs  of  Cali 
nia's  least  efficient  power  plant 
thinking  is  that  if  generators  can't  m 
a  profit  on  their  least  efficient  pla 
they  wouldn't  run  them,  which  w( 
create  more  shortages. 

So  if  electricity  prices  are  now  limite 
why  would  generators  want  to  operat 
or  sell  to  California  at  all? 

They  can  still  profit,  and  rather  hs 
somely  if  they're  smart.  The  caps 
generators  an  incentive  to  build  rr 
efficient  plants,  thus  capturing  fa 
profit  margins.  "It  will  allow  the  mor« 
ficient  plants  to  get  billions  more  in  { 
its,"  says  Peter  Navarro,  a  professo 
the  graduate  school  of  managemen 
the  University  of  California,  Irvine.  . 
to  offset  the  risks  of  selling  to  Cal 
nia's  financially  strapped  utilities, 
ducers  can  charge  buyers  there 
more  than  other  Western  states. 

How  does  limiting  prices  elsewhere 
the  West  help  things  in  California? 

Until  now,  generators  in  the  Go' 
State  could  get  higher  prices  sel 
electricity  to  wholesalers  in  of 
states  during  its  power  emergent 
But  much  of  that  power  ended  up 
ing  sold  back  to  California  at  it  | 
higher  prices,  since  prices  of  in 
state  power  sales  weren't  reguh  I 
during  emergencies.  By  applying 
rules  to  the  entire  11-state  Wes 
power  grid,  ferc  is  attempting 
limit  such  "megawatt  laundering." 

Will  the  plan  help  boost  California's 
electricity  supply? 

Not  much,  at  least  not  in  the  s 
term.  It  doesn't  add  any  more  po 
to  the  grid,  meaning  blackouts  are 
likely  during  periods  of  high  demar 

How  are  power  generators  reacting? 

That  depends.  Companies  such  as 
Jose  (Calif.)-based  Calpine  Corp. 
sell  most  of  their  power  using  long-t 
contracts,  still  plan  to  invest  in 
state;  they  figure 
efficient  producers 
still  profit  handson 
However,  other  genl 
tors  such  as  Mil 
Corp.,  which  sells 
the  daily  spot  mar 
are  waiting  to  inctf 
investments  there.  1 1 
fear  that  price  cunt 
will  curtail  return! 
their  investments. 

By   L<t iint    ColnM* 
Washington 
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CERTIFIED  PRE-OWNED  LEXUS 


Other  Cars  Are  Pre-Owned. 
But  That's  Where  The  Similarities  End. 


Truth  be  told,  Certified  Pre-Owned  Lexus  Vehicles  have  more  in  common  with  new 
cars.  Like  the  "Lexus  of  warranties"  that  backs  them  for  three  years  from  your  purchase 
date  or  100,000  total  vehicle  miles*  A  complimentary  loaner  car.f  Extremely  competi- 
tive financing  rates  and  lease  terms.  And  one  more  important  thing  that  separates  a 
Certified  Pre-Owned  Lexus  from  others:  They're  available 
only  at  your  Lexus  dealer.  Stop  by  for  a  test  drive  today.      only  at  your  lexus  dealer 


CERTIFIED 


exuscpo.com 

©2000  Lexus,  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  l^xus  reminds  you  to  wear  seatbelts.  secure  children  in  rear  seat,  obei  all  speed  laws  and  drive  r,  ,'    ^    ,'.  . 
'See  your  Lexus  Certified  Pre-Owned  dealer  for  warranty  details.  I  Service  loaner  cars  available  on  warrantable  repairs  only 
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COMMENTARY 


By  Pamela  L.  Moore 


GE  CANT  WASTE  TIME  MOURNING  HONEYWELL 


From  the  look  of  things,  Jack 
Welch's  risky  last  act  at  GE, 
meant  to  cap  his  20-year  career 
as  ceo,  is  being  yanked  offstage.  Eu- 
rope's antitrust  regulators  seem  set 
against  General  Electric  Co.'s  pro- 
posed $45  billion  purchase  of  aero- 
space giant  Honeywell  International 
Inc.  But  would  that  really  be  bad 
news  for  Welch  successor  and  GE 
Chairman-elect  Jeffrey  R.  Immelt? 
Despite  all  the  drama  accompany- 
ing the  deal's  last  gasps,  its  demise 
isn't  without  some  benefit.  Honey- 
well's own  marriage  to  AlliedSignal 
never  came  together  successfully:  Or- 
ders have  dropped,  profits  have  fallen 
steadily,  and  the  company  has  desper- 
ately tried  to  prop  up  performance  by 
slashing  jobs.  Integrating  the  troubled 
company  with  ge's  operations  was 
likely  to  have  been  a  long,  tough 
slog — making  Immelt's  task  of  step- 
ping into  Welch's  shoes  even  harder. 
Still,  Immelt  is  hardly  home  free. 
He  faces  a  major  problem:  keeping 
up  the  phenomenal  growth  record  GE 
set  under  Welch.  Several  of  its  busi- 
nesses are  peaking  or  showing  signs 
of  a  slowdown.  "They  need  to  do  a 
deal,"  says  investor  George  Tall, 
portfolio  manager  at  Boston's  David 
L.  Babson  &  Co.,  who  sold  the  last 
of  his  ge  shares  in  March.  "Their  top 
line  and  operating  profits  in  the  ma- 
jority of  businesses,  excluding  GE 
Capital  and  ge  Power  Systems,  are 
looking  kind  of  unhealthy." 
DEMANDING  INVESTORS.  That  will 
leave  Immelt  with  plenty  on  his 
plate  once  Welch  retires,  as  is  now 
expected  within  months.  Investors 
assume  he  will  continue  ge's  nearly 
untarnished  record  of  posting  15% 
earnings  growth  each  quarter,  an  in- 
creasingly difficult  task.  True,  med- 
ical-systems profits  have  been  strong; 
they  now  account  for  8%  of  ge's  prof- 
its. But  other  economically  sensitive 
divisions  are  suffering.  Computer 
makers  are  cutting  orders  from  the 
plastics  division.  As  GE  has  cut 
prices,  profits  from  dishwashers  and 
other  appliances  have  fallen.  And 
NBC  has  been  hit  by  weak  advertis- 
ing. Those  three  units,  which,  accord- 
ing to  Merrill  Lynch,  will  account  for 
roughly  15%  of  ge's  estimated  rev- 


enues of  $134  billion  this  year,  will 
bring  in  one-fifth  of  ge's  operating 
profits  of  $22  billion.  That's  down 
from  one-quarter  of  2000's  profits. 

One  of  the  only  things  supporting 
ge's  profit  growth  is  the  phenomenal 
run  of  its  power-systems  division, 
which  builds  the  turbines  at  the  core 


BOOM  TIMES  END  Although  GE's  two 
most  profitable  businesses — turbine 
manufacturing  and  aircraft  en- 
gines— remain  strong,  demand  may 
be  peaking. 

SLOWING  GROWTH  Profits  are  flat  or 
falling  in  plastics,  appli- 
ances, broadcasting,  and 
industrial  products.  With- 
out the  turbine-manufac- 
turing unit,  GE's  industri- 
al-business profits 

actually  fell  1%  in  the  first  quarter. 

FINANCE  OVERLOAD  GE  Capital  now 
makes  up  nearly  50%  of  revenues, 
with  far  more  lev- 
erage and  fewer 
hard  assets  than  GE's  industrial 
units.  That's  got  investors  and 
bondholders  worried. 

Data:  Company  reports,  Merrill  Lynch 


of  electrical  plants.  Because  of  boom 
ing  demand  for  new  utility  plants, 
the  unit  now  accounts  for  14%  of 
sales  and  one-third  of  earnings. 

Question  is,  how  long  can  the  pew 
er  business  keep  it  up?  Sure,  profits 
more  than  doubled,  to  $951  million, 
in  the  first  quarter.  But  power-plant 
construction  is  notoriously  cyclical. 
According  to  Boulder  (Colo.)'s  RDI 
Consulting,  a  boom  in  U.  S.  plant 
construction  will  soon  lead  to  power 
surpluses  in  the  U.  S.  And  a  weaken 
ing  global  economy  means  it's  iffy 
whether  foreign  demand  can  pick  ur. 
any  slack. 

Nor  can  Immelt  count  on  ge's  oth 
er  industrial  powerhouse,  its  boomin 
aircraft-engine  business,  to  keep  gur 
ning  growth.  With  a  worldwide  slow 

down  in  air  travel, 
STEPPING  UP:  neither  GE  Aircraft 
Immelt  with  Engines  nor  ge's  mor 
Jack  Welch  strous  aircraft-leasing 
arm,  ge  Capital  Avia- 
tion Services,  will  go  unscathed. 
"That  will  put  pressure  on  aviation 
businesses,  including  GE,"  says  Ada 
M.  Pilarski,  a  senior  vice-president 
airline  consulting  firm  Avitas  Inc. 

Immelt  also  faces  a  problem  with 
ge's  big  kahuna,  its  financial-services 
arm.  Today,  GE  Capital  accounts  for 
50%  of  revenues — more  than  all  of 
the  industrial  businesses  combined. 
But  it  can't  get  much  bigger  than 
that  unless  the  manufacturing  units 
grow.  No  one  at  GE  wants  it  to  be- 
come a  financial-services  firm  with  a 
attached  industrial  arm;  they  fear 
that  investors,  who  are  wary  of  fi- 
nancial-services firms,  would  penalizt 
ge's  vaunted  multiple. 

Add  it  all  up,  and  Immelt  has 
plenty  to  concentrate  on  without 
having  to  worry  about  Honeywell.  A 
the  least,  Immelt  will  need  to  hunt 
for  new  deals.  Already,  he  has  showi 
interest  in  buying  the  much  smaller 
French  engine  maker  Societe  Na- 
tional d'Etude  et  de  Construction 
de  Moteurs  d'Avion,  otherwise 
known  as  snkcma.  In  the  end,  that 
may  be  a  far  more  manageable  way 
to  get  started. 


Moore  covers  General  Electric 
from  New  York. 
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When  it  comes  to  standing  up  to 
big,  bad  Americans,  Euro- 
peans are  hanging  tough  just 
about  everywhere  these  days.  In  a 
major  policy  speech  on  May  28, 
French  Prime  Minister  Lionel  Jospin 
cast  the  U.  S.  as  an  evil  empire 
against  which  a  united  Europe  had 
to  take  a  valiant  stand.  Less  than  a 
month  later,  riots  greeted  President 
George  W.  Bush  as  he  met  with  Eu- 
ropean Union  leaders  in  Goteborg, 
Sweden.  And  when  European  Com- 
petition Commissioner  Mario  Monti 
stiffly  opposed  General  Electric  Co.'s 
proposed  $42  billion  takeover  of 
Honeywell  International  Inc.,  it 
seemed  to  be  adding  insult  to  injury. 

Beyond  the  taunts,  the  tear  gas, 
and  the  antitrust  issues,  something 
very  serious  is  in  fact  taking  shape 
across  the  Old  World.  In  a  word,  the 
Continent  is  starting  to  feel  its  oats. 
As  well  it  might:  This  new  assertive- 
ness  is  a  reflection  of  the  huge 
progress  that  has  been  made  in  uni- 
fying the  disparate  nation-states  of 
Europe  since  the  Treaty  of  Rome  in 
1957  set  up  the  precursor  of  today's 
15-state  union.  Currently,  12  of  those 
states  are  just  months  away  from 
adopting  a  single  currency,  there  is 


a  common  European  defense  force  in 
the  making,  and  the  Continent  is 
taking  more  forceful  foreign  policy 
initiatives. 

But  a  new,  more  mature  transat- 
lantic relationship  needs  levelheaded- 
ness, not  hot  tempers.  For  their 
part,  Americans  are  going  to  have  to 
adjust  to  a  more  federal,  profession- 
ally run  Europe.  And,  indeed,  that 
adjustment  has  begun — just  look  at 
how  multinational  corporations  on 
both  sides  of  the  Atlantic  are  chal- 
lenging one  another  on  each  other's 
home  turf.  Think  Vivendi  Universal 
and  AOL  Time  Warner,  Daimler- 
Chrysler  and  General  Motors,  Voda- 
fone  and  AT&T,  Boeing  and  Airbus. 

Keeping  those  competitive — and 
sometimes  cooperative — corporate  re- 
lationships on  an  even  keel  will  be  a 
great  challenge.  As  the  no-nonsense 
Mario  Monti  has  amply  demonstrated, 
a  unified  Europe  is  now  fully  capable 


TOO  ASSERTIVE?  Europeans 
need  to  ease  up  on  the 
reflexive  America-bashing 


IN  SWEDEN:  The  political  rhetoric 
is  ratcheting  up  all  over  Europe 

of  writing  its  own  code  of  corporate 
conduct.  But  as  globalization  makes 
the  European  and  U.S.  economies 
ever  more  intertwined,  it  is  vitally 
important  that  the  two  rationalize 
their  disparate  rules  as  much  and  as 
dispassionately  as  possible.  "Europe  is 
more  assertive  because  Europe  is 
more  successful,"  says  former  U.  S. 
Ambassador  to  France  Felix  Rohatyn. 
"The  issue  is:  Can  we  play  by  the 
same  rules?  Because,  clearly,  the  rules 
are  different." 

JUST  POSTURING?  The  danger  now  is 
that  Europe's  newfound  confidence 
could  turn  into  blinding — and  self-de- 
feating— cockiness.  In  some  ways,  the 
atmosphere  in  Paris  and  Berlin  al- 
ready has  a  touch  of  late  1980s 
Tokyo — that  self-confident  but  closed 
society  whose  emblematic  political 
work  was  the  anti-American  book 
The  Japan  That  Can  Say  No.  Of 
course,  Europe  today  is  far  from  that 
old  Japanese  model,  a  system  still  im- 
ploding a  decade  later  because  of  its 
inability  to  reform  itself.  Still,  politi- 
cal rhetoric  is  being  ratcheted  up  all 
over  Europe  with  inevitable  effects 
on  policy.  Defenders  of  such  politi- 
cians as  France's  Jospin  say  that  his 
anti-American  barbs  and  his  lurches 
to  the  left  are  merely  playing  to  the 
gallery  in  the  runup  to  national  elec- 
tions next  spring.  But  when  other 
galleries  are  closely  watching,  that 
can  be  a  dangerous  game  to  play. 

Sure,  Europe  is  learning  how  to 
say  no,  and  with  luck  this  will  be  ac- 
complished in  a  constructive  way  so 
as  not  to  leave  the  field  to  extrem- 
ists and  opportunists.  Indeed,  the  ul- 
timate test  of  maturity  will  be  to 
know  exactly  where  and  how  to  say 
yes.  At  the  same  time,  the  U.  S. 
needs  to  recognize  that  a  more  ma- 
ture Europe  will  inevitably  choose  to 
go  its  own  way  when  it  disagrees 
with  Washington's  policies.  And  both 
sides  will  need  to  figure  out  how  to 
better  manage  the  disputes  that  will 
result  without  damaging  the  much 
broader  interests  we  share.  What  a 
delicate  balancing  act  that  will  be  for 
Europe  and  the  U.S. — 
learning  to  be  rivals 
and  partners  at  the 
same  time. 


Ro880mt  covers  Euro- 
pean politics  from 
Paris. 


BusinessWeek  /  July  2,  2001  41 


News  Analysis  &  Commentary 


COMMENTARY 


By  Nicole  St.  Pierre 


HIGHWAY  SAFETY:  TIME  FOR  TOUGHER  COPS 


The  National  High- 
way Traffic  Safety 
Administration  is 
asleep  at  the  wheel — 
again.  In  April,  the 
nhtsa  assured  Ford 
Motor  Co.  that  there 
were  no  safety  prob- 
lems with  the  replace- 
ment tires  the  compa- 
ny planned  to  use  on 
its  Explorer  sport 
utility  vehicle.  But  in 
hearings  before  the 
House  Energy  & 
Commerce  subcommit- 
tee on  June  19,  Rep- 
resentative W.J.  "Bil- 
ly" Tauzin  revealed 
that  the  nhtsa's  own 
data  showed  the  tires 
Ford  has  chosen  could    Bridgestone/ 
be  more  dangerous         Firestone's 
than  the  suspect  Fire- 
stones  they  replace. 

Confused?  So  is 
Congress,  the  automo- 
bile industry,  and  con- 
sumers. Since  news  of 
faulty  Firestones  sur- 
faced last  year,  the 
agency  has  been 
painfully  slow  to  investigate  and  un- 
willing to  share  with  the  public  what 
meager  safety  information  it  has.  A 
probe  that  was  supposed  to  take  six 
months  has  puttered  along  for  more 
than  a  year.  Meanwhile,  bewildered 
SUV  owners  have  watched  as  Ford 
Chief  Executive  Jacques  Nasser  and 
John  Lampe,  his  counterpart  at 
Bridgestone/Firestone  Inc.,  hurl  ac- 
cusations at  each  other.  In  short, 
NHTSA  has  become  a  case  study  in 
how  not  to  run  a  government  agency. 
REFEREE  NEEDED.  It  will  be  up  to 
nhtsa's  new  boss  to  get  the  agency 
retooled.  Dr.  Jeffrey  W.  Runge,  an 
expert  in  emergency  medicine  and 
motor-vehicle  injury  care,  is  expected 
to  be  confirmed  by  Congress  soon. 
His  first  charge  should  be  to  provide 
worried  drivers  with  an  answer  to  a 
simple  but  crucial  question:  Are  they 
driving  in  a  dangerously  designed 
vehicle,  on  faulty  tires,  or  both? 

First,  Runge  needs  to  step  in  and 
clarify  what  NHTSA's  data  does — and 


NO  ANSWERS: 

Ford's  Nasser  and 


Lampe  at 
Congressional 
hearings.  The 
results  of  a 
NHTSA  crash  test 
on  an  Explorer 


does  not — show.  Ford,  Firestone,  law- 
makers, and  safety  groups  have  all 
been  publicly  manipulating  nhtsa's 
own  claims  data  while  the  agency 
stands  mute  on  the  sidelines.  Despite 
the  deaths  of  203  people  riding  on 
Firestone  tires  in  rollover  crashes, 
most  occurring  on  the  Ford  Explorer, 
"you  barely  hear  a  peep  out  of  the 
agency,"  says  Joan  Claybrook,  a  for- 
mer nhtsa  administrator,  nhtsa  has 
been  unwilling  to  publicly  interpret 
and  clarify  its  own  data.  But  con- 
sumers clearly  need  an  objective  ref- 
eree to  sort  out  this  dogfight,  and 
that  should  be  nhtsa's  job. 

One  good  place  to  start:  tires.  So 
far,  nhtsa  has  described  the  prob- 
lems linked  to  the  Explorer  rollovers 
as  "only  a  tire  issue."  But  the 
agency  has  already  warned  that  8 
million  tires  are  unsafe,  nhtsa  needs 
to  pinpoint  whether  the  other  42 
million  tires  it  is  investigating  are  in 
fact  a  danger.  Ford  has  recalled  13 
million;  nhtsa  must  also  determine 


whether  any  of  them 
are  even  worse. 

The  agency  also 
needs  to  clarify  once 
and  for  all  whether 
there  is  a  design  prob- 
lem with  the  Explorer 
Until  now,  it  has 
fought  suggestions 
that  it  investigate  the 
SUV,  and  quietly  made 
clear  that  it  thinks  the 
tires  are  the  problem. 
Only  after  coming  un- 
der political  pressure 
has  nhtsa  now  agreec 
to  look  at  the  design. 
"BEATEN  PUPPY."  But 
if  the  agency  really 
has  investigated  and 
determined  that  the 
Explorer  is  blameless, 
it  needs  to  step  up 
and  say  so  loud  and 
clear,  rather  than  let- 
ting Firestone's  accu- 
sations confuse  the 
public.  And  if  it  hasn't 
done  the  necessary  in- 
vestigation, then  it 
ought  to  move  swiftly 
to  do  so  and  get  to  th 
bottom  of  this  question. 

Congress,  too,  should  get  out  of 
the  agency's  way.  It  is  partly  to 
blame  for  hampering  nhtsa's  ability 
to  do  its  job,  and  it  could  start  mak- 
ing amends  now  by  restoring  some 
of  the  agency's  former  independence 
In  1978,  nhtsa  was  moving  to  estab- 
lish a  tire  standard  but  had  its  fund- 
ing slashed  by  Congress  a  year  later 
at  the  urging  of  tiremakers.  Imagine 
the  same  being  done  to  the  Food  & 
Drug  Administration  at  the  behest  o 
the  pharmaceutical  industry,  "nhtsa 
has  clearly  been  a  beaten  puppy  the 
past  20  years,"  says  Clarence  M.  Dit 
low,  president  of  consumer  safety 
group  Center  for  Automotive  Safety. 

Clearly,  nhtsa  has  a  swelling 
problem  on  its  hands.  Until  it  does  a 
better  job  of  clearing  up  this  public 
confusion,  the  Ford-Firestone  fiasco 
will  only  get  worse. 

Nicole  St.  Pierre  covers  fraud 
portation  issues  from  Wash ingtoit 
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ANDERSEN:  TOO  COZY 
WITH  THE  CLIENT 

SOUNDING  A  WARNING  TO  THE 
accounting  profession,  the  Se- 
curities &  Exchange  Com- 
mission on  June  19  hit 
Arthur  Andersen  with  a 
$7  million  penalty  for  failed 
audits  at  trash  giant  Waste 
Management.  The  bad  audits, 
for  1992  through  1996,  led  to 
earnings  that  were  overstat- 
ed by  more  than  $1  billion. 
Investors  later  lost  more  than 
$25  billion  when  the  stock 
collapsed.  In  the  fraud  set- 
tlement, which  also  included 
four  current  or  former 
partners,  the  sec  indicated 
Andersen  lost  its  audit  inde- 
pendence. The  reasons?  Sig- 
nificant nonaudit  business 
with  Waste  Management  and 
personal  ties  to  company  ex- 
ecutives. The  deal,  which  nar- 
rowly avoided  court  action, 
"allows  the  firm  and  its  part- 


CLOSING    BELL 


HOME  TRUTHS 

The  Fed  may  not  have  bailed 
out  the  troubled  tech  sector, 
but  preemptive  rate  cuts  by 
mortgage  lenders  have  been 
a  boon  to  homebuilders.  On 
June  19,  Miami-based  Lennar 
said  second-quarter  profits 
soared  166%,  to  $97  million, 
on  a  44%  jump  in  revenues, 
and  boosted  its  forecast  for 
the  year.  The  homebuilder's 
stock,  which  has  doubled  in 
the  past  year,  rose  another 
12.8%  on  the  news,  to  close 
at  $40.78  on  June  20. 


lennar 

^■CORPORATION 
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nei-s  to  close  a  very  difficult 
chapter  and  move  on,"  said 
Andersen  managing  partner 
Terry  E.  Hatchett. 

WOMEN  VS. 
WAL-MART 

A  GROUP  OF  FEMALE  WAL-Mart 
Stores  employees  filed  a  fed- 
eral lawsuit  on  June  19  charg- 
ing the  world's  largest  retailer 
with  pervasive  discrimination 
against  women.  Six  former 
and  current  workers  allege 
that  Bentonville  (Ark.)-based 
Wal-Mart  regularly  promoted 
men  instead  of  women  to  se- 
nior positions  and  paid  men 
higher  salaries.  Seeking  class- 
action  status,  the  suit,  filed  in 
U.  S.  District  Court  in  Califor- 
nia, could  cover  an  estimated 
700,000  current  and  former  fe- 
male employees.  That  would 
make  it  the  largest  suit  ever 
filed  against  a  private  em- 
ployer in  the  U.  S.  In  response 
to  the  filing,  a  Wal-Mart 
spokesman  said  the  company 
"does  not  condone  discrimina- 
tion of  any  kind." 


ITS  A  SMALLER 
WORLD  AT  DISNEY 

WALT   DISNEY   WILL    DEFEND 

its  embattled  animation  fran- 
chise without  its  longtime  ar- 
chitect. Peter  Schneider,  who 
headed  the  animation  unit  for 
13  years  before  becoming  stu- 
dio chief,  resigned  from  Dis- 
ney on  June  20.  He  succeed- 
ed former  studio  boss  Joe 
Roth  17  months  ago.  With 
Disney's  financial  backing, 
Schneider  intends  to  produce 
Broadway  plays  similar  to 
Aida  and  The  Lion  King, 
which  he  oversaw  at  Disney. 
His  departure  comes  as  Dis- 
ney's top  two  films,  Peart 
Harbor  and  Atlantis:  The 
Lost  Empire  have  performed 
below  expectations.  Moreover, 
Atlantis  is  being  solidly  out- 
paced by  Shrek,  produced  by 
rival  DreamWorks  SKG.  Dis- 
ney did  not  immediately 
name  a  successor. 


MAYTAG:   RALPH  HAKE 


LOTS  OF  LAUNDRY  TO  DO 


FOR  RALPH  HAKE, THE 

third  time  really  was  the 

charm.  After  losing  out  to 

rivals  for  the  No.  1  job 

at  Whirlpool  and 

Fluor,  Hake 

finally  made  it 

to  the  chief 

executive's 

suite  on  June 

19,  when  he 

was  named 

chairman  and  ceo 

of  Maytag. 

He  has  his  work  cut  out 
for  him.  Only  days  earlier, 
Maytag  warned  that  its 
second-quarter  earnings 
will  fall  25%  below  its  first- 
quarter  results  because  of 
slumping  sales  of  household 
appliances  and  snags  in 
its  rollout  of  new  Hoover 
vacuum  cleaners. 

But  Hake,  52,  may  have 


what  it  takes.  A  Universi 
of  Chicago  MBA  and  a  for 
mer  cfo  at  Fluor  and 
Whirlpool,  he  knows  ho 
to  crunch  numbers 
He  also  knows  ' 
the  appliance  b 
from  his  12 
years  at 
Whirlpool. 
The  tougher 
task  might  be 
keeping  his  post 
Maytag,  based  in 
Newton,  Iowa,  has  gone 
outside  for  a  chief  execu- 
tive only  once  before.  Ths 
ceo,  Lloyd  D.  Ward,  last* 
15  months  before  the  pre 
vious  chief,  Leonard  A 
Hadley,  came  out  of  retir< 
ment  to  take  the  job  bad 
in  November.  Hadley  re- 
mains on  the  board. 

Michael  Am 


A  TALE  OF 
TWO  FIRMS 


THE  CONTRAST  COULD  NOT 
have  been  greater:  On  June 
19,  Goldman  Sachs  reported  a 
24%  decline  in  net  income,  to 
$577  million,  in  its  second 
quarter  from  the  year-earli- 
er period,  while  Lehman 
Brothers'  net  income  rose 
14%,  to  $430  million.  The  dis- 
parity underscored  an  ongo- 
ing shift  of  power  on  Wall 
Street  as  more  companies 
scramble  to  issue  bonds, 
Lehman's  specialty,  than  eq- 
uity, Goldman's  trademark. 
Lehman's  revenues  from  un- 
derwriting fixed-income  prod- 
ucts such  as  bonds  soared 
45%  from  the  previous  quar- 
ter to  a  record  $265  million. 

A  TOBACCO 
SETTLEMENT? 

PRESIDENT  BUSH  HAS  NEVER 
been  a  fan  of  the  tobacco  suit 
filed  by  the  Clinton  Admin 


istration  charging  that  c  * 
rette  makers  misled  4. 
Americans  about  the  risk  31 
smoking.  But  he  hasn't  w  t* 
ed  to  drop  it  outright  i<|. 
risk  accusations  of  being  1  i 
dies  with  Joe  Camel.  On  J  i» 
19,  the  Justice  Dept.  sai 
would  seek  a  settlement, 
ter  the  Administration's  ir 
idea  of  omitting  the  ne 
sary  funding  hit  a  snag  \\  \% 
Democrats  took  over  the 
ate.  The  decision  to  see 
settlement  was  attacked 
anti-smoking  activists, 
argued  that  the  governr 
was  letting  the  public  dc 


ETCETERA... 

■  IBM  Chairman  and  CEO  1 
Gerstner  has  been  mac 
knight  of  the  British  empi 

■  Boeing    announced 

Japan  Airlines  ordered  I 
777  jets  for  $.r>li.r)  million. 

■  insurance  giant  Pho 
Companies  raised  $864  mj 
in  its  initial  public  offerinf 
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ITED  BY  RICHARD  S.  DUNHAM 

i  HOSTILE  TAKEOVER 
IF  THE  PENTAGON? 


Vhen  Donald  H.  Rumsfeld  returned  to  the  Pentagon  for  a 
second  tour  of  duty  as  Defense  Secretary,  he  acted  like 
a  corporate  executive  directing  a  hostile  takeover.  The 
mer  G.  D.  Searle  &  Co.  CEO  huddled  with  the  military  equiv- 
nt  of  outside  management  consultants  while  largely  shunning 
;  brass  and  Congress.  As  in  other  unfriendly  bids,  the  new 
IB  was  shocked  by  the  size  of  the  problems — although  at  a 
15  billion-a-year  enterprise,  even  molehills  are  mountains, 
imsfeld  found  himself  faced  with  run-down  housing,  lengthy 
jduct-development  cycles,  hidebound 
rsonnel  policies,  and  inefficient  delivery 
services  from  payroll  to  day  care, 
hings  were  worse  than  I  had  been  led 
believe,"  Rumsfeld  allows. 
The  68-year-old  businessman  decided 
it  private-sector  sense  and  sensibili- 
s  were  needed  to  fix  the  unwieldy 
d  often  intractable  Defense  Dept.  bu- 
aucracy.  So  he  has  drafted  a  cadre 
corporate  heavyweights.  "It's  a  turn- 
ound  opportunity,"  says  Gordon  R. 
lgland,  the  former  General  Dynamics 
ec  brought  in  as  Navy  Secretary. 
WEEZE  KIDS."  If  Vietnam-era  Defense 
lief  Robert  S.  McNamara  had  his  ~ 
/hiz  Kids,"  Rumsfeld  has  his  "Wheeze  Kids" — corporate 
terans  who  may  be  in  the  twilight  of  their  careers  but  who 
ve  proven  track  records.  When  England,  63,  worked  at  the 
uit  that  makes  F-16  fighters,  he  cut  the  plane's  cost  even  as 
ders  declined.  Army  Secretary  Thomas  E.  White,  57,  helped 
insform  Enron  from  a  stodgy  pipeline  company  into  a  dy- 
mic  energy  concern  while  slashing  his  unit's  workforce  by 
%.  And  Air  Force  Secretary  James  G.  Roche,  61,  was  an  ar- 
itect  of  Northrop  Grumman's  conversion  from  an  airframe 
aker  into  an  electronics  powerhouse.  With  Rumsfeld,  Deputy 
rfense  Secretary  Paul  D.  Wolfowitz,  and  acquisition  czar 
iward  C.  Aldridge  Jr.,  they  form  Rumsfeld's  Senior  Executive 


BIZ  VETERANS:  White,  England,  and  Roche 


Committee,  which  serves  as  a  personal  board  of  directors. 
Among  the  bottom-line  goals  of  Rumsfeld  Inc.:  adopting  nor- 
mal business-accounting  practices  to  track  the  flow  of  money 
so  that  the  system  doesn't  routinely  lose  billions  of  dollars  and 
actually  can  be  audited.  Rumsfeld  also  wants  to  shorten  the 
product-development  cycle,  which  has  increased  while  the 
commercial  world's  has  shrunk.  And  the  team  is  mulling  out- 
sourcing many  functions  that  aren't  core  competencies,  such  as 
travel,  housing,  and  health  care.  Such  nonmilitary  missions  ac- 
count for  a  staggering  70%  of  the  Pen- 
tagon budget,  by  some  estimates. 

Without  paring  those  costs,  budget 
constraints  keep  Rumsfeld  from  bank- 
rolling his  weapons-buying  plans.  That's 
the  incentive  for  the  armed  services  to 
reform:  They  could  keep  their  cost  sav- 
ings and  use  the  cash  for  pay,  benefits, 
or  weapons.  Rumsfeld  frets,  however, 
that  the  traditional  rotation  of  personnel, 
who  don't  stay  in  a  job  more  than  three 
years,  could  ruin  that  strategy.  "If  you 
ran  a  business  this  way,  you'd  go  broke 
awful  fast,"  he  says. 

Previous  Administrations  have  tried 
-  and  failed  to  tame  the  Pentagon  beast. 
Rumsfeld  has  his  work  cut  out  for  him:  No  company  has  a 
meddlesome,  535-member  board  of  directors  quite  like  Con- 
gress. Instead  of  looking  at  the  bottom  line,  many  lawmakers 
see  the  Pentagon  as  a  job  bank  for  constituents.  "A  lot  of  Re- 
publicans are  not  going  to  see  closing  places  like  the  Oklahoma 
City  Air  Logistics  center  as  progress,"  notes  defense  consultant 
Loren  B.  Thompson. 

Rumsfeld  expects  that  kind  of  resistance  from  pork-crazed 
lawmakers  and  entrenched  bureaucrats.  But  if  he  has  his  way, 
business  concepts  like  downsizing  and  restructuring  will  find  a 
place  next  to  nukes  and  missiles  in  Pentagon  strategic  thinking. 

By  Stan  Crock 


CAPITAL  WRAPUP 


RUMSFELD  ON  THE  RECORD 

►  On  June  19,  Defense  Secretary  Don 
Ud  H.  Rumsfeld  sat  down  with  Penta 
;on  Correspondent  Stan  Crock 
:o  talk  about  the  toughest 
challenges  he  faces. 

On  tackling  Pentagon  bureaucracy: 

I've  asked  dozens  and  dozens 
rf  people  how  something  moves 
through  this  process.  And  a  lot 
if  our  people  can't  explain  it.  The 
process  is  so  snarled,  confused,  and  over- 
lapping that  it  doesn't  lend  itself  to  [action] 


On  aging  military  hardware: 

We  have  underinvested  in  weapons 
systems.  We're  looking  at  an  average 
age  of  aircraft  rising  over  the  past 
decade  to  the  point  where  we 
now  have  to  spend  a  great  deal 
more  on  spare  parts  and  repairs 
and  downtime.  It's  as  if  you  had 
cars  that  were  20  years  old  in- 
stead of  3  or  5  years  old. 

On  incentives  to  save  money: 

Talk  to  the  skipper  at  the 
base.  He's  got  no  incentive  to  save  a 
nickel.  He  just  loses  it  for  next  year. 


On  the  policy  of  rotating  personnel 
frequently: 

How  can  you  run  people  through 
every  10,  12,  18  months  at  a  job  and 
expect  them  to  know  anything  about 
the  job?  All  they  do  is  skip  along  the 
top  of  the  waves... 

On  the  enormity  of  the  task  ahead: 

You  don't  spin  anything  on  a  dime, 
let  alone  a  place  this  big.  And  we  have 
an  enormous  task.  There  is  resistance 
at  every  corner  to  change.  The  impor- 
tant thing  is:  It's  the  taxpayers'  mon- 
ey. We  have  an  obligation  to  them. 


^MM^M 


GETS  how  to  teach  traditional  industries  new  tricks. 
GOT  IT  DONE  for  First  Union®  by  helping  to  identify  31 
new  economic  opportunities,  from  immediate  cost  savings  to 
customer  acquisition,  growth  and  retention. 
STEVE  JOERN,  IBM  Business  Consultant 
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THE  WORLD  HAS  CHANGED. 

The  clear  line  between  business  strategy  and  technology 
strategy  is  gone.  So  is  the  notion  that  technology 
implementation  follows  leisurely  behind  business  strategy. 

The  best  businesses  in  the  world  today  treat  technology 
advantage  as  an  ongoing  business  strategy.  They  expect 
to  execute,  upgrade  and  innovate  constantly. 

And  they  find  great  people. 


YOU  NEED  GREAT  PEOPLE. 

People  who  can  move  easily  between  concepts 
of  technology  and  concepts  of  business. 

People  like  Steve  Joern. 

And  thousands  of  other  strategic  consultants  at  IBM 

who  provide  concrete  business  models,  focused  strategies 

and  real-life  solutions  for  companies  in  dozens  of  industries. 

Including  yours. 


IBM  Business  Consultants.  Ask  for  strategy  at  (800)  IBM-7080. 


PEOPLE  WHO  GET  IT.  PEOPLE  WHO  GET  IT  DONE. 

ibm.com/services/strategy 


International  Business 


EUROPE 


READY,  SET, 
EUROS! 

Will  the  debut  of  notes  and  coins  on 
Jan.  1  help  or  hurt  Europe's  economy? 


Hoisting  the  odd  box  of  fax  paper 
is  about  the  hardest  labor  most 
of  the  200  employees  at  Volks- 
bank  Ostholstein  Nord,  a  bank  in 
the  north  German  town  of  Neustadt, 
normally  do.  Yet  managers  these  days 
are  paying  staff  to  tone  up  at  a  local 
gym.  That's  because  they'll  have  to  help 
move  42  metric  tons  of  bags  and  cartons 
when  euro  notes  and  coins  start  arriving 
at  the  bank's  branches.  "We're  talking 
dozens  of  trips  a  day  carrying  bags  of 
money  up  and  down  stairs  to  the  safes," 
says  Johannes  Hadermann,  who  heads 
the  bank's  euro-conversion  project. 

Meanwhile,  merchants  and  retailers 
are  bracing  themselves  for  an  onslaught 
of  angry,  confused  consumers  as  Eu- 
rope takes  on  the  biggest  and  most 
complex  peacetime  logistical  operation  in 
history:  the  conversion  of  12  European 
currencies — worth  $315  billion — to  real 
euro  notes  and  coins,  starting  on  Jan.  1, 
2002.  The  conversion  is  a  two-stage 
process.  The  first  was  the  introduction 
of  the  electronic  euro  in  January,  1999, 
when  markets  started  trading  in  the 
single  currency.  Now  comes  the  real 
thing:  European  consumers  will  turn  in 
their  francs,  marks,  and  lire  and  start 
paying  their  butchers,  grocers,  and  dry 


cleaners  with  the  freshly  minted,  crisply 
printed  currency  of  monetary  union. 

The  euro  conversion  is  not  just  gar- 
gantuan in  logistical  terms.  The  poten- 
tial consequences,  good  and  bad,  are 
enormous.  On  the  plus  side,  the  con- 
version to  notes  and  coins  should  give 
new  legitimacy  and  power  to  the  single 
currency.  Trade  between  euro  zone  na- 
tions could  grow  dramatically — as  could 
the  region's  economy.  Mergers  and  ac- 
quisitions might  accelerate,  and  the  val- 
ue of  the  euro  itself  could  climb  back  to- 
ward parity  with  the  dollar.  "The  arrival 
of  the  notes  and  coins  will  knit  the  sin- 
gle market  together  and  give  the  econ- 
omy a  huge  boost,"  predicts  Anton  van 
Rossum,  chief  executive  of  Fortis,  a  Bel- 
gian-Dutch financial-services  group.  "I'm 
very  bullish  about  its  impact." 

On  the  minus  side,  analysts  fear  the 
conversion  could  spark  consumer  and 
labor  outrage  as  shoppers  and  workers 
see  clearly  for  the  first  time  the  wide 
gaps  in  prices  and  wages  across  bor- 
ders. Others  are  concerned  that  the 
costly  conversion  process  will  curtail 
Europe's  already  anemic  growth,  while 
the  mechanics  of  repricing  might  push 
up  inflation.  Some  alarmists  claim  that  if 
everything  goes  wrong,  the  European 


COUNTDOWN  TO  EURO 


economy  could  grind,   at  least  t| 
porarily,  to  a  halt. 

For  officials  of  the  European  U^ 
and  European  Central  Bank,  the 
of  chaos  would  be  incalculable.  Uni 
pared  small  businesses  may  have 
flow  and  payment  problems.  And  I 
political  impact  in  Sweden  and  Bri« 
which  are  still  weighing  whether  to 


JULY,  2001 


Credit-card  bills  con- 
vert to  euro.  Store 
prices  will  be  shown 
primarily  in  euro. 
Most  companies 
start  paying  salaries 
in  euro. 


AUTUMN,  2001 

New  coins  start  ar- 
riving in  banks  and 
big  stores.  Bank 
accounts  denomi- 
nated in  euro.  New 
accounts  opened 
only  in  euro. 


DECEMBER,  2001 

Euro  notes  start  ar- 
riving in  banks  and 
stores.  Consumers 
can  buy  small 
"starter  packs"  of 
euro  currency  from 
banks. 


JANUARY,  2002 

Euro  introduced. 
ATMs  and  banks  give 
only  euro.  Shops 
make  change  in  euro 
only.  Withdrawal  of 
the  national 
currencies  starts. 


MAR.  1,2002 

The  old  euro-zone 
currencies  cease  t( 
be  legal  tender  in 
most  places.  Store 
no  longer  accept 
them.  They  must  t 
exchanged  at  bank 
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euro  zone,  would  be  profound.  In 
lition,  Europe's  margin  for  error  is 
shed  by  the  broad  slowdown  in  the 
ropean  economy.  No  one  wants  the 
■o  conversion  to  aggravate  that. 
CK  CHANGE.  Still  another  worry  is 

decline  in  the  euro's  value.  The  cur- 
cy  has  lost  nearly  a  quarter  of  its 
rth  against  the  dollar  in  the  30 
nths  since  its  virtual  launch.  The  re- 
tless  fall,  coupled  with  a  new  eco- 
nic  downturn — just  as  the  region 
med  to  have  emerged  from  a  near 
year  slump — has  turned  many  Eu- 
■eans  against  the  single  currency.  In 
"many,  opinion  polls  show  that  fewer 
n  half  of  all  voters  support  the  idea, 
rough  introduction  would  feed  their 
entment. 

during  the  changeover,  which  starts 
Jan.  1,  14.5  billion  new  notes  and  50 
ion  coins  will  be  exchanged.  National 


currencies,  which  will  cease  to  be  legal 
tender  on  Feb.  28  in  most  places,  will  be 
recycled.  The  vast  majority  of  notes 
have  already  been  printed  and  coins 
minted.  Almost  every  day,  a  convoy  of 
armored  vans  packed  with  euro  notes 
and  led  by  a  fleet  of  police  cars,  leave 
the  Bundesdruckerei  printing  plant  in 
Berlin  for  storage  sites  around  the  coun- 
try. Similar  scenes  occur  daily  across 
the  euro  zone. 

The  euro  was  born  on  Jan.  1,  1999, 
but  has  remained  an  abstraction,  used  in 
corporate  accounts,  stock  and  bond  mar- 
kets, and  other  arenas  that  don't  re- 
quire exchange  of  actual  cash.  When  it 
becomes  tangible,  there  will  be  long 
lines  in  banks  and  shops  as  302  million 
euro  zone  citizens  fumble  like  foreign 
tourists  with  the  strange  money.  Mil- 
lions of  products  and  services  will  have 
to  be  repriced.  All  manner  of  contrap- 


tions that  take  and  dispense 
money — including  parking  me- 
ters, ATMs,  and  3.2  million 
vending  machines — will  have 
to  be  reprogrammed. 

The  operation  will  affect 
countries  and  companies  far 
beyond  the  euro  zone.  Up  to 
$35  billion  worth  of 
Deutschemark  notes  circulate 
outside  the  eu,  mainly  in 
Eastern  Europe.  Authorities 
report  that  criminals  in  East- 
ern Europe  are  busy  convert- 
ing marks  into  dollars.  No 
point  alerting  the  police  by 
lugging  in  suitcases  of  cash  at 
changeover  time. 
GRASS  IS  GREENER?  The 
switch  is  likely  to  unify  euro 
zone  commerce  in  ways  that 
were  never  possible  before. 
Price,  wage,  and  tax  dispari- 
ties between  countries  will  be 
glaringly  obvious.  Cars  typical- 
ly cost  as  much  as  10%  more  in 
Austria  than  they  do  in  Italy, 
for  example,  while  gasoline  is 
about  15%  cheaper  in  Luxem- 
bourg than  in  Germany.  Busi- 
nesses worry  that  workers  will 
agitate  for  raises.  "We  think 
the  unions  could  cause  trouble 
when  their  members  start  com- 
paring wages  across  borders," 
says  Joao  Carlos  Tavares,  ceo 
of  Gastronomica  da  Alcoava,  a 
food-processor  in  Vila  Real, 
Portugal,  whose  employees 
earn  one-third  less  than  their 
counterparts  across  the  river 
in  Spain. 

Economists  expect  the  costs 
and  bottlenecks  of  the  conver- 
sion to  knock  at  least  0.25  percentage 
point  off  2002  growth  for  the  euro  zone. 
The  hope  is  that  once  the  bumbling 
ends,  the  new  currency  will  spark  a 
growth  spurt,  especially  if  it  coincides 
with  a  broader  global  recovery.  Busi- 
nesspeople  hope  that  the  euro  will  make 
it  harder  for  national  authorities  to  jus- 
tify blocking  cross-border  mergers  and 
acquisitions,  especially  in  financial  ser- 
vices, where  regulators  still  defend  their 
financial  systems  against  interlopers. 
"The  new  notes  and  coins  will  change 
that,"  says  Angel  Corcostegui,  chief  ex- 
ecutive of  Spain's  Banco  Santander  Cen- 
tral Hispano,  which  has  had  its  cross- 
border  plans  quashed  by  national 
authorities. 

The  new  money's  arrival  could  also 
affect  inflation  and  monetary  policy. 
How  that  will  all  play  out  stumps  the 
pundits,  though.  In  Britain,  prices  shot 
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"There's  a  lot  of  nervousness....  Some  people  see  the  eur 
as  a  sophisticated  trick  of  the  ruling  class" 


up  3%  after  decimalization  in  1971  be- 
cause retailers  used  it  as  an  excuse  to 
raise  prices.  Yet  when  France  launched 
the  nouveau  franc,  eliminating  two  ze- 
roes,  in  1958,  prices  fell.  This  time,  Ger- 
many's top  consumer  association  is  al- 
ready complaining  that  retailers — who 
promised  not  to  raise  prices  during  con- 
version— are  covertly  doing  so.  Some 
suspect  that's  what's  behind  Germany's 
inflation  surge.   Consumer  advocates 


cies.  They  were  converted  at  the  same 
time  they  were  readied  to  deal  with  Y2K. 
But  many  small  shops  haven't  thought 
about  the  changeover.  "We  have  no  time 
for  that  now,"  says  Babak  Raisi,  who 
manages  Copy-Shop  Garbe,  a  photocopy- 
ing shop  in  Stuttgart.  "We've  just  got 
time  for  business." 

Adopting  the  euro  will  cost  a  fortune. 
The  Association  of  German  Banks  esti- 
mates the  conversion  will  cost  its  mem- 


worry  about  price  increases  that  could 
come  from  rounding  up  the  numbers. 
For  instance,  990  escudos  becomes  4.94 
euro,  which  shops  will  probably  round 
up  to  4.99  euro,  a  1%  increase.  Multi- 
plied millions  of  times,  such  changes 
could  really  boost  inflation.  "There's  a  lot 
of  nervousness  floating  around,"  says 
Franco  Bruni,  an  economics  professor 
at  Bocconi  University  in  Milan.  "Some 
people  see  the  euro  as  a  sophisticated 
trick  of  the  ruling  class." 
READINESS  DEBATE.  One  of  the  big  ques- 
tions is  whether  business  will  be  ready  in 
time,  echoing  the  Y2K  readiness  debate. 
Small  retail  outfits  that  handle  a  lot  of 
cash  will  find  the  transition  most  painful, 
while  big,  publicly  traded  companies 
whose  accounts  are  already  in  euros  will 
feel  no  pain.  Cash  registers  in  most  big 
stores,  for  example,  can  already  cope 
with  both  euro  and  the  national  curren- 


bers  around  $63,000  per   RippiEC 

branch  in  transporta-  , 

tion,   insurance,   cus-  The  new  money's 

tomer  information  cam-   arrival  Could  affect 

paigns,  and  staff  costs,  inflation,  monetary 

Eric  Bouche,  who  heads        ,.  ,  ,     , 

the   euro   project  at  policy,  and  markets 

France's  Credit  Lyonnais,  says  that  in- 
troducing the  coins  and  notes  will  cost 
French  banks  about  $1.5  billion — on  top 
of  the  $3  billion  they  shelled  out  in  1998 
to  convert  accounts  to  the  euro. 

Retailers  will  be  just  as  badly  hit. 
The  preparations  will  be  at  their  most 
frenetic  during  Christmas.  "The  timing 
couldn't  be  worse  for  shopkeepers,"  says 
Jaak  Gabriels,  Belgium's  minister  for 
small  business.  Stores  will  need  extra 
security,  since  retail  experts  calculate 
they  will  handle  up  to  10  times  more 
cash  than  usual — even  though  they'll 
probably  have  fewer  transactions.  That's 


because  they'll  be  receiving  paymen 
the  old  currencies  and  giving  chang< 
the  new.  Eurocommerce,  a  Bruss 
based  retailers'  association,  estims 
conversion  will  cost  retailers  some 
billion,  or  2%  of  annual  sales. 

Of  course,  the  euro's  arrival  will 
windfall  for  some.  Security-transf 
companies,  such  as  Securicor  PLC,  an 
ready  fully  booked  between  Septen 
and  next  March  and  expect  bum 
earnings  this  year  and  n 
Temporary  staff  agencies 
expect  a  bonanza.  Some  con 
nies  even  have  new  prodi 
tied  to  the  launch.  For  It; 
Gucci  Group,  it's  the  perfect 
casion  to  outfit  Italians 
new  wallets  that  accommo<) 
the  bigger  euro  notes. 

Logistics  experts  at  the 

tral  banks,  which  are  ultima 

responsible  for  the  new  cur 
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know  how  to  convert  their  national 

rencies  or  are  aware  of  the  timet 

For  many,  reality  will  strike  in 

when  companies  start  issuing  paycl  | 

in  euros.  That's  the  point  at  which  \ 

ropeans  begin  to  realize  that  the 

they  have  used  to  measure  value 

about  to  become  relics  of  the  mom  i 
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Jan.  1,  2002,  will  be  a  point  of  no  re 

By  David  Fairlamb  in  Franl 
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IGHTLY 


MILLIONS  OF  VERY  FAST, 

^MISINFORMED 


NOW  THAT'S  OPPORTUNITY. 


Knnology  has  created  a  global  herd  of  investors  who  can  make  the  market  overreact  faster  than  ever  before.  Some  see  this  as  a  problem.  But 
value  investors,  it's  opportunity.  Because,  when  a  whole  sector  dips  based  on  one  piece  of  news,  good  companies  become  good  bargains  -  if 
i  can  spot  them  fast  enough!'  Dr.  Bob  Froehlich,  Chief  Investment  Strategist.  Scudder  is  in  position  to  spot  these  buys.  We've  built  a  global  network 
analysts  and  partners.  These  experts  get  information  firsthand  and  translate  it  into  smarter  investments.  Ask  a  financial  advisor  about  our 
rldwide  perspective.  Call  Scudder  Investments  at  1-800-621-1048.  Or  visit  www.scudder.com  for  more  of  Dr.  Froehlich's  views  on  the  market. 

SCUDDER 

INVESTMENTS 

Translating   Opportunit  y 

Mutual  Funds  Annuities  Retirement  Plans 

more  complete  information  about  Scudder  Investments,  contact  your  investment  professional  and  ask  for  a  current  prospectus  or  call  1-800-621-1048 
d  the  prospectus  carefully  before  investing.  ©2001  Scudder  Distributors.  Inc.  11924  (5/11/01)  A  ,m-wbn- „f  Q  /.mid,  s  ■  W)« 
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HONG  KONG 


BOTTOM-FISHING 
IN  THE  TECH  SWAMP 

Li  Ka-shing  is  betting  big  on  dot-coms  and  3G.  Is  that  smart? 

Li  Ka-shing  has  long  thrived 
on  doing  the  unexpected. 
And  despite  the  global 
slowdown,  Hong  Kong's 
preeminent  dealmaker  is  at  it 
again.  Even  as  most  investors 
write  off  e-businesses  as  dot- 
bombs  and  shun  debt-choked 
telecom  companies,  Li's  Hutchi- 
son Whampoa  Ltd.  is  shopping 
for  bargains  in  the  wreckage. 

Consider  Li's  recent  moves. 
In  early  June,  Hutchison  nearly 
doubled  its  stake  in  U.S.  travel 
e-tailer  Priceline.com  Inc.  to 
30%.  Hutch  is  also  taking  over 
the  Asian  subsidiary  of  Internet 
Capital  Group,  the  Pennsylva- 
nia-based business-to-business  e- 
commerce  company.  And  Hutch 
is  betting  billions  on  another  HOME  ADVANTAGE:  Li  controls  the  Orange  name  in  Ho 
out-of-favor  technology,  the  high- 


speed wireless  Internet,  or  3G.  Others 
may  have  soured  on  telecom  and  the 
Net,  but  not  Li.  "The  fundamentals 
haven't  changed,"  says  Canning  Fok, 
Hutchison's  managing  director.  "[If]  oth- 
ers don't  like  it,  so  much  the  better." 

Li  and  Fok  are  gambling  that  the  in- 
vestment will  pay  off  down  the  road. 
While  3G  has  been  delayed  in  Japan 
and  elsewhere,  backers  believe  it  will  be 
lucrative  one  day.  If  3G  works,  Hutchi- 
son will  have  a  whole  new  revenue 
stream — or  a  valuable  asset  to  flip,  as 
the  company  did  in  1999,  when  it  sold 
its  Orange  pes  mobile  service  in  Eu- 
rope to  Mannesmann  at  a  big  profit. 
BIG  TABS.  In  the  meantime,  Hutchison 
is  committing  billions  to  build  3G  net- 
works from  Sydney  to  Vienna.  On  June 
19,  its  Australian  subsidiary  said  it 
would  spend  more 
than  $430  million  on 
new  equipment  to 
build  a  3G  network. 
In  Britain,  where 
Hutchison  paid  $6.9 
billion  for  a  3G  license 
last  year,  it  has 
arranged  a  $5  billion 
loan  to  roll  out  service 
next  year.  It's  also 
looking  to  start  up  a 
high-speed  network  in 
Hong  Kong,  where  it 


still  controls  the  lucrative  Orange  name. 

Li,  72,  and  Fok,  49,  can  afford  to 
boldly  go  where  few  dare  to  venture. 
Last  year,  Hutchison  raked  in  $4.3  bil- 
lion in  profit  on  revenues  of  $7.3  bil- 
lion— half  of  it  from  asset  sales.  With  a 
war  chest  estimated  at  $7  billion, 
Hutchison  has  deep  pockets  at  a  time 
when  other  telecom  players  are  flailing. 
Besides,  Hutchison's  telecom  operations 
account  for  only  13%  of  revenues;  most 
of  its  money  comes  from  ports,  real  es- 
tate, retail,  and  energy. 

And  Hutchison  isn't  taking  chances. 
The  financing  for  its  British  3G  effort 
doesn't  involve  any  collateral 
from  the  parent's  opera- 
tions.   That    makes    the 
loan  more  expensive  but 
insulates   shareholders 


LI  KEEPS  THE  FAITH 

►  Increased  Hutchison's  stake  in  Priceline.com 
to  30%  in  hopes  of  expanding  business  in  Asia 

►  Building  up  3G  operations  in  Britain  after  ar- 
ranging favorable  terms  for  a  $5  billion  loan 

►  Arranging  financing  and  logistics  for  3G  oper- 
ations in  Italy,  Sweden,  and  Austria 

►  Devoting  more  resources  to  improving  the  perfor- 
mance of  its  also-ran  mobile  operation  in  Australia 


from  the  vagaries  of  3G.  Says  John 
Bailey,  head  of  the  greater  China  c 
porate  ratings  group  for  Standarc 
Poor's  Corp.,  like  BusinessWeek  a  d 
sion  of  The  McGraw-Hill  Compan 
"They  have  shown  good  financial  di 
pline  in  the  way  that  they  have  fun 
the  3G  project.' 

Small  wonder  Li  is  on  the  prowl 
more  assets  while  many  rivals  are 
ing  theirs.  In  Israel,  where 
company  controls  the  No.  3  c< 
lar  operator,  Partner  Comm 
cations,  Fok  says  Hutchiso: 
considering  buying  a  stak< 
state-owned  carrier  Bezeq.  In 
dia,  where  Hutchison  has  20"? 
the  mobile  market,  it  is  tean 
up  with  local  Essar  Telecom 
to  bid  for  more  cellular  licen 
And  with  its  $110  million  st 
in  Priceline  (purchased  with 
ter  company  Cheung  Kong  H 
ings),  Hutchison  plans  to  lav 
an  online  travel  service  in  A 
"The  business  has  great  po 
tial,"  raves  Fok,  who  says  Pi 
line's  U.  S.  operation  ha; 
turnover  of  more  than  $1  bil 
and  will  soon  be  in  the  blac' 
It's  not  all  smooth  sai 
~~  though.  While  Hutchison 
aged  to  finance  its  British  3G  pla 
still  must  arrange  funding  for  its  o 
ations  in  Austria,  Italy,  and  Swe  I 
The  tab  for  the  Italian  business  a 
could  easily  hit  $5  billion,  Fok  conce  s 
And  starting  3G  businesses  in  so  n  l 
different  countries  at  once  may  be 
ing  even  for  Hutchison,  which  has 
ited  experience  in  building  and  opc^l 
ing  businesses  on  such  a  grand  sea 

Yet  Fok  remains  upbeat.  There  ■*  r 
many  naysayers,  he  notes,  when  Hu  u 
son  moved  into  the  cellular  busi 
ness.  "We  proved  [ourselves] 
the  last  time  around,"  he 
says.  And  it's  true  that  Li 
Ka-shing  has  built  his  em- 
pire by  confounding 
the  skeptics.  He  and 
Hutchison  are  keen  to 
pull  off  an  encore. 
By  Bruce  Einhorn  ivitli 
Mark  L.  Clifford 
in  Hong  Kong 


ig  Kong 


DEEP 

POCKETS:  Li  has  a 

$7  billion  war  chcsl 
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POWER  GENERATION 


[ANOTHER   REASON   PSEG   HAS   WALL   STREET'S   ATTENTION] 


It  takes  three  important  ingredients  to  grow  a  generation  business.  Combustion 


turbines.  Approved  site  locations.  And  capital.  At  PSEG,  we're  focused  on  becoming 


one  of  the  country's  largest  independent  power  producers.  You  see,  we  have  60  new 


turbines  on  order  as  well  as  approved  sites  in  strategic  locations.  And  ready  access 


to  financial  markets.  Some  powerful  facts  to  ponder. 


PSEG 

We  make  things  work  for  you. 


www.pseg.com 


Listen  carefully,  and  you'll  hear 

the  wind.  The  water.  And  what 

people  are  thinking. 


t    Weyerhaeuser,   we've   discovered   what   wt 

believe  to  be  one  of  the  most  important  break 

throughs  in  forestry  since  we  began,  nearl) 

100  years  ago.  It's  called,  listening.  And  it'; 

something  we  decided  to  do  more  of. 

One  of  the  ways  we  started  was  by  holding  "towi 
hall  meetings"  and  open  houses.  The  thought  was  t<  f 
get  out  into  the  community  and  give  people  a  chanc< 
to  voice  their  concerns.  And  they  gave  us  an  earful 

We've  responded  by  changing. 

We  harvest  smaller  areas,  and  partner  wttl 
environmental  and  community  groups  to  protec 
unique  habitats.  Of  course,  we  don't  always  chang 
everybody's  mind  about  Weyerhaeuser.  But  at  leas 
we're  getting  people  to  tell  us  how  we  can  do  bettei 

And  we're  learning  something  else  about  forestr 
after  all  these  years.  We  can't  grow  without  yoi 
www.weyerhacuser.com 

A  Weyerhaeuser 

The  future  is  growing1" 
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)0N'T  EXPECT  A  BREAKTHROUGH 
IETWEEN  WASHINGTON  AND  NORTH  KOREA 


When  former  President  Bush  nudged  his  son  the  Presi- 
dent to  resume  contacts  with  North  Korea  in  early 
June  after  a  three-month  hiatus,  many  Korea-watchers 
tplauded.  The  move  seemed  to  be  a  vindication  of  Seoul's 
unshine"  policy  of  engagement  with  North  Korean  President 
im  Jong  II.  Bush  the  younger  had  embarrassed  South  Ko- 
an  President  Kim  Dae  Jung  at  the  White  House  in  March 
'  publicly  voicing  doubts  about  communist  North  Korea's 
ustworthiness  and  by  suspending  talks  with  Pyongyang. 
Yet  even  before  the  applause  has  died  down, 
allusionment  is  setting  in  among  those  hoping 
r  a  breakthrough.  That's  because  the  Ad- 
inistration's  decision  to  renew  contacts  with 
.rongyang  is  far  from  a  softening  of  its  hard- 
le  stance.  As  a  result  of  a  major  policy  re- 
ew,  the  Bush  team  has  decided  to  take  a 
ugher,  more  comprehensive  approach  to  talks 
ith  North  Korea  than  did  the  Clinton  Ad- 
inistration,  which  channeled  $600  million  in 
i  to  North  Korea  from  1994  to  2000. 
wgh-love  TACTICS.  Bush  wants  North  Korea 
halt  missile  exports  to  places  like  Syria  and 
aq  and  demonstrate  conclusively  that  it  is 
it  making  nuclear  weapons.  These  were  Clin- 
n's  goals  as  well.  But  Bush  also  is  insisting 
at  Pyongyang  pull  back  troops  and  artillery 
Dm  the  border  area.  "George  Bush  is  not  go- 
g  to  be  giving  any  significant  aid  to  North 
Drea  unless  it  is  bargaining  at  the  table  in  good  faith," 
ys  Daryl  M.  Plunk,  senior  analyst  at  the  Heritage  Foun- 
ition,  a  Washington  think  tank  close  to  the  Administration. 
;w  Korea  watchers  think  that  Kim  Jong  II  will  respond  to 
.ch  tough-love  tactics.  Indeed,  on  June  18,  an  official  North 
3rean  government  statement  described  the  Bush  proposal  as 
lostile"  and  accused  Washington  of  trying  to  "disarm" 
fongyang.  A  government  spokesman  also  called  for  the 
.S.  to  withdraw  its  37,000  troops  stationed  in  South  Korea. 


STANDOFF:  Border  guards 


If  both  sides  stick  to  their  guns,  relations  between  Wash- 
ington and  Pyongyang  won't  move  beyond  the  low-level 
diplomatic  contacts  that  resumed  in  the  U.  S.  on  June  13.  A 
lot  depends,  however,  on  how  desperate  North  Korea's  eco- 
nomic situation  becomes — and  whether  Kim  Jong  II  decides  to 
compromise  in  order  to  get  aid.  Without  foreign  food  aid,  tens 
of  thousands  of  North  Koreans  face  famine,  and  energy 
shortages  mean  factories  are  operating  at  a  third  of  capacity. 
Even  so,  Kim  Jong  II  has  been  unwilling  to  take  steps  that 
could  weaken  his  country's  authoritarian  po- 
litical system. 

South  Korea's  Kim  Dae  Jung  could  play  an 
important  role  as  arbiter  between  Washington 
and  Pyongyang.  A  1992  nonaggression  pact 
between  North  and  South  calls  for  increased 
military  contacts,  which  could  pave  the  way 
for  eventual  withdrawals  of  troops  from  the 
front  lines.  No  military  exchanges  have  taken 
place,  but  government  sources  in  Seoul  say 
there  have  recently  been  quiet  contacts  with  of- 
ficials from  Pyongyang.  Beijing,  too,  may  pres- 
sure the  North  to  make  concessions  for  aid. 
China  fears  a  North  Korean  economic  collapse 
and  worries  that  an  out-of-control  Pyongyang 
can  serve  as  justification  for  the  Bush  Admin- 
istration's missile  defense  program. 

For  now,  all  eyes  are  on  Hanoi,  where  Sec- 
retary of  State  Colin  L.  Powell  is  expected  to 
meet  his  Asian  counterparts  on  July  24-25 — and  may  hold  a 
separate  meeting  with  North  Korean  Foreign  Minister  Paek 
Nam  Sun.  And  Kim  Dae  Jung  is  waiting  to  hear  whether 
Kim  Jong  II  will  pay  his  long-awaited  return  visit  to  Seoul.  A 
year  has  gone  by  since  the  unprecedented  summit  between  the 
two  Kims  in  Pyongyang.  That  was  a  moment  of  euphoria. 
Now  it  seems  the  process  of  building  better  relations  will  be,  at 
best,  a  long,  hard  slog  for  Pyongyang,  Seoul,  and  Washington. 
By  Moon  Ihlwan  in  Seoul,  with  Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


TROUBLES  FOR  MEXICO'S  FOX 

►  A  scandal  over  $400  towels  and 
51,000  bedsheets  in  the  newly  remod- 
eled presidential  residence  appears  to 
oe  spelling  an  end  to  Mexican  Presi- 
dent Vicente  Fox's  six-month  honey- 
noon.  Fox,  who  pledged  to  introduce 
efficient  government  when  he  booted 
:he  Institutional  Revolutionary  Party 
J?RI)  from  power  last  year,  is  under 
are  because  his  office  boosted  spending 
ay  some  70%  in  the  first  quarter  of 
2001  versus  the  same  period  last  year. 
But  a  bigger  problem  appears  to  be 


Fox's  failure  to  reign  in  feuding  Cabi- 
net members,  who  disagree  on  how  to 
cope  with  a  rapid  economic  slowdown 
and  other  issues.  The  feuding  prompt- 
ed rumors  that  Finance  Secretary 
Francisco  Gil  Diaz  would  resign  over 
the  government's  inability  to  expedite 
passage  of  a  tax  reform  bill.  Partly  in 
response,  the  Mexican  stock  market 
hiccuped  on  June  20,  falling  2%. 

PROTESTING  THE  SHORT  WEEK 

►  France's  mandatory  35-hour  work- 
week, although  generally  popular  with 
the  public,  is  giving  Socialist  Premier 


Lionel  Jospin  political  headaches.  The 
national  association  of  French  employ- 
ers announced  June  19  it  would  with- 
draw from  its  longtime  role  in  adminis- 
tering the  nation's  social  security 
system,  in  part  to  protest  the  35-hour 
law.  Finance  Minister  Laurent  Fabius 
is  warning  that  small  businesses — those 
with  20  employees  or  less — could  suffer 
when  the  law  is  extended  to  them  next 
year.  Jospin,  who  plans  to  run  against 
President  Jacques  Chirac  next  year, 
may  try  to  appease  critics  by  slowing 
down  implementation  or  broadening  ex- 
emptions for  smaller  employers. 
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AOL'S  POINT  MAN 
IN  THE  WEB  WAR 

How  CEO  Barry  Schuler  plans  to  leave  Microsoft  in  the  dust 


Barry  M.  Schuler  has  the  typical 
geek  pedigree.  The  ceo  of  America 
Online  Inc.  took  apart  gadgets  as  a 
kid,  built  his  own  microcomputer  in  the 
mid-'70s,  and  now  has  rigged  up  a  home 
network  so  he  can  listen  to  his  collection 
of  7,000  jazz  and  rock  music  files 
through  speakers  in  any  room  in  his 
house.  But  Schuler  has  something  many 
techies  lack:  He  understands  most  peo- 
ple aren't  like  him.  "Normal  people  don't 
lust  after  technology,"  he  says.  "They 
want  whatever  it's  supposed  to  do." 

That  helps  explain  why  aol  is  far 
and  away  the  most  popular  online  ser- 
vice in  the  world,  with  29  million  sub- 
scribers. AOL  Time  Warner  Inc.  Chair- 
man Stephen  M.  Case  is  known  as  AOL's 
Internet  visionary,  while  co-Chief  Op- 
erating Officer  Robert  W.  Pittman  is 
seen  as  its  marketing  whiz.  But  Schuler, 
47,  who  has  been  the  online  service's 
CEO  since  January,  deserves  just  as 
much  credit  for  AOL's  explosive  success. 
For  the  past  three  years,  Schuler  has 
run  the  AOL  service,  putting  his  stamp 
on  much  of  the  design  that  makes  it  so 
simple  to  use  and  the  features  that 
make  it  so  popular  with  families. 

Now  Schuler  is  being  put  to  the  ulti- 
mate test.  Software  giant  Microsoft 
Corp.  is  vowing  to  overtake  aol  with  its 
msn  online  service,  which  is  No.  2,  with 
5  million  subscribers.  And  Schuler  is 
firing  back.  On  June  16,  he  broke  off 
negotiations  with  Microsoft  that  were 
aimed  at  extending  an  alliance.  AOL 
won't  be  obliged  to  use  Microsoft's  Web- 
browser  technology  in  the  future,  and 
Microsoft  won't  include  AOL's  software  in 
its  major  operating-system  update,  Win- 
dows XP.  Schuler  says  aol  just  doesn't 
need  Microsoft  anymore:  It  will  be  able 
to  reach  consumers  through  direct  mail- 
ings of  AOL  disks,  special  promotions, 
and  deals  with  PC  makers  to  install  the 
service  on  millions  of  new  computers. 
Windows  "as  a  driver  of  subscriptions 
has  long,  long  gone  away,"  says  Schuler. 


"This  is  not  going  to  impact  our  busi- 
ness in  any  way." 

His  strategy  is  to  stay  one  step 
ahead  of  msn  by  combining  aol's  ease  of 
use  with  Time  Warner's  trove  of  movies, 
TV  shows,  and  music.  He'll  use  those  to 
fashion  unique  services  that  will  attract 
new  subscribers  and  keep  people  online 
longer.  Consider  what  he  did  with  Eden's 
Crush,  a  female  pop  group  hatched  by 
the  Papstars  show  on  sister  company  wb 
Television  Network.  On  two  weeks  no- 
tice, AOL  created  a  site  where  members 
could  download  their  single,  Get  Over 
Yourself,  and  get  a  sneak  peek  of  the 
video  and  behind-the-scenes  footage. 
When  the  song  debuted  on  Mar.  21,  it 
zoomed  to  No.  1  on  Soundscan's  Single 
Sales  Chart. 

INSURMOUNTABLE?  His  next  salvo:  a 
subscription  music  service.  The  plan  is 
to  launch  it  this  summer  or  fall,  serving 
up  thousands  of  songs  by  Warner  Music 
artists  and  those  from  other  music  la- 
bels. "We're  really  excited  about  music. 
It's  like  e-commerce  five  years  ago," 
says  Schuler.  Microsoft  is  planning  a  far 
less  ambitious  service  called  msn  Music 
that  will  let  Web  surfers  listen  to  a  va- 
riety of  preprogrammed  tunes. 

Schuler  also  is  extending  aol's  e-mail, 
instant  messaging,  cybershopping,  and 
other  features  to  TVs,  handhelds,  and 
other  non-PC  devices.  The  company,  for 
example,  is  quietly  developing  software 
that  will  allow  family  members  to  tap 
into  the  Net  at  the  same  time  from  any 
kind  of  device.  All  told,  analysts  say 
Schuler  is  building  up  an  insurmountable 
lead.  All  Microsoft  can  do  is  "keep  a 
finger  in  the  pie,"  says  analyst  John 
Corcoran  of  CIBC  World  Markets  Inc. 

Microsoft  is  no  pushover,  though.  As 
Web  services  develop  and  multiple  de- 
vices hook  into  the  Net,  it  will  take 
software — Microsoft's  specialty — to  make 
it  all  work  smoothly.  To  capitalize  on  a 
$1.95  price  hike  by  aol,  to  $23.90  a 
month,  Microsoft  just  launched  a  new 


$50  million  ad  campaign  offering  th: 
months  of  free  service.  Exults  Yu  [ 
Mehdi,  the  vice-president  in  charge 
msn:  "There's  nothing  holding  us  b; 
toward  knocking  them  out."  He  belie 
msn  will  do  well  by  getting  informat 
and  entertainment  from  a  wide  vari 
of  partners,  rather  than  relying  so  mi 
on  its  own  content  the  way  aol  doe 
Schuler  couldn't  disagree  mc 
While  he  praises  Microsoft  for  be 
"a  fabulous  businoss-to-business  c< 
pany,"  he  says  it  has  a  poor  tr 
record  with  consumers.  "If  we  do  ri 
by  our  CUStomerB,  it  will  he  hard  ft 


Schuler's  strategy  is  to  combine  aol's  ease  of  use  with  T  h 
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jetitor  to  take  them  away,"  he  says. 
JU  can  credit  Schuler's  parents  for 
uraging  his  eye  for  design,  his  com- 
with  technology,  and  his  stay-close- 
our-customers  credo.  His  artsy 
emaker  mom  encouraged  his  child- 
i  enthusiasm  for  painting,  sculpture, 
photography — even  letting  him  turn 
basement  of  their  suburban  New 
ey  home  into  a  darkroom.  Schuler's 
2r,  a  Jew  who  fled  Austria  a  step 
d  of  the  Nazis,  ran  a  warehousing 
ness.  He  also  repaired  TVs  on  the 
in  the  family  home,  where  Schuler 
Bred  with  them.  The  elder  Schuler 


to  sell  their  machines,  Schuler 
turned  his  company  into  a 
marketing  and  communications 
business  serving  tech  clients. 
He  eventually  joined  one  of 
them.  He  became  president 
of  Philadelphia-based  Cricket 
Psych0l0^.Rutfers  Un!verSlty:..1976.      Software   Inc.,  a  pioneer  of 


BARRY  SCHULER 

BORN  Sept.  7,  1953,  in  West 
New  York,  N.J. 

EDUCATION  Bachelor's  degree  in 


CAREER  HIGHLIGHTS  After 
college,  he  started  a  commercial- 
industrial  film  company.  Later 
refocused  the  business  on  market- 
ing and  PR  for  tech  startups.  In 
1989,  co-founded  user  interface 
design  company  Medior,  which 
AOL  acquired  in  1995.  Rose 
quickly  at  AOL  and  was  named 
president  of  AOL's  Interactive 
Services  group  in  1998.  Became 
chairman  and  CEO  of  the  AOL  unit 
after  the  company  merged  with 
Time  Warner  in  January. 

PROUDEST  ACCOMPLISHMENT 

Confounding  the  technology  elite  of 
Silicon  Valley,  who  thought  AOL  was 
doomed  because  it  dumbed  down 
the  Internet.  "It's  not  the  technolo- 
gy itself,"  he  says.  "It's  the  applica- 
tion of  technology  that's  important." 

HOBBIES  Cruises  the  Caribbean  Sea 
on  his  83-foot  Expedition  yacht. 
A  gourmet  cook,  he  likes  to  prepare 
big,  informal  dinners  for  friends. 
Fiddles  with  gadgets  of  all  kinds, 
including  a  self-rigged  home 
network.  Experiments  with  digital 


desktop  programs  for  Apple 
Computer  Inc.  that  created  the 
first  color  desktop  presentation 
software.  When  the  product 
failed  to  take  off,  Cricket's  ven- 
ture backers  showed  him  the 
door.  Intrigued  by  the  entre- 
preneurial ferment  in  Silicon 
Valley,  he  headed  West  in  1989 
and  founded  Medior,  a  multi- 
media development  company. 
ADS  TO  BURN.  Since  then, 
Schuler  has  had  almost  a  sixth 
sense  for  what  consumers 
want.  Case  hired  his  outfit  in 
1994  to  revamp  AOL's  screens 
and  liked  Schuler's  work  so 
much  that  he  bought  Medior 
for  $35  million  in  stock  in  1995. 
Schuler  has  since  managed  all 
the  AOL  redesigns.  His  innova- 
tions include  a  tool  bar  that 
weaves  the  Net  seamlessly  into 
the  rest  of  aol's  information 
and  community  offerings.  His 
comfort  with  technology  and 
his  business  acumen  made 
Schuler  a  standout  at  the  then- 
struggling  company.  "He  had 
the  credibility  to  go  toe-to-toe 
with  the  technology  guys,  and 


.Ph0t0graPh.y:..DT.aWS.0n..a.Pad.at.W0r.k:.      it  made  him  almost  indispens 


FAMILY  Married  to  his  second  wife, 
Tracy,  who  was  also  a  co-founder  of 
Medior.  They  have  a  4-year-old  son 
and  a  newborn  daughter.  Two  sons 
from  his  previous  marriage.  Owns  a 
Napa  Valley  vineyard,  where  he's 
building  a  house. 

won  the  loyalty  of  his  customers.  When 
the  economy  slowed,  some  would  even 
apologize  for  cutting  back  on  their  need 
for  warehouse  space. 

Schuler's  career  has  followed  a  wind- 
ing path.  After  graduating  from  Rut- 
gers University  in  1976,  he  founded  his 
own  company,  a  freelance  producer  of 
industrial  and  commercial  films.  Schuler's 
life  took  a  radical  turn  when  he  became 
obsessed  with  computing  after  reading 
an  article  in  Popular  Mechanics  maga- 
zine about  how  to  build  a  microcomput- 
er. Realizing  most  of  the  budding  tech 
entrepreneurs  hadn't  a  clue  about  how 


able  to  executives  who  didn't 
have  a  clue,"  says  former  AOL 
vice-president  Robert  J.  Jen- 
nings, who  is  now  retired. 

Schuler's  off  to  a  strong 
start  as  aol's  chief  executive. 
While  other  Internet  compa- 
nies are  reeling  from  the  ad- 
vertising slump,  ad  and  e-commerce  rev- 
enues at  aol  jumped  37%  in  the  first 
quarter  of  2001,  helping  to  fatten  total 
revenues  by  17%,  to  $2.1  billion.  A  "flight 
to  quality"  by  media  buyers  helped,  as 
did  cross-promotional  deals  with  Time 
Warner  properties.  Since  he  took  com- 
mand in  January,  AOL  has  added  2  million 
new  subscribers.  It  took  msn  nearly  two 
years  to  add  that  many.  At  this  rate, 
Schuler  will  always  be  looking  at  Mi- 
crosoft through  the  rearview  mirror. 

By  Amy  Bomis  in  Dulles,  Va. 

A  commentary  follows  on  pag< 


ler's  treasure  trove  of  movies,  TV  shows,  and  music 
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COMMENTARY 


By  Jay  Greene 


WHY  AOL  NIXED  A  MICROSOFT  DEAL 


One  of  the  biggest  episodes  of 
high-stakes,  high-tech  brinkman- 
ship ended  with  a  brief  phone 
call  on  the  morning  of  June  16.  AOL 
Time  Warner  Inc.  wanted  to  hammer 
out  a  deal  with  Microsoft  Corp.  that 
would  have  included  a  link  to  AOL  in 
Windows  XP,  the  much-anticipated  Mi- 
crosoft operating  system.  But  this 
time,  unlike  an  earlier  pact  that  won 
AOL  a  place  in  Windows  while  includ- 
ing Microsoft's  Web  browser  in  AOL's 
online  service,  Microsoft  was  demand- 
ing more.  It  wanted  its  audio  and 
video  software  included  in  AOL  and 
aol's  instant  messaging  to  be  compat- 
ible with  its  me-too  service,  msn  Mes- 
senger. And  it  wanted  AOL  to  pledge 
not  to  file  an  antitrust  suit  against  it. 
Ray  Oglethorpe,  president  of  aol's 
online  service,  told  James  E.  Allchin, 
Microsoft's  Windows  boss,  no  thanks. 
For  the  time  being,  the  deal  is  off. 
And  that  makes  AOL  the  winner. 
Sure,  it  won't  ship  on  Windows.  But 
AOL  learned  a  hard  lesson  the  last 
time  it  played  ball  with  Microsoft. 
AOL  may  have  gotten  into  Windows, 
but  putting  the  browser  inside  its 
online  service  helped  Microsoft  win 
the  browser  war  with  Netscape 
Communications  Corp.  By  walking 
away  this  time,  aol  Chairman 
Stephen  M.  Case  isn't  handing  Mi- 
crosoft the  tools  to  dominate  other 
new  markets,  such  as  streaming  me- 
dia and  instant  messaging.  Indeed, 
aol  kept  some  potent  weapons. 
EERILY  REMINISCENT.  Let's  start  with 
the  right  to  sue  Microsoft.  When  aol 
bought  Netscape  in  1999,  it  also  ac- 
quired its  legal  claims.  Those  include 
Netscape's  claim  that  Microsoft  un- 
fairly trounced  it  by  bolting  its  In- 
ternet Explorer  browser  into  the 
monopoly  Windows  operating  system. 
Last  year,  a  federal  judge  ruled  Mi- 
crosoft's tactics  illegal.  While  legal 
experts  expect  an  appeals  court  to 
overturn  key  pieces  of  that  decision, 
aol  could  still  bring  a  private  anti- 
trust suit  against  Microsoft.  It  could 
get  triple  damages  on  the  revenue 
that  Netscape  lost  as  a  result  of  Mi- 
crosoft's actions.  "Private  lawsuits 
could  have  a  staggering  toll,"  says 
George  Mason  University  law  profes- 
sor Ernest  Gellhorn. 


And  that's  just  the  beginning.  Mi- 
crosoft Chairman  William  H.  Gates 
III  had  hoped  to  shield  his  company 
from  complaints  by  aol  about  its  fu- 
ture actions  as  well.  Example:  Win- 
dows xp,  which  Microsoft  is  packing 
with  a  raft  of  technologies — such  as 
instant  messaging.  "AOL  would  not 
engage  in  that  discussion,"  says  Mi- 
crosoft Vice-President  William  Poole. 

It's  easy  to  understand  why.  To 


Dueling  giants:  Case 

could  have  won  a  link 

on  Gates's  XP-by  giving 

up  the  right  to  sue 


aol,  Microsoft's  moves  feel  eerily 
reminiscent  of  the  tactics  it  used  to 
overpower  Netscape.  AOL  wanted  to 
defend  streaming-media  leader  Real- 
Networks Inc.  because  it  needs  to 
have  alternatives  to  Microsoft's  tech- 
nology. "If  you  take  the  name 
Netscape  out  and  put  the  name  Real 
in,  the  goal  is  the  same,"  says  Ken- 
neth B.  Lerer,  an  aol  Time  Warner 
executive  vice-president. 

The  potential  for  delivering  music 
via  the  Web  is  huge,  so  it's  no  won- 


der these  two  behemoths  would 
scrap  over  it.  The  market  is  expect- 
ed to  hit  $2.7  billion  in  2003,  accord 
ing  to  market  researcher  Webnoize. 
Moreover,  if  Microsoft  dominates  the 
business,  it  will  get  to  set  the  rules 
on  how  consumers  receive  audio  and 
video  signals — and  aol  Time  Warnei 
would  have  to  dance  to  its  tune. 

AOL  is  worried  just  as  much  aboul 
instant  messaging.  Among  aol's  big 
draws  are  its  popular  chat  service, 
Instant  Messenger,  which  has  26.7 
million  users  worldwide,  according  fc 
Jupiter  Media  Metrix  Inc.  In  the  re- 
cent talks,  Microsoft  demanded  that 
its  34.4  million  instant-messaging 
customers  be  able  to  connect  with 
those  who  use  aol's  service.  That 
would  have  made  it  easier  for  Mi- 
crosoft to  try  to  woo  aol's  customer 
to  its  own  services. 

aol  still  needs  Microsoft's  browse 
and  it  will  be  able  to  include  Inte: 
net  Explorer  in  its  service  despite  tr 
breakdown  in  negotiations.  IE  remair 
the  most  popular  browser,  with  67% 
U.S.  homes  using  it,  vs.  Navigator 
21%  share,  according  to  Jupiter  Med 
Metrix.  aol  is  developing  a  version 
Navigator  that  it  could  include  in  i 
service,  but  it  won't  be  ready  soon. 

The  biggest  drawback  of  the  scut 
tied  deal  for  aol  is  that  its  service 
won't  be  bundled  with  Windows. 
With  roughly  160  million  Windows 
pes  shipping  next  year,  it's  a  tough 
deal  to  walk  away  from.  But  aol  ha 
already  struck  agreements  with  nin< 
of  the  largest  computer  makers,  en- 
suring that  its  software  gets  into 
two-thirds  of  consumer  PCs  shipped 
in  the  U.S.  And  aol  insists  that 
Windows  isn't  crucial  for  landing  ne 
customers. 

The  bottom  line  is  that  aol,  with 
29  million  subscribers,  remains  high 
popular  among  consumers,  msn  Mos 
senger,  with  5  million  subscribers,  if 
a  distant  No.  2.  "When  it  comes  to 
who's  in  the  driver's  seat  on  the  In- 
ternet, it's  AOL,"  says  Forrester  Re- 
search Inc.  analyst  Bruce  Kasrel.  B 
saying  no  to  this  deal,  the  company 
keeps  its  hands  on  the  wheel. 


Seattle  bureau  chiej  Greene  core 
Microsoft. 
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But  even  for  a  eompany  with  the  resources  of  IBM  -  which  has 
helped  plan,  build  and  design  e-business  solutions  for  thousands  of 
companies  around  the  world  -  there  are  problems  too  complex  to 
handle  alone.  So  IBM  is  working  with  some  of  the  most  successful 
companies  in  e-business,  in  alliances  designed  to  leverage  the  best 
ol  both  companies. 

Our  alliance  partners  bring  application  software  expertise. 
We  bring  thousands  of  business  and  industry  consultants,  the 
experience  of  over  20,000  successful  e-business  engagements  and 
a  truly  global  reach.  Together  we  offer  better  solutions,  greater 
choice  and  faster  turnaround. 
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APPLICATIONS 


^OUSTtOA/3    fo£    Cs\/STb/* ££St  Customers  now 
have  more  choices  than  ever.  Keeping  customers  loyal  means 
giving  them  the  freedom  to  do  business  on  their  terms  -  to  order, 
query,  confirm  or  try  new  options.  And  the  key  is  delivering  the 
information  they  need,  at  every  point  of  contact  -  phone,  Web, 
e-mail  or  face  to  face.  Integrated  solutions  from  IBM  and  Siehel 
Systems®  can  make  this  happen. 

It's  not  a  one-way  street.  When  information  is  shared  across 
your  company  you  get  a  clearer  picture  ol  your  customers'  buying 
patterns,  needs  and  potential  Deeds.  Better  customer  care  can 
improve  cross  selling  and  create  long-term  loyalty,  reaping 
dividends  lor  years. 


Ceridian  -  Canada's  leading  payroll  ami  llli  outsourcing  specialist  -  asked 
tin-  IHM  and  Siebel  alliance  t<>  develop  a  solution  to  optimae  cuslomei  <  ore. 
Ceridian  now  projects  customer  satisfaction  i<>  rise  In  20%  mid  service 
drlii  en  costs  t<>  In-  reduced  l>\  20%.  For  driods.  visit  ilnii.com/stdutioiis 


Soujtioa/s  foe  fl/b~r  Keowcrs.  3D-cad, 

CAM  and  CAE  have  transformed  the  manufacturing  industry, 
saving  millions  of  dollars.  Unfortunately,  in  many  companies, 
the  revolution  stopped  with  design  -  and  valuable  information 
has  remained  isolated  and  unused. 

Product  lifecycle  management  solutions  from  IBM  and 
Dassault  Systemes  can  eliminate  that  isolation,  allowing  you 
to  follow  the  design,  production  and  support  of  a  product  from 
end  to  end,  without  ever  leaving  your  desktop.  They  allow  you 
to  share  and  collaborate  with  suppliers  and  customers.  Faster. 
And  for  less. 

Today's  customers  want  innovative  products  that  are  suited 
to  their  specific  needs.  They  want  mass  customization.  Now 
you  can  deliver. 

''Our  relationship  with  IBM  and  Dassault  Systemes  is  strategic  to 
the  success  of  The  Boeing  Company."  Scott  Griffin,  Boeing  CIO. 
"IBM  and  Dassault  have  provided  Hoeing  with  the  computing  tools 
and  support  that  allowed  Boeing  to  design  and  produce  our  products, 
like  the  Boeing  777  and  the  next  generation  Boeing  737"  I'or  details, 
visit  ibm.com/solutions 


Solutions  foe  Yeocjet*6.tsr. 

You  know  exactly  how  much  you  spend  each 
week  on  raw  materials,  supplies  and  services. 
But  what  about  the  associated  hidden  costs? 
Sourcing,  order  processing,  invoicing, 
reconciling  -  they're  a  monetary  black  hole. 

An  open,  flexible,  e-procurement  solution 
from  IBM  and  its  alliance  partner  Ariba®  can 
save  you  money  by  changing  not  what  you 
buy,  but  how  you  buy  -  removing  paper-based 
systems  and  standardizing  processes.  The 
Aberdeen  Group  reported  that  companies 
implementing  e-procurement  solutions  have 
seen  inventory  expenses  drop  25%  to  50%. 
It's  technology  turned  to  strategic  advantage. 
Ask  us  how  it  can  work  for  you. 


An  IBM  and  Ariba  e-procurement  solution 
(deployed  in  just  67  days)  allows  Hydro  One  - 
Ontario's  major  power  distribution  company—  to 
direct  the  purchasing  of  5,000  users  to  preferred 
suppliers  and  B2B  marketplaces.  It  has  already 
reduced  unit  costs  by  20%.  For  more  details,  visit 
ibm.com/solutions 


$>oLxmo*/s   foe   Kp^Aajcjlp  Sofificy  CsttA/*/*. 

loo  little  inventory  and  your  customers  start  to  notice  delays,  'lot 
much  and  it  causes  niarkdowns  or  write-offs.  The  movement  of 
slock  is  as  important  as  cash  flow.  And  improvements  to  the  cycl 
make  a  huge  impression  on  your  bottom  line. 

An  e-business  solution  from  IBM  and  i2®can  help  make  thos 
improvements.  Starting  with  your  enterprise  supply  chain  and 
radiating  out  across  your  entire  value  chain  -  to  trading  partners 
customers  and  suppliers  -  everything  becomes  visible.  Constraint    k 
can  be  identified  instantly.  You  know  what  to  buy,  when  to  buy, 
from  whom  and  at  what  price.  You  can  reduce  order-to-delivery 
cycles,  inventory  costs  and  even  improve  relationships. 

These  are  investments  that  pay.  We  can  show  you  how. 


i 


"Nortel  Networks  wanted  to  consolidate  demand  planning  and  order 
fulfillment  processes  from  several  of  our  businesses.  The  IBM  and  i2 
alliance  helped  create  a  single  supply  chain  management  system 
to  make  it  happen.  So  far,  in  one  of  our  businesses,  inventory  was 
reduced  by  25°/o"  Patrick  Sim,  VP  Supply  Chain  Materials  Managemem, 
Information  Services,  Nortel  Networks.  For  more  information  on 
advanced  supply  chain  solutions,  visit  ibtn.com/solutions 


i 
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^04J/T70A/S     rfott    &j£&yOfi/6,t    IBM  has  carefully  formed  alliances  across  a  wide  range  of  industries. 
Your  single  point  of  contact,  we're  there  from  day  one  to  the  day  you  hit  the  "on"  switch  -  and  beyond.  We're  unicmeh 
placed  to  help  you  choose  the  right  solution  and  make  it  work.  Here  are  just  a  few  of  those  choices: 

Enterprise  Application  Software  -  IBM  and  SAP "  solutions  offer  end-to-end  integration  across  a  company's 
enterprise  and  links  to  its  key  customers  and  suppliers.  IBM  and  Retek9  provide  source-to-shelf  retail  solutions. 
Financial  service  providers  can  trust  IBM  and  SI  or  Sanchez?  IBM  and  Castek"  or  TiG"  provide  e-business 
solutions  to  support  the  insurance  industry.  The  public  sector  can  turn  to  IBM  and  EzGov.® 

The  list  goes  on.  IBM  and  AspenTech  solutions  service  the  chemical  and  petroleum  industries.  IBM  and  Minconi"  have 
created  solutions  for  transport  industries.  And  the  telecommunications  industry  is  served  by  IBM  and  Portal"  Software. 


U/c    AWot^r    ik/pk/stziIs  f    sreATtcr-y, 

IfisfZASTMCTVZl     A*JP     /fot^r    To     Crt-T 
T/ii/^Crs   pofisl.  Y  K+sour  APPucAToas 

SofTUrAte..      loCrtT/ftZ     u/£     PgOKS/Pl 
I^TtCr^ATtP  t      PZouLk/     L  —  3><J S I sjLSS 
SoL.^r/OA/3     T/fAT    p£liuLZ     e£.Al~, 
A*£ASyJeA6>u£     ZlS<JL.T5  .      ri/^P     o<JT 
i^r/fAT    t^rt     CAas     Po     foZ     YoO . 
[/IS IT    i&/*.CO/4/soU/TlOA/S 


msiness  solutions 


IBM,  the  e-business  logo  and  DB2  are  trademarks  of  International  Business  Machines  Corporation  in  the  United  States,  other  countries,  or  both.  Other  company,  product  and  service  name 
may  be  trademarks  or  service  marks  ot  others.  "->  2001  IBM  Corporation.  All  rights  reserved. 
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Legal  Affairs 


PRIVACY 


A  WINDOW  INTO 
YOUR  PERSONAL  LIFE 

Watchdogs  worry  about  what  Microsoft  will  do  with  your  details 


Suppose  you  want  to  see  a  Red  Sox 
game  with  your  friends  Tom  and 
Lucy.  Today,  that  would  involve 
contacting  them,  seeing  when  you  were 
all  free,  checking  to  see  if  the  team  was 
playing  on  any  of  those  days,  and  then 
reconfirming  the  plans  with  everybody. 
The  whole  process  would  probably 
take  at  least  15  minutes — and 
potentially  much  more 
if    one    of    the 
days         didn't 
work,    or   you 
got      put      on 
hold,    or    you 
endured  a  pro- 
longed bout  of 
phone  tag. 


DOES  MICROSOFT  WANT 
TOO  MUCH  INFORMATION? 

Privacy  advocates  fear  that  some  of  Microsoft's 
new  products  and  services  will  give  the  compa- 
ny the  ability  to  harvest  an  unprecedented 
quantity  of  private  data  about  its  customers.  A 
few  key  areas: 


SCHEDULES  Microsoft's  new 
Hailstorm  service  will  help  manage 
people's  calendars.  A  record  of  that 
3  p.m.  flight  to  Pittsburgh  will  be 
stored  on  a  Microsoft  server — as  will 
the  regular  Friday  session  with  a 
therapist. 

SHOPPING  The  new  Passport 
service  is  a  digital  wallet,  which 
includes  people's  addresses  and 
credit  card  numbers.  It's  designed 
to  streamline  shopping  online,  but  it 
could  eventually  allow  the  company 


to  make  a  detailed  profile  of 
people's  buying  habits. 

INTERESTS  A  new  operating 
system  feature  called  Smart  Tags 
places  a  hyperlink  on  certain  words, 
whether  they're  on  a  personal 
document  or  a  Web  page.  Windows 
will  keep  a  record  of  which  links 
you  click  on,  in  effect,  a  personal 
profile.  Initially,  this  data  will  stay 
on  your  hard  drive.  But  critics 
worry  it's  likely  to  migrate  to  a 
Microsoft  server. 


Microsoft  Corp.  believes  it  has  a  bet- 
ter solution.  Over  the  next  few  years,  it 
wants  to  sell  sophisticated  scheduling 
services  to  people  who  use  products 
such  as  the  Windows  operating  system 
and  the  MSN  network.  The  company 
hopes  to  keep  its  customers'  personal 
calendar  in  a  centralized  database,  mak- 
ing it  possible  to  match  your  schedule 
against  Tom's,  Lucy's,  and  the  baseball 
team's  (which  might  be  located  else- 
where on  the  Web).  A  few  mouse  clicks, 
and  the  same  get-together  could  be 
squared  away  in  seconds. 
"SOLE  POSSESSION."  This  type  of  next- 
generation  Internet  service  promises  to 
make  everyone's  lives  vastly  easier.  But 
it  also  points  to  one  of  a  series  of  trou- 
bling privacy  issues  starting  to  dog 
Microsoft.  In  order  to  reconcile  people's 
schedules,  the  company  is  going  to  have 
to  have  the  ability  to  figure  out  where 
its  customers  are.  "They  want  to  create 
a  place  where  all  manner  of  informa- 
tion about  your  life  and  your  interests  is 
stored.  And  they  want  to  be  in  the  sole 
possession  of  this,"  says  Irwin  R.  Gross, 
an  attorney  at  Wilson,  Sonsini,  Goodrich 
&  Rosati,  a  firm  representing  many  of 
the  software  giant's  most  vehement  Sil- 
icon Valley  critics. 

And  calendar  information  isn't  the 
half  of  it.  As  part  of  its  grand 
Net  strategy,  Microsoft  is  try- 
ing to  reinvent  itself  as  a  seller 
of  business  and  consumer  ser- 
vices. So  engineers  are  dream- 
ing up  a  wide  array  of  new  sub- 
scription services  that  will  help 
people  shop,  manage  their  fi- 
nances, communicate  with  one 
another,  and  organize  their 
lives  (table).  To  pull  off  its 
plans,  though,  the  software  gi- 
ant is  going  to  have  to  store 
vast  amounts  of  private  data 
on  its  own  servers,  potentially 
including  people's  travel  plans, 
doctor's  appointments,  credit- 
card  numbers,  hobbies,  and  online  pur- 
chases. Why?  Because  nearly  all  of 
these  services  are  based  on  gathering, 
analyzing,  and  disseminating  consumer 
information  in  creative  new  ways. 

Few  of  these  products  are  even  on 
the  market,  yet  law  enforcers  are  al- 
ready looking  into  the  potential  privacy 
issues.  At  an  April  conference  of  state 
attorneys  general  in  Boston,  several  of 
them  gathered  informally  to  discuss  the 
privacy  threat  posed  by  Microsoft's  new 
business  initiatives.  No  legal  actions  are 
currently  planned,  but  the  states  are 
monitoring  the  issue  closely.  "There  was 
a  lot  of  talk  of  [Microsoft  being]  Big 
Brother,"  says  Tom  Miller,  Inv 
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and  a  longtime  critic  of  the  company. 

Meanwhile,  Microsoft  is  doing  all  it 
can  to  persuade  the  world  there's  no  dan- 
ger. It  has  endorsed  a  strong  set  of  pri- 
vacy principles,  known  as  "Safe  Harbor," 
that  requires  personal  authorization  for 
data  to  be  sold  or  used  for  reasons  unre- 
lated to  its  original  purpose.  The  compa- 
ny stresses  its  business  model  calls  for 
making  money  from  consumers  by  having 
them  pay  for  these  services.  Breaking 
their  trust  by  misusing  personal  data 
hardly  makes  good  business  sense,  says 
marketing  director  Ruthann  Lorentzen. 
"The  model  completely  falls  apart  if  we  vi- 
olate this  principle,"  she  says. 
THE  COOKIE  JAR.  But  privacy  advocates 
are  still  worried.  No  company  in  history 
has  amassed  as  much  data  about  its 
customers  as  Microsoft  hopes  to  pos- 
sess. Privacy  advocates  fear  that  such  a 
rich  database  would  be  a  single  point  of 
failure  that  could  entice  hackers  and 
criminals.  What's  more,  they  question 
whether  a  company  with  Microsoft's  ag- 
gressive personality  will  be  able  to  keep 
its  hands  off  such  a  valuable  trove  of 
private  data.  If  over  time  the  company 
determines  there's  a  fortune  to  be  made 
using  data  for  commercial  purposes,  it 
will  change  its  policies,  suspects  David 
M.  Winer,  ceo  of  User  Land  Software 
Inc.  "The  business  model  will  follow  the 
money,"  says  Winer. 

The  company's  grand  plan  to  sell  con- 
sumer services — known  as  its  "Hail- 
Storm"  initiative — illustrates  some  of  the 
pressure  Microsoft's  managers  could  face. 
One  possible  service  consumers  might 
be  willing  to  buy,  for  instance,  would  be 
an  e-mail  notification  that  favorite  musi- 
cians are  coming  to  town.  But  to  winnow 
out  who  might  want  such  a  service, 
Microsoft  might  be  tempted  to  turn  to 
the  bank  of  customer  data  sitting  on  com- 
pany servers. 

Where  would  such  information  come 
from?  Much  of  it  could  be  supplied  by 
Passport,  another  service  the  company 
is  aggressively  rolling  out.  Passport  func- 
tions like  a  digital  wallet  and  includes  a 
consumer's  address  and  credit-card  data, 
as  well  as  authentication  of  his  or  her 
identity.  Over  the  long  term,  the  com- 
pany wants  it  to  become  the  standard 
payment  system  on  the  Internet.  This 
would  put  Microsoft  at  the  center  of  mil- 
lions of  e-commerce  transactions — and 
give  it  the  ability  to  make  detailed  por- 
traits of  consumers'  shopping  habits. 

The  company  is  adamant  that  it  has 
no  plans  to  exploit  the  Passport  data 
in  this  way.  But  there's  no  law  that  pre- 
vents it  from  changing  its  mind.  About 
the  only  assurance  consumers  have  that 
their  privacy  would  be  respected  is 
Microsoft's  word.  And  for  many,  that 
may  not  be  enough. 

By  Dan  Carney  in  Washington,  D.C. 


BOEINGS 
SONIC  BRUISER 

Alan  Mulally  is  pushing  hard  to  get  things  off  the  ground 


M 


any  colleagues  still  remember 
the  day  that  Harry  Arnold,  head 
of  Boeing  Co.'s  electrical  sys- 
tems in  the  early  '90s,  chal- 
lenged his  boss,  Alan  R.  Mulally,  during 
a  tense  meeting  about  the  design  of  the 
company's  777  jet.  Mulally  is  not  the 
kind  to  take  public  criticism  well,  and  at 
the  next  staff  meeting,  he  zeroed  in  on 
his  former  protege,  "if  you  ever  do  that 
to  me  again,  I'll  get  you,"  he  said,  ac- 
cording to  people  who  were  there. 

And  he  did.  When  Mulally  became 
president  of  the  commercial  jet  unit  in 
1998,  the  first  person  he  fired  was 
Arnold.  Now  a  senior  executive  at 
Goodrich  Corp.,  an  aerospace  supplier, 
Arnold  doesn't  care  to  comment  about 


the  incident.  Mulally,  for  his  part,  saj 
of  Arnold:  "We  thought  he  wouldn't  b 
able  to  step  up  to  the  leadership  job.' 
Getting  in  the  way  of  Mulally  hi 
proven  to  be  almost  as  dangerous  i 
strolling  across  an  airport  runway.  I 
his  climb  to  become  president  and  chi< 
executive  of  Boeing's  commercial  jt 
business,  Mulally,  55,  has  earned  a  rej 
utation  for  bruising  ambition  and  insi: 
tence  on  total  control.  "He  wants  to  t 
top  dog  all  the  time,"  says  a  retire 
Boeing  executive  who  knows  Mulall 
well.  Another  former  colleague  describe 
his  style  of  communication  as  "all  tran: 
mit  and  no  receive."  Mulally  is  know 
for  mentoring  struggling  employees 
until  they  trip  up.  "I  know  thai  il  wi 
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OUR  TECHNOLOGY  DOE5  MORE 

THAN  ANSWER  YOUR 

CUSTOMERS'  QUESTIONS. 


MlndSync   Technology  from 

Servic€y/or€ 


l!\iTRODUCIiVG  !VliJ\JDSYl\JC     TECHNOLOGY 

Too   many   people   who   contact   your  process   learns   from   every   costomer 

service    department    leave    frustrated  interaction    so    that    over    time    it    will 

and  ready  to  jump  to  the  competition,  anticipate  the  answers  to  any  question. 

It  affects  both  your  market  share  and  Your  knowledge  improves,  your  service 

profitability.    That's    why    5erviceWare  improves,    providiny    an    extraordinary 

created  MindSgnc.  The  core  intelligence  experience    for    your    customers    and 

of  our  entire  eService  5uite™  MindSync  a    competitive    advantage    for    you. 

reads  your  customers'  minds.  Over  the  MindSync  technology  does  more  than 

Web,  at  the  call  center  or  in  the  field,  answer  your  customers'  questions;   it 

MindSync's     breakthrough     cognitive  reads  their  mir  ids. 

contact  us  at  1.800.572.5748  or  visit  us  at  serviceware.com/mindsync2 


Dan  and  Patricia  are  always  searching  for  the  best  of  everything. 


1  mt 


jk 


Their  money  behaves  in  a  similar  fashion. 


MERRILL  LYNCH  FINANCIAL  ADVISOR  RICHARD  MILLER 

A  Merrill  Lynch  Financial  Advisor  can  give 
you  access  to  top  money  managers  in  the  U.S. 

With  the  help  of  Richard  Miller,  the  O'Donnells  choose 
among  highly  rated  money  managers-the  same  talent 
that  major  corporations  rely  on  for  investment  exper- 
tise-to carry  out  their  strategy  with  style  consistency, 
discipline  and  quality  control.  They  are  able  to  do  all  this 
through  our  Merrill  Lynch  ConsultsSM  program.  Richard 
helped  them  build  a  personalized  portfolio  based  on 
their  risk  profile  and  tax  concerns,  while  they  focused 
on  their  real  interests.  This  is  how  Merrill  Lynch  simpli- 
fies life  for  Dan  and  Patricia.  How  can  we  simplify  yours? 

Merrill  Lynch  Wealth  Management 


DAN  AND  PATRICIA  O'DONNELL'S 
MERRILL  LYNCH: 

richard  miller  helps  create 
a  managed  money  investment 
approach,  including: 

-Merrill  Lynch  Consults;*  a  managed 
money  program  with  access  to 
experienced  money  managers  who 
follow  a  disciplined  approach 

-tax  minimization  strategies 

-Trust  and  estate  planning  services 


Contact  a  Merrill  Lynch  Financial  Advisor. 
1-800-MERRILL  orvisitASKMERRILL.ML.COM 


Ask  Merrill 


People 


feel  kind  of  hard  on  some  people,"  he 
admits.  "But  when  you  are  designing- 
airplanes,  you  just  can't  mess  around." 
Now  that  he  has  promised  to  launch 
the  first  near-supersonic  jetliner-,  dubbed 
the  Sonic  Cruiser,  Mulally  will  have  to 
be  as  dogged  a  salesman  as  he  has  ever 
been.  And  with  complete  autonomy 
over  the  $81  billion  commercial  plane  di- 
vision, he'll  have  to  be  as  brash  a  man- 
ager, too.  The  technology  and  economic 
hurdles  facing  the  $10  billion  delta- 
wing  plane  are  daunting  enough. 
But  Mulally  faces  far  broader  chal- 
lenges: He  has  to  keep  the  jet  divi- 
sion, which  generates  60%  of  Boe- 
ing's total  $51.3  billion  revenues, 
growing  and  churning  out  10%  prof- 
it margins.  He  is  counting  on  a 
move  into  aircraft-service  businesses 
to  pay  off.  At  the  same  time,  he 
needs  to  slash  costs,  even  while  try- 
ing to  galvanize  a  78,000- 
plus  workforce  that  is 
demoralized  after  recent 
layoffs  and  Boeing's  de- 
cision to  shift  its  head- 
quarters from  Seattle  to 


pilots  how  to  handle  the  dangerous 
problem  of  wind  shear.  That  led  to  a 
patent  on  a  warning  device,  which  Mu- 
lally shares  with  another  engineer. 

Mulally  has  also  benefited  from  good 
timing.  The  777,  for  example,  came  in  at 
a  much  steeper  price  than  Mulally's 
team  had  originally  proposed  to  the 
board  of  directors.  Double,  in  fact.  But 
Boeing  was  doing  well  enough  then  that 
it  could  swallow  the  huge  increase.  To- 


ALAN  MULALLY 


BORN  Aug.  4,  1945,  Oakland,  Calif. 

EDUCATION  B.S.,  1967,  and  M.S., 
1969,  aeronautical  and  astronautical 
engineering,  University  of  Kansas;  M.A., 
Sloan  School  of  Management,  Massachu- 
setts Institute  of  Technology,  1983 

CURRENT  JOB  President  and  CEO, 

Boeing  Commercial  Airplanes 

%>  BIGGEST 

PROFESSIONAL 
ACHIEVEMENT 

Led  the  develop- 


Chicago  this  September. 

Plenty  of  people  believe  Mulally     ment  of  tne  advanced-technology  777  in  the 
is  well  prepared  for  the  job.  "It      ear|y  1990s— now  the  most  popular  twm- 


turing  snafus  and  reviving  the  groul 
morale.  He  started  by  focusing  on  l| 
numbers — handing  program  managl 
direct  responsibility  for  profit  and  11 
and  sharing  financial,  production,  il 
sales  information  among  them.  "Af 
has  taken  a  seriously  troubled  compq 
and  begun  to  significantly  improve 
says  Richard  J.  Glasebrook  II,  manag 
director  of  Oppenheimer  Capital,  wl 
owns  about  9  million  shares  of  Boeii 
Mulally  worked  his  charms 
the  unions,  too.  The  same  gr< 
of  engineers  who  picketed  his 
fice  last  year  during  a 
day  strike  cheered  him 
cently  as  he  urged  tl 
all   to   pull   together, 
think  he's  the  best  cha 
we've  got,"  says  Cha: 
Bofferding,  executive 
rector  of  the  Society 
Professional  Engineer 
Employees  in  Aerospa 
Now  Mulally  has  a  chanct 
distinguish  himself  in  a  way 
never  has  before.  But  develoj 
the  Sonic  Cruiser,  which  will 
just  below  the  sound  barrier 
cut  air  time  by  20%,  is  a 
endeavor.  And  with  Europe's 


takes  a  big  ego  to  run  a  large  com-  engine  jet  in  Its  Class  bus  Industrie  projected  to  de 

pany,"  says  Dick  Albrecht,  a  retired  PROMINENT  OFFICE  ART  A  5  ft   by  3  ft  more  Planes  than  Boeing  by 

Boeing  executive.  Indeed,  the  posi-  pnoto  of  Mu|aM    and  nis  five  children  posing  end  of  the  decade-thanks  in 

?on D°f,C\a™ ,     .nE0'  Ti  n  ,  next  to  a  gorilla  statue  at  the  San  Diego  Zoo  to  lts  new  Jumbo  Jet- the  ,A3; 

by  Philip  M.  Condit,  59,  is  Mulally  s  -■ -  a  wrong  move  could  cut  s 


to  lose  over  the  next  six  years. 
"ITVI  READY."  Mulally's  ascent  owes 
much  to  a  flat-out  determination  to 
succeed.  Even  as  a  young  boy,  he 
took  himself  very  seriously.  He 
would  sit  in  the  front  pew  at  church 
in  his  home  town  of  Lawrence,  Kan., 
all  the  better  to  study  how  the  rev- 
erend inspired  the  congregation.  When 
Mulally  was  a  teenager,  he  figured  Pres- 
ident John  F.  Kennedy's  call  to  send 
Americans  to  the  moon  was  a  message 
for  him.  "I  got  in  front  of  the  TV  and 
said,  'I'm  ready,'"  Mulally  recalls. 

He  wound  up  earning  aeronautical 
and  astronautical  engineering  degrees 
from  the  University  of  Kansas  in  1969. 
But  instead  of  heading  into  orbit,  Mu- 
lally took  his  place  among  the  lower 
ranks  of  Boeing's  15,000  engineers.  In 
the  three  decades  since,  he  has  worked 
on  every  Boeing  jetliner,  including  the 
defunct  Supersonic  Transport.  Mulally 
led  one  of  the  most  difficult  jet  devel- 
opment projects  of  the  1990s,  the  777, 
which  combined  advanced  control  tech- 
nologies and  a  twin-engine  design  to 
deliver  impressive  cost  efficiencies.  And 
in  the  1980s,  Mulally  took  charge  of  a 
successful  industrywide  effort  to  teach 


HOBBIES  Tennis — he  played  on  the  semi-pro 
circuit — and  golf;  flies  small  planes 

FAMILY  Married  to  Jane  "Nikki"  Connell;  three 
sons  and  two  daughters 


day,  Mulally  acknowledges  that  the  777 
cost  $6  billion  more  than  he  first  esti- 
mated, but  notes  that  the  investment 
in  various  manufacturing  technologies 
"has  paid  off  handsomely  for  Boeing." 

Former  colleagues  also  say  that  on 
occasion  Mulally  has  been  willing,  if  not 
eager,  to  promote  himself  at  the  ex- 
pense of  others.  In  particular,  they  talk 
about  how  he  somehow  avoided  taking 
any  blame  for  the  disastrous  manufac- 
turing problems  he  and  his  boss,  Ron 
Woodard,  faced  at  the  commercial  plane 
unit  in  the  mid-1990s.  It  was  clear  that 
Mulally,  then  executive  vice-president 
for  engineering,  was  working  "to  re- 
place Woodard,"  says  a  former  Boeing 
executive  who  knows  both  men.  Soon 
after,  Mulally  found  himself  in  the  de- 
fense and  space  division,  where  he  could 
safely  watch  as  Woodard  struggled.  In 
1998,  Mulally  took  over  Woodard's  job. 

Once  he  was  in  charge,  Mulally  con- 
centrated on  resolving  those  manuf'ac- 


Boeing's  leadership  in  com 
cial  aviation.  Experts,  inclu 
some   within   Boeing,   ques 
whether  it  even  makes  sens 
travel  close  to  the  speed  of  s 
citing  the  huge  amount  of 
that  is  required  to  get  through  u 
dictable  airflows.  "You  couldn't  pi 
worse  place  to  fly,"  says  Bob  Wit!  {.' 
ton,  Boeing's  former  vice-president  a 
supersonic  transport.  "Even  if  you  c 
do  it,  I'm  not  sure  why  you  would  a 
to.  The  time-saving  isn't  all  that  gr 
Mulally  says  the  16  airline  execui 
he  has  talked  to  believe  it  is.  "Il 
can  be  in  the  same  range  on  econo  d 
as  airplanes  today  and  offer  a  209? 
vantage  in  speed,  we've  got  a  h  | 
run,"  he  says  from  the  Paris  Air  S 
"People  will  pay  for  speed."  More 
his  crucial  work  on  Boeing's  777 
more  than  his  success  at  turning  ar 
the  company's  biggest  unit,  this 
he  says,  will  bring  him  what   In 
sires — "to  be  remembered  as  oi 
Boeing's  many  great  leaders."  Co 
ering  the  steep  challenges  that   B< 
faces,  Mulally's  soaring  ambition 
be  just  what  the  company  needs. 

By  Stanley  Holmes  in  Ai 
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No  matter  how 

the  fashions 

of  technology 

change,  we'll  be 

in  vogue. 

Advantest.  A  leader  in  semiconductor 
test  solutions  worldwide.  Wherever  the 
trends  of  technology  go  in  the  constant  shift 
toward  faster,  smaller,  smarter  semiconductors, 
Advantest  will  be  part  of  it.  From  concept  through 
production,  the  industry's  leading  innovators  rely  on  our 
automatic  test  equipment  to  validate  the  performance  and 
reliability  of  their  most  advanced  devices.  And  chip  designers 
know  we  keep  advancing  our  test  capabilities  to  assure  the 
integrity  of  their  latest  technologies.  Which  goes  to  say, 
if  you're  looking  for  a  trend  that's  here  to  stay,  look  to 
Advantest.  You  can  test.  Or  you  can  Advantest. 
www.advantest.com 
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MANAGEMENT 


JUST  DO . . . 
SOMETHING 


Nike's  insularity  and  foot-dragging  have  it  running  in  placdl 


10- 


In  the  spring  of  2000,  Nike's  presi- 
dent of  outdoor  products,  Gordon 
0.  McFadden,  was  on  a  mission. 
He  was  out  to  persuade  Nike's  top 
brass  that  they  should  buy  North 
Face  Inc.,  a  maker  of  popular  outdoor 
gear  and  clothing.  Nike  had  been  slow 
to  get  in  the  race  for  the  fast-growing 
hiking  market,  though  it  did  eventually 
manage  to  build  a  decent  business  in 
"all-conditions"  shoes  and  boots.  Buy- 
ing North  Face,  with  its  $240  million 
in  sales,  would  have  catapulted  Nike 
into  the  top  ranks  of 
outdoor-gear  makers. 
"It  would  have  doubled 
the  business  overnight 
and  made  Nike  the 
dominant  player,"  says 
McFadden. 

So  McFadden  spent 
months  courting  North 
Face  and  fiercely  lobby- 
ing for  the  purchase. 
But  in  the  end  he  got 
shot  down.  As  they  had 
many  times  before,  ceo 
Philip  H.  Knight  and  his  top  lieutenants 
concluded  that  the  company  would  be 
better  off  with  a  homegrown  business 
than  taking  on  the  hassles  of  integrating 
another  acquisition.  Says  McFadden, 
who  has  since  left  the  company  and  now 
works  at  an  apparel  company,  the  Gerry 
Group:  "The  decision  not  to  act 
stemmed  from  an  insecurity  of  moving 
outside  the  Nike  domain." 
HITTING  THE  WALL.  Such  go-it-alone 
thinking  seemed  to  serve  Nike  well 
back  in  the  mid-1990s,  when  revenues 
were  growing  30%  a  year.  But  sales 
have  been  stuck  at  about  $9  billion  for 
three  years  running,  and  Nike's  share  of 
the  U.S.  athletic-shoe  market  has 
slipped  from  48%  in  1997  to  42%  in 
2000.  Earnings,  which  hit  a  high  of  $796 
million  in  1997,  are  only  expected  to 
reach  $590  million  when  Nike  releases 
fiscal  2001  results  on  June  28,  up  from 


NIKE'S  GROWTH 
SLOWS  TO  A  CRAWL 
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million  last  year.  Nike's  stock  is 
also  in  the  doldrums,  trading  at  about 
$40  per  share,  well  below  its  52-week 
high  of  just  over  $60. 

The  problem?  Wall  Street  analysts, 
industry  rivals,  and  former  Nike  execu- 
tives say  the  company  is  in  serious  need 
of  fresh  blood  and  new  ideas.  They  be- 
lieve Nike's  insular  mind-set  is  a  major 
reason  for  its  current  troubles.  That  in- 
ward focus  has  driven  off  new  talent  the 
company  recruited  to  help  get  it  out  of 
its  rut,  caused  it  to  miss  major  shifts  in 
consumer  tastes,  and  re- 
sulted in  botched  or 
foregone  acquisitions 
that  could  have  boosted 
its  prospects.  Nike  needs 
to  revitalize  its  core  do- 
mestic footwear  busi- 
ness— about  30%  of  rev- 
enues— and  develop  new 
products  and  brands, 
critics  say.  Faye  I.  Lan- 
des,  an  analyst  at  San- 
ford C.  Bernstein  Co., 
says  that  Nike's  corpo- 
rate culture  will  make  that  hard  to  do. 
"The  feeling  is  'what  we  do  is  so  special, 
no  outsider  can  ever  understand  it,'" 
says  Landes.  "That's  flawed  thinking." 

Knight,  63,  declined  to  be  inter- 
viewed, as  did  other  top  company  ex- 
ecutives. In  a  statement,  Nike  spokes- 
woman Leslye  L.  Mundy  denies  any 
insularity  at  the  company,  pointing 
out  that  nearly  40%  of  its 
vice-presidents  have  been 
with  it  less  than  five 
years.  She  also  said 
that  outside  of  domestic- 
footwear,  sales  are  up  and 
that  Nike's  international 
business  grew  9%  over  the 
past  three  quarters. 

Yh    Knight's  siege  mentality 
seem  I    only    to    deepen    as    Nike 
struggles.  The  visionary  entrepre- 
neur who  started  the  company  by  sell- 


ing shoes  from  the  trunk  of  his  p 
has  always  done  things  his  own 
critics  be  damned.  Knight  pooh-pool 
charges  of  unfair  overseas  labor  pi 
tices  for  years  before  addressing  thel 
sue.  The  resulting  public-relations  d| 
age  has  yet  to  abate.  And  dissatis 
with  the  company's  progress  late 
year,  he  pushed  aside  trusted  aide  }t 
former  Nike  president  Thomas 
Clarke — only  to  take  the  pres- 
ident's title  himself.  In  March, 
the  mercurial  Knight  once 
again  realigned  Nike's  top 
management,  this  time  stack- 
ing the  corporate  suite  with  a 
number  of  20-year  company  veterl 
including  two  chief  operating  offi( 
as  head  of  the  Nike  brand.  Few 
comers  advanced  in  the  manager 
shuffle.  "This  was  a  decision  to  getl 
old  warriors  back  in  place,"  says  b([ 
member  John  E.  Jaqua. 

It's  not  that  Knight  hasn't  hired 
outsiders  for  top  posts.  In  the 
past  three  years  he   has 
brought  in  at  least  nine 
senior    execs    from 
the    likes    of   Mi- 
crosoft, PepsiCo, 
and    SBC 
Com- 
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ions.  But  many  ended  up  cutting 
■ir  tenures  short,  sometimes  after 

ting  heads  with  Knight  and  other 
»  Nike  managers.  In  the  past  two 
IIB,  Nike  has  lost  its  vice-president 
new  business  ventures,  chief  mar- 
,ing  officer,  and  McFadden,  as  well 
other  newcomers. 

Several  say  that  their  departures 
re  piirtly  prompted  by  an  inability  to 
tpt  to  the  company's  notoriously 
ht-knit  jock  mentality.  At  Nike,  the 
i  brass  sometimes  even  list  their 
•sonal  best  running  times  in  company 
I.  "People  joke  about  what's  going 

outside  the  Berm,"  says  former 
ief  Marketing  Officer  Ellen  Turner, 
erring  to  the  term  used  by  insiders 
describe  the  grassy  earthen  wall 
t  encircles  Nike's  campus  in  Beaver- 
.,  Ore.  "But  it's  no  joke." 
[urner,  who  was  lured  to  Nike  from 
iko's    Inc.   in    1999,   left  after  six 


months.  She  says  she  came  to  Nike  in- 
tent on  bringing  some  sophistication  to 
the  sales  and  marketing  departments, 
which  she  says  were  run  "like  a  $1  bil- 
lion company,  not  a  $9  billion  company." 
Turner  wanted  to  create  systems  that 
could  measure  the  effectiveness  of  ad- 
vertising and  bring  more  customer  fo- 
cus and  accountability  to  Nike's  prod- 
uct-design and  marketing  programs. 
But  her  efforts,  she  says,  "died  on  the 
vine."  Turner  says  that  three  weeks 
after  starting  her  job,  she  was  advised 
by  the  head  of  global  human  resources, 
Jeffrey  M.  Cava,  to  resist  making  bold 
changes  and  instead  "lay  low  and  keep 
your  head  down."  Cava,  who  left  Nike 
June  1,  says  he  does  not  recall  that 
talk.  And  Knight,  Turner  says,  urged 
her  to  "spend  a  lot  more  time  with 
old-timers  who  know  our  brand." 

In  fairness,  Nike  has  seen  some  suc- 
cess with  its  outside  hires  and  some  of 
its  new  products.  Analysts  give  high 
marks  to  cfo  Donald  W.  Blair,  a  for- 
mer PepsiCo  executive,  as  well  as  to 
newly  promoted  Americas  Vice- 
President  Mary  Kate  Buckley,  a 
Walt  Disney  Co.  veteran.  Mean- 
while, Nike's  colorful  slip-on 
Presto  and  $143-a-pair  Shox  lines 
have  done  well  in  recent  rollouts, 
as  have  the  reintroduced  classic 
Air  Jordans. 


But  Nike  underplayed  the  impor- 
tance of  the  shift  three  years  ago  from 
a  white-shoe,  athletic  look  to  a  more 
urban,  brown-shoe  trend — largely  be- 
cause of  its  long-held  insistence  on  per- 
formance at  the  expense  of  fashion. 
That  blunder  left  the  door  open  for 
competitors  such  as  New  Balance  Ath- 
letic Shoe  Inc.,  which  came  out  with  a 
line  of  shoes  that  fed  off  the  more  mut- 
ed, trail-look  trend.  Reebok  and  such 
upstarts  as  Andl  and  Skechers  also 
have  made  inroads  with  flashy,  well- 
priced  shoes  that  trend-setting  urban 
teenagers  covet. 

WRONG  DIRECTION.  Most  glaringly, 
Nike  has  neglected  the  crucial  "kill 
zone,"  the  $60-to-$90-a-pair  sneaker 
segment  that  analysts  say  makes  up 
most  domestic  sales — and  50%  to  60% 
of  Nike's  U.S.  shoe  sales.  "They  put 
too  much  emphasis  on  new  technolo- 
gies like  Shox  and  lost  market  share  in 
the  midpriced  arena,"  says  Shawn 
Neville,  president  and  ceo  of  Irving 
(Tex.)-based  retailer  Footaction  USA. 
The  result:  a  15%  drop  in  U.S. 
footwear  sales  for  Nike's  most  recent 
quarter,  while  No.  2  shoemaker  Reebok 
International  Ltd.  saw  a  3.4%  uptick. 
Privately  held  New  Balance  expects 
25%  growth  in  2001,  while  analysts  are 
forecasting  that  Nike's  domestic  foot- 
wear business  will  drop  6%. 


Many    observers 

KNIGHTS  CHANGING  GUARD  blame  those  screwups 

c          ,  ,       .,.,               ..        ,         ,  _  on  the  Berm  mentality. 

Several  key  Nike  executives  have  left  They  attribute  Nike's 

over  the  past  two  years:  i0Usy  record  with  ac- 

^  Ellen  Turner,  vice-president  and  chief  quisitions  to  the  same 

marketing  officer,  who  was  previously 

chief  marketing  officer  at  Kinko's  Inc. 


•""Gordon  McFadden,  president  of  Nike 
All  Conditions  Gear,  who  was  previously 
president  of  U.S.  operations  at  Helly- 
Hanson  Inc.  (North  America) 

**"  Gary  De  Bay,  vice-president  of  new 
business  ventures,  who  had  been 
president  and  chief  marketing  officer  at 
Explor  LLC,  an  e-commerce  venture  firm 


mind-set.  By  passing 
on  the  chance  to  ac- 
quire bankrupt  rival 
Converse  Inc.,  analysts 
say  the  company  lost  a 
shot  at  penetrating 
low-end  department 
stores  with  a  well- 
known,  less-expensive 
brand.  When  it  has 
completed  deals,  Nike 
has  had  trouble  inte- 
grating the  new  com- 
panies. After  buying  hockey-equipment 
maker  Bauer  Sports  Inc.,  Nike  insisted 
on  putting  out  its  own  Nike  brand  of 
skates — thus  cannibalizing  the  brand  it 
had  just  bought.  "At  some  point,  they 
have  to  go  outside  the  brand  to  grow 
the  business,"  says  John  Horan,  pub- 
lisher of  trade  magazine  Sporting  Goods 
Intelligence. 

The  company  says  Knight  will  soon 
unveil  detailed  plans  to  boost  Nike's 
anemic  growth.  With  his  competitors 
gaining,  it  might  be  time  for  Knight  to 
start  thinking  outside  the  Berm. 

By  Douglas  Robaon 
in  San  Mateo,  Calif. 
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Government 


THE  VICE-PRESIDENCY 


TOO  MUCH 
STRAIGHT  SHOOTING? 

Dick  Cheney's  candor  is  refreshing,  but . . . 


On  June  12,  the  man  conservatives 
fondly  call  George  W.  Bush's  "right 
lobe"  tried  his  hand  at  a  little  out- 
reach. At  a  meeting  with  members  of 
California's  House  delegation,  Vice-Pres- 
ident Dick  Cheney's  hang-tough  ap- 
proach to  the  state's  energy  woes  drew 
approving  nods  from  Republicans. 
Democrats,  however,  were  livid  over 
Cheney's  scorn  for  tight  caps  on  whole- 
sale electricity  prices.  When  Democrat 
Anna  Eshoo  interrupted  the  Veep  to 
press  for  other  forms  of  assistance,  she 
drew  a  tart  response.  "He  said,  'You're 
being  rude,'"  says  Eshoo. 

It  was  just  another  touchy  public-re- 
lations moment  for  Cheney,  who  has  el- 
evated "eat  your  peas"  bluntness  to  an 
art  form.  Initially,  his  experience  and 
gravitas  lent  his  young  boss  a  needed 
air  of  stability.  And  the  breadth  of  his 
involvement  in  the  Administration's  first 
100  days — from  shaping  Team  Bush  to 
playing  flak-catcher  on  the  Sunday 
morning  talk  shows — had  friend  and  foe 
alike  fearful  about  his  health.  But  now 


that  Cheney  is  leaving  his  imprint  on 
policy,  his  get-over-it  attitude  may  turn 
out  to  be  too  much  even  for  a  Washing- 
ton still  recovering  from  the  misty-eyed, 
"I-feel-your-pain"  Clinton  style. 

From  the  day  Bush  tapped  the  ex- 
Defense  Secretary  and  Halliburton  Co. 
exec  as  his  powerful  No.  2,  Cheney's 
conservative  record  has  made  him  a 
darling  of  the  GOP  Right.  He  hasn't  dis- 
appointed. Cheney  designed  the  Ad- 
ministration's controversial  energy  plan, 
helped  convince  Bush  that  global  warm- 
ing needs  a  lot  more  scientific  study, 
and  pushed  for  a  tough,  Reaganesque 
foreign  policy. 

However,  with  Bush's  poll  numbers 
slipping,  the  Senate  suddenly  in  Democ- 
ratic hands,  and  the  White  House  under 
pressure  to  be  more  centrist,  Cheney  is 
taking  heat.  "At  first,  Cheney  seemed 
more  like  a  19th  century  prime  minister, 
like  a  Bismarck  or  Talleyrand,"  says 
Rutgers  University  political  scientist 
Ross  K.  Baker.  "He  is  still  a  plus 
for  Bush.  But  now  the  issue  becomes: 


Is  Bush  getting  the  right  advicS 
If  recent  polls  are  any  indicatM 
that's  an  open  question.  The  Preside!- 
approval  rating  is  off  about  10  po» 
from  its  peak  of  64%  after  the  spy  plT 
incident  in  China,  and  his  standing  vj 
independents  has  eroded.  By  a 
margin,  Americans  disapprove  of  Bv 
handling  of  the  energy  crunch  and 
him  low  marks  for  sensitivity  to  e\ 
ronmental  issues.  Many  think  that 
eney,  a  former  oilman  like  his  boss, 
given  conservation  short  shrift. 

"I  don't  think  Dick  Cheney  shouk 
the  spokesman  on  environmental  issi; 
says  Representative  Christopher  SI 
(R-Conn.).  Adds  James  A.  Thurber 
American  University  political  scien 
"Cheney  is  well-liked  and  a  good  n 
ager.  But  he's  far  more  conserva 
than  most  Americans.  He's  from  th< 
business,  and  it  shows." 
"HEAVY  LIFTING."  The  Vice-Preside 
defenders  respond  that  his  fondness 
plain  speaking  should  be  applaude 
particularly  as  an  antidote  to  Clin 
ian  slipperiness.  "Cheney  tells  it  lik 
sees  it,"  says  White  House  Chief  of  ! 
Andrew  H.  Card  Jr.  "The  President 
preciates  his  candor."  Notes  gop  cor 
tant  David  Carney:  "On  energy,  Ch< 
laid  down  a  marker  for  whatever  pis 
ultimately  adopted.  He  told  the  t: 
when  he  said,  'Folks,  windmills 
solve  this  problem.'"  Adds  Cheney 
litical  adviser  Mary  Matalin:  "Firsf 
was  the  co-President,  now  he's 
Brownout.  The  fact  is,  he's  neithe 
those  things — though  he  is  doing  a  l(j 
heavy  lifting  for  George  W  Bush." 


A  TALK  WITH  THE  VICE-PRESIDENT 


The  Administration's  energy  plan  is  in 
trouble.  The  Senate  has  gone  Democrat- 
ic. And  Bush's  tough  foreign-policy 
stance  is  drawing  fire  from  U.  S.  allies. 
In  a  June  20  interview  with  Washing- 
ton Bureau  Chief  Lee  Walczak  and 
White  House  Correspondent  Richard  S. 
Dunham,  Vice-President  Dick  Cheney 
was  stoic  in  the  face  of  rising  storms: 

Democrats  claim  your  new  national  ener- 
gy plan  short-changes  conservation. 

The  fact  is,  there  are  more  recom- 
mendations in  there  dealing  with 
conservation  and  renewables . . .  than 
increased  supply.  Nearly  all  of  the 
financial  incentives  focus  on  renewable 
sources  of  energy,  as  well  as  on 
conservation. 


You're  considered  Mr.  Free  Market  when 
it  comes  to  energy.  So  how  do  you  ex- 
plain the  Federal  Energy  Regulatory  Com- 
mission's ruling  to  impose  loose  price 
controls  on  California? 

ferc  is  an  independent  agency —  I 
suppose  if  there's  a  silver  lining  in  this, 
it's  that  it  forecloses  the  possibility  of 
[more  onerous]  schemes. 

Last  year,  you  were  among  the  first  na- 
tional politicians  to  talk  about  the  eco- 
nomic slump.  Would  you  care  to  predict 
that  recovery  is  at  hand? 

My  statements  were  accurate  last  No- 
vember-December that  the  evidence  [of 
a  slump  |  was  starting  to  accumulate.  I 
think  we've  come  very  close  to  a  reces- 
sion— I  don't  know  what  the  second  quar- 


ter is  going  to  close  out  at.  Tfo 
that  the  President  put  through 
the  credit  for  either  avoiding  a 
this  year  or  minimizing  its  imp 

Conservatives  were  distressed  w 
President  Bush  said  he  looked 
soul  of  Russian  President  Putin 
a  kindred  spirit. 

I  don't  think  that's  exactly  j 
said.  Somebody  he  could  do  bi 
with,  yes — that's  a  fair  and  ac 

statement It  doesn't  mean 

ignore  the  old  Reagan  axiom  < 
but  verify." 

Why  did  you  meet  with  Microscl 
Steve  Ballmer  at  a  time  when  ,  I 
is  near  on  that  company's  antit  s 
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That  may  be  an  understatement, 
eney  helps  Bush  lobby  the  Hill,  with 
»articular  focus  on  the  narrowly  di- 
ed Senate.  He  is  a  major  player  on 
■e  modernization  and  foreign  poli- 
He,  rather  than  Energy 
Bfetary  Spencer  Abra- 


ham, has  been  handed  the  job  of  giving 
the  country  a  road  map  out  of  the  en- 
ergy crunch.  He  directs  a  high-level 
counterterrorism  task  force.  And  sev- 
eral days  a  week,  he  hits  the  road  on 
behalf  of  gop  congressional  candi- 
dates.  Says  one  gop  official: 


hink  we've  come  very  close  to  a 
ssion-I  don't  know  what  the  second 
ter  is  going  to  close  out  at  J  J 


"Preventing  a  gop  disaster  in  2002  is  a 
big  part  of  the  job." 

What  about  all  the  criticism  Cheney 
is  drawing  for  being  so  doctrinaire? 
Many  conservatives  consider  the  attacks 
an  indication  of  his  effectiveness  as  a 
lightning  rod  for  Bush.  "Cheney  can 
schmooze  with  the  best  of  them,  but 
that's  not  his  job,"  notes  consultant  Car- 
ney. "He  has  to  deliver  the  Republican 
base  so  Bush  can  go  after  the  indepen- 
dent swing  voters." 

NEW  TACK.  No  pol  likes  to  be  a  pin- 
cushion, not  even  a  flinty  character 
like  Dick  Cheney.  So  he's  trying  to 
mount  a  charm  offensive  to  disarm 
.  critics.  At  a  recent  meeting,  for  in- 
stance,   his    chief  of  staff,    Lewis 
"Scooter"  Libby,  promised  enviro 
leaders  more  access. 

Still,  predicts  Brookings  Institu- 
tion scholar  Paul  C.  Light,  Cheney's 
combative  approach  may  relegate 
him  from  minister  without  portfo- 
lio to  a  more  conventional  role  as  a 
sometime  adviser  and  full-time  po- 
litical cheerleader.  "Over  time,  he 
becomes  less  and  less  of  a  benefit 
for  the  Administration,"  Light  says. 
"In  part,  this  is  because  Bush's  Tex- 
ans  will  assume  more  power;  in 
part,  it's  because  you  inevitably  get 
criticism  when  you  take  on  line  as- 
signments." The  result,  he  reckons, 
could  be  a  Cheney  confined  to  the 
familiar  Veep's  role:  traveling  to  fu- 
nerals of  foreign  dignitaries,  firing 
up  the  faithful  at  Lincoln  Day  din- 
ners, and  oh,  yes — drawing  lots  of 
political  flak. 

By  Lee  Walczak,  with  Richard  S. 
Dunham,  Lorraine  Woellert,  and 
Laura  Cohn,  in  Washington 


and  corporations  that  have  busi- 
ness before  the  government. 

Does  Democratic  control  of  the 
Senate  mean  curtains  for  the  Presi- 
dent's agenda?  Can  you  operate  in 
this  environment? 

Oh,  I  think  so. . . .  But  Democrats 
have  a  choice:  They  can  either  cooperate 
with  a  President,  who  has  made  it  clear 
he  is  willing  to  work  with  them  on  the 
important  issues  of  the  day,  as  he  has  on 
education,  or  they  can  be  obstructionists. 
In  either  case,  the  voters  ultimately  will 
decide  in  the  next  election,  and  if  [De- 
mocrats] have  been  obstructionists, 
they'll  pay  a  price. 


the  sort  of  thing  that  got  the 
is  in  trouble? 

me  19]  when  Steve  Ballmer 
he  had  a  range  of  issues  that 
ad  to  talk  about.  I  had  a  lawyer 


present.  We  made  it  clear  in  advance 
that  we  didn't  want  to  talk  about  the 
antitrust  case.  I  don't  think  that  you 
can  foreclose  all  relationships  or  com- 
munications between  the  government 
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For  the  complete  interview 

with  Vice-President  Cheney,  go  to  the  July  2 

issue  online  at  www.businessweek.com. 
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hp  super-scalable  servers 


What  they  do:  They  give  you  virtually  unlimited 
server  capacity  by  combining  instant  capacity  on 
demand,  mc/serviceguard  and  virtual  partitions. 


How  it  helps:  Now  you  can  have  instant  access 
to  as  much  server  capacity  as  you  need,  when- 
ever you  need  it. 


How  you'd  describe  it  to  a  car 
salesman:  It's  like  a  compact  car 
that  seats  a  soccer  team,  turns 
into  a  top-fuel  dragster  when 
you're  in  a  hurry  and  never  runs 
out  of  gas. 


[VI 


hp  infrastructure  solutions  for  an  always-on  business:  www  hp.com/go/scalobleservers-us  invent 


Environment 


HAZARDOUS  WASTE 


A  DEADLY  LEGACY 

OF  POISONS  FROM  THE  PAST 

Gas  waste  from  the  19th  century  is  haunting  communities  all  across  America 

Barrie  Park  is  the  kind  of  neigh- 
borhood you  want  to  raise  your 
kids  in.  Located  just  outside 
Chicago  in  Oak  Park,  111. — home 
to  Ernest  Hemingway  and  Frank  Lloyd 
Wright — the  schools  are  good  and  the 
neighbors  friendly.  The  park  itself,  sur- 
rounded by  about  three  dozen  houses,  is 
a  gem,  with  two  baseball  diamonds  and 
a  sledding  hill.  But  it  has  been  more 
than  two  years  since  anybody  has 
played  here.  Fenced  off,  padlocked,  and 
festooned  with  warning  signs,  the  lush 
green  landscape  hides  a  dark  secret:  a 
toxic  stew  of  coal  tars  left  behind  by  a 
manufactured-gas  plant  that  was  closed 
more  than  70  years  ago.  It  will  cost  the 
local  power  company  $50  million  to  clean 
it  up.  And  if  all  goes  well,  residents 
will  never  get  sick  from  the  poisons  in 
their  midst. 

Before  the  discovery  of  large  deposits 
of  natural  gas  in  the  1950s,  gas  was  cre- 
ated by  burning  coal,  coke,  or  oil.  The 
first  manufactured-gas  plant  (mgp)  in  the 
U.S.  was  built  in  Baltimore  in  1816  to 
provide  street  and  residential  lighting. 
By  the  time  of  the  Civil  War,  there  were 
thousands  of  such  plants  located  in 
towns  and  on  factory  sites  because  the 
gas  couldn't  be  piped  over  long  dis- 
tances. But  50  years  ago,  the  availability 
of  cheaper,  cleaner  natural  gas  put  most 
MGPs  out  of  business.  Many,  like  the  one 
in  Barrie  Park,  were  simply  bulldozed 
and  built  over,  with  tanks  of  tar  and 
other  contaminants  left  in  place. 
CLEANUP  BILL.  Today,  poisons  that  have 
been  hidden  under  the  surface  for 
decades  are  triggering  costly  and  some- 
times complicated  cleanups  at  hundreds 
of  sites  scattered  from  coast  to  coast. 
People  too  young  to  remember  the  plants 
themselves  are  saddled  with  a  legacy  of 
pollution  that  includes  volatile  organic 
compounds  (vocs),  polynuclear  aromatic- 
hydrocarbons  (pahs),  sulfur,  and  metals 
bequeathed  by  a  technology  that  was 
cutting-edge  in  their  grandparents'  time. 

The  tars  and  toxins  generated  by 
manufactured  gas  are  the  19th  century 
equivalent  of  nuclear  waste.  And  while 


not  radioactive,  chemicals  such  as  ben- 
zene and  many  of  the  500  to  3,000  com- 
pounds typically  found  in  coal  tars  are 
known  carcinogens.  "These  tars  have 
lives  that  are  measured  in  geologic  time. 
They  never  go  away,"  says  geological 
engineer  and  M(;p  industry  expert  Allen 
W.  Hatheway.  The  nationwide  cleanup 
bill  is  estimated  in  the  billions  of  dol- 
lars— the  brunt  of  it  born  by  utilities 
such  as  A<;l  Resources  Inc.,  which  faces 


a  $180  million  cleanup  bill  for  a  ( 
sites  in  Florida  and  Georgia.  And 
there  was  nothing  accidental  in  th 
ation  of  these  wastes,  insurers 
refuse  to  cover  the  costs. 
On  the  bright  side,  tars  tha 

buried    underground    generally 
move  much.  In  feet,  some  utilities 
that  they  are  not  much  different 
the  tars  on  roads  and  roofs.  Hut  u 
ground,   they   can    leach    into    u< 


I 
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?rs  and  lakes.  Buried  mounds  of  iron 
■  and  wood  chips  that  were  used  to 
;r  sulfur,  cyanide,  and  other  contam- 
nts  from  the  gas  present  another 
eat.  These  so-called  "purifier"  wastes 

turn  water  into  sulfuric  acid — and 

even  release  cyanide  gas. 
The  dangers  presented  by  mgp 
Jtes,  in  at  least  one  regard,  are  more 
fhtening  than  nuclear  stockpiles: 
•nt  fuel  from  the  nation's  103  working 
ctors  is  carefully  monitored.  But  with 
»,  not  even  the  utilities  that  now  own 
ri  of  the  larger  toxic  sites — the  result 

buying     up     small     local     power 
viders — know  where  all  of  the  poi- 
s  lie.  Estimates  for  the  number  of 
ity   sites   range   from 
)0  to  5,000.  Add  the 
aller    installations    at 

ories,  military  posts, 

rail  yards,  and  the  to- 

clim'bs  to  30,000  or 
"e.  Environmental  Pro- 
:ion  Agency  programs 
lyst  James  Cummings, 
pecialist  in  mgp  reme- 
tion,  believes  80%  of 

utility  sites  have  been 
atified.  But  only  20% 
the  others  have  been 
nd.  At  this  point,  he 
s,  "they've  hardly  begun  to  look." 
BORATE.  Barrie  Park  presents  a  mi- 
:osm  of  the  woes  of  mgp  remedia- 
I  Here,  Commonwealth  Edison  Co. 
I  NICOR  Inc. — which  at  one  point 
•e  a  single  company — are  gearing  up 
one  of  the  most  elaborate  cleanups 
late.  It  will  begin  with  the  creation 
t  10-foot-high  fence  that  will  wall  the 
!  off  from  the  densely  populated 
'?hborhood.  Then,  to  prevent  chemi- 
i  from  blowing  through  the  town,  a 
at  portable  "sprung  structure" — a 
i  of  tent  with  its  own  air-filtration 
tern — will  be  spread  over  each  sec- 
i  of  the  park  as  it  is  dug  up.  A  50- 
I  crane  will  transfer  carefully 
tpped  dirt  into  railroad  cars  waiting 
a  specially  built  spur  line  to  haul  it 

'he  bulk  of  the  work  will  be  done 
vinter,  says  Mary  O'Toole,  director  of 
ironmental  services  for  ComEd,  be- 
se  cold  air  helps  contain  the  smells  of 
itile  chemicals  such  as  naphthalene, 
told,  the  cleanup  will  take  about  18 
Iths,  during  which  time  ComEd  has 
■red  to  relocate  families.  About  half 
neighborhood  has  expressed  interest. 
>o  far,  Barrie  Park  residents  have 
n  lucky.  Soil  samples  from  12  inches 
15  feet  deep  have  revealed  a  witch's 
w  of  coal  tar,  but  air  monitoring  has 
led  up  no  signs  that  the  toxins  have 
ie  to  the  surface.  So  why  dig  it  up  at 
It's  a  business  issue  for  us,"  says 
Tie  Park  district  commissioner  David 


Gullo.  As  the  owner  of  a  toxic  property, 
the  agency  would  always  have  the 
threat  of  lawsuits  hanging  over  it.  And 
any  construction  work,  from  a  home  ad- 
dition to  an  emergency  sewer  excava- 
tion, would  run  the  risk  of  striking  a 
vein  of  noxious  goo.  In  the  background 
is  the  specter  of  Love  Canal,  the  up- 
state New  York  town  where  urban 
sprawl  on  a  former  chemical  dump 
cracked  the  landfill's  cap.  The  lethal 
brew  that  leaked  out  triggered  a  public 
health  crisis  and  led  to  the  creation  of 
the  EPA's  Superfund  laws. 

In  other  words,  inaction  can  be  a  dan- 
gerous choice.  To  date,  14  mgps  across 
the  country  have  landed  on  the  EPA's 


cording  to  Hatheway — a  retired  profes- 
sor of  geological  engineering  at  the  Uni- 
versity of  Missouri  who  consults  on  MGP 
remediation — even  chemicals  in  MGP 
wastes  that  are  harmless  by  themselves 
can  create  deadly  new  threats  in  com- 
bination. New  York  nature  lovers  should 
take  note.  For  years,  kayakers  and  ca- 
noeists along  the  Hudson  River  near 
the  old  industrial  town  of  Newburgh, 
60  miles  north  of  New  York  City,  won- 
dered about  the  oily  stuff  that  occa- 
sionally coated  their  oars.  In  1994,  con- 
struction workers  at  a  riverfront  sewage 
treatment  plant  found  tar  during  an  ex- 
cavation. It  was  traced  to  mgp  waste 
from  a  plant  owned  by  ch  Energy 
Group  Inc.  As  it  turned 
NEWBURGH  out,  the  tar  had  been 
PLANT:  leaching  downhill  into  the 

Buried  coal    river  for  decades. 
tar  leaches         The  town  of  Newburgh 
into  the  sued  and  won  a  $20  mil- 

Hudson  lion  judgment  against  the 

utility  in  1998  but  settled 

out  of  court  in  order  to  speed  the 
cleanup.  Three  years  later,  the  tar  con- 
tinues to  flow  while  the  debate  goes  on 
about  how  best  to  stop  it.  ch  Energy 
proposes  a  $5.5  million  remediation,  re- 
placing the  top  two  feet  of  riverbottom 
and  capping  it  with  a  geotextile  mat. 


WHERE  THE  TOXINS  ARE  RURIED: 

Residues  from  manufactured  gas  lie  in  thousands 
,  of  sites  across  the  U.S.  (red  dots).  While 
many  are  in  the  Northeast,  they  are 
spread  across  the  country.. 


i 


EP3r 


*« .  •  v . 


National  Priorities  List.  But  that  num- 
ber understates  the  seriousness  of  the 
problem,  says  Hatheway.  Under  a  law 
known  as  the  Resources  Conservation  & 
Recovery  Act  (rcra),  the  only  com- 
pound in  mgp  waste  that  automatically 
triggers  a  hazardous-waste  cleanup  is 
benzene.  The  Superfund  assessment 
takes  a  more  comprehensive  approach. 
But  even  the  Superfund  framework 
recognizes  only  a  handful  of  the  chemi- 
cals in  coal  tars  as  priority  pollutants. 

This  is  a  big  problem,  say  many  en- 
vironmentalists and  toxicologists.  Ac- 


MASSACHUSETTS 


PENNSYLVANIA 
138 


Data:  1984  study  by 
Radian  Corp.,  updated 
in  1996  by  GEI 
Consultants  Inc. 


But  Newburgh  officials  and  New  York's 
Dept  of  Environmental  Conservation 
worry  that  deeper  contamination  could 
seep  around  the  cap.  Like  the  residents 
of  Barrie  Park,  they  want  a  more  thor- 
ough, and  expensive,  cleanup. 

Trouble  is,  remediation  itself  can 
bring  long-buried  poisons  to  the  sur- 
face— sometimes  with  tragic  effects.  In 
1987,  at  the  beginning  of  a  two-year 
dispute  with  the  Illinois  EPA  over  the 
need  for  further  work  at  a  site  in  Tay- 
lorville,  Central  Illinois  Power  Supply 
Co.  (now  Amerencips)  covered  a  10- 
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foot-deep  hole  with  sheets  of  plywood 
and  styrofoam.  Storms  and  flooding 
ripped  the  cap  apart.  Then,  in  1989,  ba- 
bies began  getting  sick.  Within  three 
years,  four  children  in  a  town  of  12,000 
had  been  diagnosed  with  neuroblastoma, 
a  cancer  that  usually  strikes  just  nine  in 
a  million.  Could  airborne  toxins  from 
the  mgp  site  have  played  a  role?  A  jury 
thought  so,  awarding  the  families  of 
the  children  $3.2  million  in  1998.  The 
case  is  now  in  its  second  round  of  ap- 
peals before  the  Illinois  Supreme  Court. 

Some  toxicologists  such  as  Larry 
Goldstein,  who  researches  MGP  wastes  at 
epri,  a  Palo  Alto  (Calif.)  based  energy 
research  group,  have  begun  to  study 
tar  itself — not  just  the  individual  com- 
ponents— as  a  kind  of  "supercompound." 
Like  cigarette  smoke,  whose  pernicious 
effects  have  been 
well  documented,  it's 
a  complex  sub- 
stance. "Tar  is  one 
of  the  most  potent 
combinations  of  car- 
cinogens known,  and 
it  just  sat  there 
next  to  a  play- 
ground," says  Dr. 
Shira  Kramer,  an 
epidemiologist  and 
expert  on  neuroblas- 
toma risk  factors 
who  testified  for  the 
plaintiffs.  Stand 
where  this  site  is, 
she  says,  "and 
you're  within  spit- 
ting distance  of  the  swings."  Using  the 
state's  cancer  registry  and  a  series  of 
statistical  tests  to  quantify  the  incidence 
rate,  Kramer  determined  that  Tay- 
lorville  had  experienced  a  "16-fold  ex- 
cess risk  of  childhood  neuroblastoma." 
The  odds  of  this  being  a  random  event, 
she  says,  are  1  in  50,000. 
OTHER  CULPRITS?  In  its  brief  to  the 
court,  AmerenciPS  notes  that  the  cause 
of  neuroblastoma  is  unknown.  The  util- 
ity also  points  out  that  air  monitoring 
during  remediation  was  at  levels  ac- 
ceptable to  the  Illinois  epa.  The  com- 
pany contends  that  other  carcinogens, 
bearing  no  relation  to  the  MGP,  were 
the  likely  culprits.  Among  the  suspects 
it  named:  "sex  hormones"  ingested  by 
three  of  the  four  mothers  prior  to  preg- 
nancy, hair  dyes,  and  exposure  to 
chlordane — a  known  carcinogen — in  a 
nearby  lake. 

Toxic  tars  are  only  one  facet  of  the 
mgp  mess.  Wood  chips  and  iron  filings 
that  were  used  to  remove  sulfur  and 
cyanide  from  manufactured  gas  were 
dumped — often  illegally — in  wetlands 


as  "fill."  The  sulfur-soaked  chips  can 
turn  water  acidic.  And,  given  the  right 
combination  of  moisture  and  light,  sta- 
ble forms  of  cyanide  can  be  released 
as  gas.  In  1992,  workers  at  a  factory 
near  a  Wisconsin  Electric  Power  Co. 
(wepco)  power-line  easement  in  West 
Allis  noticed  an  oily  sheen  on  a  small 
creek  and  a  rancid  odor  in  the  air.  The 
state  Natural  Resources  Dept.  traced 
the  source  to  a  pool  of  bright  blue 
standing  water  so  corrosive  it  had 
turned  an  eight-inch  chunk  of  con- 
crete into  jelly.  The  water  also 
tested  for  140  parts  per  million  of 
cyanide — well  above  EPA  stan- 
dards of  acceptability  for  human 
safety.  In  addition,  contamination 
was  found  on  city-owned  property 
a  few  miles  up  the  easement. 


WHO'S  HOLDING  THE  BAG  ON  CLEANUP 


not  make  or  break — unless  they 
12  sites  just  like  it,"  says  UBS  V 
burg  analyst  Barry  M.  Abramson 
any  case,  several  public-utility  com 
sions  have  approved  rate  hikes  that 
the  burden  onto  consumers.  But  s 
question  whether  that  erodes  the 


AGL  RESOURCES 

This  utility  faces  a 
projected  tab  of  $186 
million  for  12  sites  in 
Florida  and  Georgia. 


GASWORKS  PARK 

Seattle's  landmark 
park  is  set  to  reopen 
on  June  30  after  a  $3 
million  cleanup. 


NiAGRA  MOHAWK 

The  New  York  utility  is 
at  least  partly  responsi- 
ble for  55  sites,  includ- 
ing a  Superfund  site  at 
Saratoga  Springs,  N.Y. 


XCEL  ENERGY 

Don't  swim  in  Lake 
Superior  off  Ashland, 
Wi.  Tar — likely  from  a 
former  MGP — leaches 
into  the  lake. 


WISCONSIN 
ELECTRIC  POWER 

Fined  $104.5  million 
by  a  jury  for  a  cleanup. 


BLUE  POISON: 

Sulfur-drench 
wood  chips  lac 
with  cyanide 


CONSOLIDATED 
EDISON 

New  York  authorities 
say  MGP  tar  spews  at 
low  tide  into  the 
Hudson  River. 


A  small  pile  of  oily  blue  purifier 
waste  near  the  water  turned  out  to  be 
the  tip  of  a  26,000-ton  disaster  that  cost 
$2.5  million  to  clean  up.  Yet  wepco  de- 
nied ownership  of  the  chips  and  refused 
to  help  pay  for  it.  So  the  City  of  West 
Allis  and  factory  owner  Giddings  & 
Lewis  Inc.  sued.  In  December,  2000,  a 
jury  found  WEPCO  guilty,  assessing  $4.5 
million  to  cover  cleanup  costs  and  di- 
minished property  values — and  $100  mil- 
lion more  in  punitive  damages.  The  case 
is  in  appeal. 

As  a  rule,  cleanup  costs  range  from 
$3  million  to  $5  million  per  site.  But 
they  can  run  much  higher.  An  estimated 
$24  million  will  be  required  to  remediate 
a  Consolidated  Edison  Inc.  site  in  Tar- 
rytown,  N.Y.  And  Syracuse-based  Nia- 
gra  Mohawk  Power  is  at  least  partly 
responsible  for  a  staggering  55  sites, 
including  one  in  Utica,  N.Y.,  that  may 
cost  up  to  $86  million  to  clean. 

Utilities  industry  analysts  say  there's 
no  reason  for  investors  to  bolt  from  the 
sector — at  least  not  yet,  "The  $100  mil- 
lion WEPCO  judgment  is  a  lot,  but  this  is 


ties'  competitivi 
in  an  increas 
deregulated  ele 
ity  market, 

Meanwhile,  i 
ance  companie 
fighting  mgp  cl 
citing  19th  ce 
laws  against  dumping.  "People  ] 
that  the  waste  products  of  man 
tured    gas    were    a    problem," 
Mitchell  L.  Lathrop,  an  attorney 
Luce,  Forward,  Hamilton  &  Sci  d 
Recently,  he  represented  an  insu  i( 
company  that  successfully  fougl  d 
Consolidated  Edison's  claim  on  the  U 
rytown  site.  The  utility  has  appea  ti 
Perhaps  mgp  operators  failed  to   aj 
the  magnitude  of  their  mistake   ( 
maybe  they  just  knew  they  wouldr  li 
caught.  Either  way,  they  left  ber<l 
mess  for  future  generations.  At  1   i 


Park,  a  playground  once  filled 
laughing  children  has  become  a  s; 
of  technology's  dark  side.  And  the 
is  bittersweet  as  longtime  resident 
lobbied  hard  for  a  thorough  cleanu 
pare  to  leave  their  homes  for  the 
year  and  a  half.  Their  focus  is  on  t 
ture.  "When  this  is  all  over,"  say; 
dent  Robert  Baren,  "this  is  going  t 
great  neighborhood."  Por  hum 
other  towns,  the  lengthy  strugg 
remediation  is  just  beginning 

By  Janet  Ginsburg  in  Ci  d 
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Want  to  give  your  business  a  competitive  advantage?  Move  to  a  bigger  office. 


access        The  Sprint  PCS  Wireless  WebSM  for  Business  gives  your  employees  a  fast,  secure  connection 
ompany  network 

to  your  company's  network,  even  when  they're  out  of  the  office.  With  their  wireless  Internet- 
hedule  meetings 

update  calendar 


send  corporate 
e-mail 


ready  Sprint  PCS  Phone!"  they  can  submit  reports,  check  inventory,  place  orders,  send  and  receive 
e-mail  -  all  in  real  time.  Plus,  they'll  enjoy  crystal-clear  calls,  thanks  to  the  only  all-digital,  all-PCS 
nationwide  network  serving  more  than  300  major  metropolitan  areas  and  all  major  airports. 

To  start  making  your  business  more  productive,  call  1-888-214-1559  or  visit  sprintpcs.com. 


Sprint 


The  Sprint  PCS  Clear  Wireless  Workplace;  Because  business  can't  wait 


Sprint  PCS 


Sprint  PCS  Wireless  Web  Browser  is  not  available  while  roaming  off  the  Sprint  PCS  Network.  Subject  to  credit  approval.  Sprint  PCS  Wireless  Web  service  may  not  be 
lediately  available  in  select  affiliate  markets.  Terms  and  restrictions  for  Sprint  PCS  Wireless  Web  services  are  available  in  the  Wireless  Web  brochure.  Copyright  ©2001  Sprint 
ctrum  LP.  All  rights  reserved.  Sprint,  Sprint  PCS,  Sprint  PCS  Wireless  Web,  Sprint  PCS  Phone  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  P 


WHERE  SHOULD 

Don't  expect  double  digits,  but 
savvy  buying  now  could  yield 
modest  gains  by  September 

BY  MIKE  McNAMEE 
AND  MARCIA  VICKERS 

Where  should  your  money  be  in 
mid-2001 — in  the  market  or 
under  the  mattress?  Fifteen 
months  after  Wall  Street's 
peak,  investors  are  strug- 
gling with  that  choice.  Bat- 
tered by  the  20%  drop  in 
the  Standard  &  Poor's  500-stock  in- 
dex, you  may  feel  like  heading  for  the 
exits — especially  since  the  economy 
shows  little  sign  of  bouncing  out  of 
its  slump.  Yet  a  chorus  of  diehard 
bulls,  convinced  that  the  market's  fall 
is  just  a  small  dip  in  the  soaring  tra- 
jectory of  the  New  Economy,  is  cry- 
ing: "Buy!  Buy!  Buy!" 

May  we  suggest  a  middle  course? 
After  five  years  of  equity  euphoria 
and  a  year-and-a-half  of  melancholy, 
it's  time  for  stock  investors  to  get 
used  to  normality.  What's  that?  It 
means  stocks  will  outperform  other 
assets  over  the  long  run — just  not  at 
the  double-your-money  rates  of  the 
late  1990s.  It  means  no  one  sector  is 
going  to  dominate  the  way  technology 
did  in  the  last  cycle. 

That's  the  view  of  America's  No.  1 
equities  expert,  University  of  Pennsyl- 
vania finance  professor  Jeremy  Siegel 
(page  84).  'The  [inflation-adjusted]  re- 
turns on  the  market  looking  forward 
may  not  be  as  favorable  as  the  long-run    I 
historical  average,"  Siegel  notes,  but    I 
stocks  will  still  return  "considerably    I 
more  than  the  3.5%  you'd  get  from  an    I 
inflation-indexed  bond."  The  key  to  cap-    I 
turing  those  returns:   Approach  the    j 
stock  market  as  a  bull  but  without  ex-    | 
pecting  the  wild  growth  that  used  to    1 
power  your  portfolio. 

The  next  six  months  will  be  a  great    I 
opportunity  to  try  your  legs  as  a  sensible    ' 
bull.  BusinessWeek  sees  stocks  ending  the     « 
year  up  slightly,  reversing  the  8%  drop  of    ' 
the  first  half.  That  may  not  strike  you  as 
bullish,  but  heck,  it  sure  beats  the  negative  re- 
turns we've  been  getting  used  to.  The  market's 
fuel:  The  Federal  Reserve's  record-setting  five  in- 
terest-rate cuts,  with  a  sixth  likely  on  June  27. 
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If  MONEY? 


Those,  plus  this  year's  $45  billion  downpayment 
on  an  11-year,  $1.35  trillion  tax  cut,  should  restart 
the  economy  by  fall  (page  87). 

Conventional  wisdom  holds  that  rallies  come  in 
the  summer.  In  fact,  summer  heat  is  seldom 
good  for  stocks.  Over  the  past  50  years,  an  in- 
vestor who  put  $10,000  in  the  market  in  early 
May  and  sold  out  at  the  end  of  September  each 
year  would  have  netted  just  $3,000  profit  for 
the  entire  period,  while  investing  from  Oct.  1 
to  early  May  each  year  would  have  net- 
ted a  $595,000  gain,  according  to  Ned 
Davis  Research  in  Venice,  Fla. 

But  don't  let  the  market's  sum- 
mer blahs  get  you  down.  "You're 
letting  the  train  leave  the  station 
without  you  if  you  don't  have  the 
courage  to  act  now  on  stocks," 
says  Michael  Hengehold,  presi- 
dent of  Hengehold  Capital  Man- 
agement in  Cincinnati.  By  Sep- 
tember,   the    Fed's    rate    cuts 
should  lift  stocks.  The  only  time 
five    consecutive    cuts    in   the 
Fed's  discount  rate  ever  failed 
to  boost  the  market  was  dur- 
ing the  Great  Depression,  ac- 
cording to  Ned  Davis  Research. 
"To  bet  against  higher  stock 
prices  over  the  next  12  months 
is  like  betting  for  a  Japan-style 
crisis  ahead — and  that's  highly 
improbable,"  says  James  Stack, 
president    of   InvesTech    Re- 
search in  Whitefish,  Mont. 

Tax-cut  checks  and  lower  tax 
withholding  should  also  give  the 
economy  a  boost.  Energy  prices 
may  have  peaked,  and  the  dol- 
lar remains  strong.  The  result: 
Profits  will  bottom  out  in  the 
second  quarter,  most  analysts 
say,  then  show  improvement  in 
the  fall.  By  yearend,  companies 
should  start  showing  real  gains 
compared  with  last  winter's 
down  profits.  "Earnings  should 
be  up  year-on-year  by  the 
fourth  quarter,  thanks  to 
stronger  economic  growth  and 
easier  comparisons,"  says  Ed- 
ward Kerschner,  chief  global 
strategist  at  ubs  Warburg.  Ker- 
schner thinks  energy,  utilities, 
aerospace,  and  health  care  will 
enjoy  the  best  earnings  momen- 
tum for  the  rest  of  the  year. 
Notably  absent  from  that  list 
is  the  darling  of  the  late  '90s  bull 
market.  Don't  place  any  bets  on 
technology  for  the  rest  of  this  year. 
While  some  companies  in  software  and 
storage  show  promise  (page  90),  the  sec- 
tor as  a  whole  is  still  haunted  by  overcapacity 
and  inventory  problems  that  will  hold  down 
earnings.  The  consensus  analyst  forecast  for 
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"You're  letting 
the  train  leave 
the  station 
without  you  if  you 
don't  have  the 
courage  to  act 
now,"  says  one 
money  manager 


tech  earnings,  according 
to  earnings  researcher 
First  Call  in  Boston, 
calls  for  declines  of  44% 
in  the  third  quarter  and 
19%  in  the  fourth,  vs. 
the  same  periods  last 
year.  "It's  highly  unlike- 
ly that  tech  earnings 
will  stage  any  meaning- 
ful recovery  before  the 
first  quarter  of  2002  at 
the  earliest,"  says 
Charles  Hill,  First  Call's 
director  of  research. 
Throw  in  tech's  continu- 
ing high  valuations,  and 
it's  easy  to  conclude  that  the  tech  correction 
isn't  over  yet. 

That  outlook  highlights  a  key  point:  Even  in  an 
improving  market,  you'll  have  to  pick  your  in- 
vestments carefully.  Look  not  just  for  the  sectors 
best  suited  for  a  recovering  economy  but  for  in- 
dividual stocks  poised  for  gains.  Take  energy: 
While  drivers  and  homeowners  fume  over  high 
costs  this  summer,  the  drillers,  miners,  and  gen- 
erators reaping  those  hikes  won't  share  equally 
(page  93).  And  cyclical  stocks,  such  as  consumer 
staples,  have  already  gotten  much  of  their 
bounce,  so  you'll  have  to  look  carefully  for  dis- 
tressed shares  that  are  positioned  to  seize  new 
opportunities  (page  96). 

Our  bullish  forecast  isn't  a  gimme 
any  more  than  those  18-inch  putts 
that  were  missed  at  the  U.  S.  Open 
last  weekend.  There  are  lots  of 
things  that  could  go  wrong.  Even 
investors  who  have  benefited  most  from  the 
market's  slowdown — value-oriented  mutual-fund 
managers — fear  that  stocks  are  still  pricey  (page 
106).  The  average  s&p  500  stock  is  selling  at  23 
times  this  year's  earnings — far  higher  than  the 
average  price-earning  ratio  of  15  over  the  past 
70  years.  "These  valuations  won't  prevent  a 
bull  market  or  profit  opportunities,  but  they 
will  put  a  limit  on  upside  potential,"  says 
InvesTech's  Stack. 

The  market  is  expecting  second-quarter  prof- 
its to  remain  downright  doggy:  65%  of  companies 
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preannouncing  have  warned  that  earnings 
meet  estimates.  And  even  if  earnings  pick 
the  fall,  "investors  are  going  to  have  to  adju 
a  world  of  slower  growth,"  says  Thomas  Pi 
Indianapolis-based  manager  for  Strong  In 
ments'  Enterprise  and  Endeavor  funds. 

Money  managers  say  it's  time  for  ratio 
nonexuberant  investors  to  return  to  the  basii 
asset  allocation  that  blends  cash,  bonds,  and 
riety  of  stocks  to  balance  risk  and  rewafcf. 
affluent  investors  have  already  done  that 
cording  to  U.  S.  Trust  Co.'s  annual  survey  o 
wealthiest  1%  of  Americans.  As  a  result, 
though  they've  suffered  a  13%  loss,  on  avej|j! 
57%  don't  plan  big  changes  in 
portfolios — and  22%  are  using 
market  decline  to  buy  more  st<  | 
For   investors   addicted   to 
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thrill    of    late-'90s    markets,  1 
changes  are  wrenching.   In 
David  Warren  of  Nashville  quit  his  job  a  1 
Transit  Authority  to  stay  home  and  day-1  m 
stocks — mostly  tech  shares.  "I  did  all  IntfjJ 
stuff — I  mirrored  the  Motley  Fool  portfoli 
got  heavily  into  momentum  trading  using 
nical  analysis,"  says  Warren,  now  52.  Then 
the  Nasdaq  crash,  which  cost  Warren  an 
wife,  Carolyn,  more  than  50%  of  their  stock 
folio.  What's  left  of  the  Warrens'  assets  is  n 
a  diversified  portfolio  of  fairly  conservativ 
tual  funds.  "I'd  rather  have  stability  and 
returns  than  the  peaks  and  valleys  we  wer 
ing,"  Carolyn  says. 

Diversification  will  take  discipline.  Bor 
vestors  need  to  be  more  selective  after  a  y< 
strong  gains  (page  100),  and  foreign  stocks  ar 
languishing.  If  global  investing  leaves  you 
you  can  get  diversity  by  dividing  your  stoc 
industry.  Stephen  Barnes,  vice-president  of  B  ri. 
Investment  Advisory  in  Phoenix,  notes 
swings  in  TMT  stocks — tech,  media,  and  telec  | 
provide  balance  to  the  rest  of  the  market. 

Investing  for  the  remainder  of  2001 
be  a  joyride.  The  best  forecast  calls  for 
small  gains  in  stocks — and  the  risks  of  m 
even  those  remain  high.  But  every  upt in- 
to start  somewhere.  For  today's  newly 
tened  investors,  this  could  be  where  I  hi 
bull  market  begins. 
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Stocks 


CHASTENED 
EXPECTATIONS 

Finance  prof  Jeremy  Siegel  to  investors:  Get  real 


No  one  has  studied  stock-market  history 
more  closely  tfian  Jeremy  Siegel.  A  finance 
professor  at  the  University  of  Pennsylva- 
nia's Wharton  School,  he  is  the  author  of 
the  oft-cited  Stocks  for  the  Long  Run,  pub- 
lished by  McGraw-Hill  (also  the  publisher  of 
Business Weekj.  Siegel  says  there  are  good  rea- 
sons for  stocks'  historically  higlier  valuations,  but 
he  also  warns  that  this  may  result  in  lower  re- 
turns for  stocks  in  the  future.  He  recently  spoke 
with  Senior  Writer  Robert  Barker.  Edited  ex- 
cerpts follow: 

In  your  view,  where  is  the  stock  market  headed? 

I  would  be  surprised  if  this  were  a  banner 
year  for  stocks.  There  will  be  more  disappoint- 
ments in  earnings  than  are  expected,  or  certain- 
ly built  into,  the  estimates  now.  But  they  are  go- 
ing to  hit  against  lower  interest  rates,  and  I 
think  the  [Federal  Reserve]  is  going  lower.  So  a 
kind  of  a  standoff  is  going  to  develop.  For  the 
next  six  months,  I  don't  really  see  any  dramatic 
returns.  I  think  the  market  may  be  pretty  fiat, 
on  average,  looking  six  months  from  now — with 
the  normal  caveat  that  our  ability  to  predict  the 
short  run  is  extraordinarily  limited. 

But  investors  don't  seem  to  be  acting  that  way. 

I'm  somewhat  surprised  that  the  market 
seems  to  hold  up  as  well  as  it  does.  I  mean,  at 
this  particular  juncture,  it  seems  like  [investors] 
just  are  totally  brushing  off  any  bad  news.  It's 
like:  "It's  going  to  turn  [because]  the  tax  cut 
and  the  Fed  cuts  are  in  place.  And  it's  going  to 


A  Historical  Look  at  Stock  Market  Valuation 
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turn,  and  I  don't  care  how  bad  the  news 
now."  That  seems  to  be  the  attitude. 

My  studies  have  shown  that  there  is  a  7 
tight  period,  four  to  six  months,  between 
bottom  of  the  market,  which  I  put  at  late  M 
or  early  April,  and  the  actual  bottom  of 
economy.  If  we  add  five  months  to  April. 
get  September... basically  saying  that  Sepl 
ber  is  going  to  be  the  turnaround,  and  we 

going  to  start  up  from  there We  would 

to  see  economic  activity  head  up  by  Septerr 
If  it  does  not,  then  you  would  have  to  say 
market  is  premature  in  its  celebration 

And,  in  any  case,  isn't  the  market's  price-earr 
ratio  still  high  by  any  historical  standard? 

There  is  no  question  [that  p-e's]  remain 
by  historical  standards.  There  is  [also]  no  re 
why  the  p-e  should  go  back  t<>  LSjusI  becaus 
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Tech  has  not  been  a  good  long-term  hold....  It  surprises  people,  but  had  you  bought 
IBM  after  1958,  you  would  have  fallen  behind  the  S&P,  even  holding  it  until  today 
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is  the  average  over  the 
past  50  years.  There  are 
a  lot  of  favorable  factors 
that  justify  a  p-e  in  the 
low  20s  rather  than  the 
mid-teens.  But  then 
there's  also  the  question 
of  whether,  from  current 
levels,  the  stock  market 
can  generate  those  7% 
real  returns  that  have 
marked  the  long-run  av- 
erage      The  returns 

on  the  market  looking 
forward  may  not  be  as 
favorable  as  the  long- 
run  historical  average. 

What,  then,  does  today's 
higher  market  multiple 
imply  for  real  equity  re- 
turns in  the  future? 

We  could  see  5%  to 

7%  real But  suppose 

we  have  6%  real  re- 
turns. Those  are  still 
considerably  more  than 
the  3.5%  you'd  get  from 
an  inflation-indexed 
bond.  It's  a  smaller  pre- 
mium than  what  has 
been  the  historical  norm. 

Do  you  subscribe  to  the 
idea  that  higher  valua- 
tions reflect  the  New 
Economy  and  productivity 
gains  from  advances  in 
information  technology? 

am  skeptical.  The  problem  is  that  a  lot  of 
se  information  gains  are  also  making  the  eco- 
lic  environment  much  more  competitive.  And 
pie  are  ignoring  the  fact  that  when  we  see 
s  in  technology,  only  for  a  very  short  term 
s  it  fall  to  the  bottom  line.  Very  soon  after- 
•d,  it's  competed  away  and  gives  way  to  low- 
aices  for  consumers.  And  this  idea  that  high- 
woductivity  growth  constantly  pumps  profits 
)n't  think  has  a  real  strong  empirical  backing, 
tainly,  on  a  theoretical  basis,  there  is  much  to 
stion  about  that. 

!o,  [as  for]  extra  productivity  growth,  I  am 
saying  that's  bad  for  earnings.  But  I  think  it's 
convenient  and  sometimes  too  easy  a  ration- 
Actually,  I  like  to  point  to  other  factors 
ling  to  higher  valuations,  including  much  low- 
transaction  costs.  Diversification  costs  are 
y  much  lower.  I  like  to  talk  about  the  favor- 


able capital-gains  taxes  we  have  now.  I  like  to 
point  to  the  fact  that  companies  are  turning  tax- 
able dividends  into  lightly  taxed  capital  gains 
[by]  buying  back  their  shares.  Low  inflation  is 
also  a  positive  factor  because  our  tax  system  is 
not  indexed  to  inflation  on  capital  gains,  and 
that  can  be  a  strong  effect. 

There  are  a  lot  of  other  reasons,  including  a 
more  stable  macroeconomic  setting,  despite  the 
[current]  slowdown.  When  we  take  a  look  back  in 
history,  a  lot  of  the  real  low  stock  prices  [come] 
after  depressions,  banking  collapses,  double-dig- 
it inflation.  I  believe  we  know  enough  to  com- 
pletely avoid  those  incidents.  And  so,  the  greater 
macroeconomic  stability  in  and  of  itself  certainly 
might  be  enough  to  drive  equity  prices  higher. 

So  what  strategy  would  you  advise  individual  in- 
vestors to  follow? 

Equities  offer  an  edge  over  bonds,  though  the 
edge  is  smaller  than  it  has  been  over  the  past  50 
years In  the  short  run,  there  might  be  a  lit- 
tle bit  of  an  edge  given  to  value  [stocks]  over 
growth  [stocks].  There  is  a  lot  of  worry  about 
earnings  quality  in  the  tech  sector,  so  there 
might  be  some  movement  toward  those  sectors 
where  people  are  sure  of  their  earnings. 

Then  you  would  underweight  technology  stocks? 

Yes.  The  truth  is  that  technology  has  not  been 
a  good  long-term  hold.  If  you  take  a  look  through 
history,  very  few  [tech]  stocks  have  done  ex- 
tremely well  in  the  long  run.  I  mean,  it  surpris- 
es people,  but  had  you  bought  IBM  stock  after 
1958  you  would  have  fallen  behind  the  s&P,  even 
holding  it  until  today. 

What  are  you  researching  now? 

One  question  I've  been  working  on  is:  What 
are  the  right  price-earnings  for  the  market  given 
the  current  situation?  I'm  also  going  to  be  writ- 
ing a  book  on  investment  strategies  in,  I  guess 
you  could  call  it,  the  post-bubble  economy. 

What  would  surprise  readers  of  your  earlier  work 
about  your  next  book? 

That  you  could  believe  in  the  New  Economy 
and  yet  find  it  real  tough  to  make  profits  in  the 
market.  I  mean,  some  people  think:  "New  Econ- 
omy. Higher  productivity  is  a  slam  dunk.  Market 
is  up  10%  to  15%  a  year." 

I  don't  think  so.  I  think  it's  going  to  be  very 
tough. 
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We  found 
the  box 

we're  supposed 
to  think 
outside  of. 


From  the  beginning, 
we  refused  to  think  like  a  traditional  energy  company. 
And  wouldn't  you  know,  it's  working.  We're  generating  plenty 
of  power  for  our  customers  and  breaking  records  for  efficiency 
Our  nuclear  fleet  is  the  largest  in  the  country. 
And  all  our'  invi      are  smiling  broadly.  More  to  come. 
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orecasters  expect  slow  progress  plus  job  cuts 
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Is  the  worst  over? 
After  the  economy  stumbled  badly  at  the 
end  of  2000,  fears  of  recession  clouded  the 
outlook.  But  thanks  to  some  well-timed  policy 
moves  from  Washington,  the  most  difficult 
time  for  this  economy  may  well  be  behind  us.  Al- 
though risks  remain,  forecasters  are  generally 
confident  that  a  full-fledged  recession  is  not  in  the 
outlook  and  that  the  economic  landscape  will  be- 
gin to  brighten  in  the  second  half  of  2001.  How- 
ever, if  you  are  expecting  a  rapid  return  to  those 
sunny  days  of  4%  to  5%  growth,  you  will  be 
disappointed. 

Business  and  consumers  are  adjusting  to  the 
New  Economy's  new  reality.  The  limit  to  nonin- 
flationary  growth,  while  much  higher  than  it  was 


a  decade  ago,  is  not  as 
high  as  many  investors 
had  come  to  believe 
back  in  the  go-go  days 
from  1998  to  early 
2000,  when  real  gross  domestic  product  soared  at 
a  4.8%  annual  rate.  Now,  companies  are  adjusting 
to  lower  expectations  of  growth  in  demand  and 
profits.  And  consumers  are  learning  to  spend 
within  their  income  limits  now  that  their  stock 
portfolios  have  taken  a  hit.  The  result:  The  re- 
covery from  this  slowdown  will  be  only  modest, 
but  the  unusually  rapid  and  aggressive  policy 
actions  on  interest  rates  and  taxes  assure  that 
growth  will  improve  in  coming  quarters. 

That's  the  word  from  Busitiess  Week's  midyear 
update  of  economic  forecasts.  The  econo- 
my's look  and  feel  are  decidedly  dif- 
^     ferent  from  what  they  were  when 
;&,;     we  took  our  yearend  2000  sur- 
|ii     vey — when  the  consensus  view 
called  for  2001  growth  of  3.1%. 
The    main    reason:  "A    pro- 
t    nounced  erosion  of  profitabili- 
ty   has    sparked    corporate 
belt-tightening,  including  cut- 
backs in  capital  spending  and 
hiring,"  says  John  Lonski  of 
Moody's  Investors  Service. 
The  forecasters  believe  that 
the  economy  is  in  a  "growth 
recession" — that  is,  a  period 
of    positive    but    weak 
growth  in  which  unemploy- 
ment rises. 

FAIRLY  UPBEAT.  On  average, 
forecasters  expect  real  gdp 
to  grow  at  an  annual  rate  of 
less  than  1%  in  the  first 
half,  followed  by  growth  in 
I  the  2%-to-3%  range  in  the 
r  second  half.  That  pace  would 
be  below  the  3.5%  or  so  that 
economists  believe  to  be 
sustainable  without  arousing 
inflation.  Only  two  of  the  25 
forecasters  see  an  outright  re- 
cession— and  an  extremely  mild  one 
at  that.  By  early  2002,  growth  should 
pick  up  to  a  modest  3%  pace  (table,  page  88). 
The  economists  think  the  Federal  Reserve  will 
be  done  cutting  interest  rates  by  the  third  quar- 
ter, and  they  expect  inflation,  measured  by  the 
consumer  price  index,  to  fall  from  its  current 
3%  to  2.3%  this  time  next  year,  mainly  reflecting 
lower  energy  prices. 

Business  cycles  have  always  been  about 
booms  that  go  bust  and  the  adjustments  that  are 
required  when  reality  sets  in.  Part  of  the  econ- 
omy's problem  is  that  the  current  episode  con- 
tained two  booms:  First,  businesses,  especially 
technology  companies,  overinvested,  as  New 
Economy  mania  swelled  expectations  of  future 
profits  beyond  justification.  And  second,  wealthy 
consumers  went  on  a  buying  binge  as  stock- 
market  gains  supported  spending  growth  far 
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reduced,"  says  Joel  Narc  i 
Naroff  Economic  Adviso:  | 
Holland,  Pa. 

In  addition,  the  fina  i; 

markets   aren't   coopers  i 

with  the  Federal  Resen  t 

the  same  extent  they  us  II 

do.  Despite  the  Fed's  si  3 

aggressive  rate  cuts  tot  n 

2'/2  percentage  points   ;  < 

January,  stock  prices  are  1 

down  this  year,  long-ten  ii 

terest  rates  are  up,  anc  1 

eciated.  "Financial  conditioi  ; 

r  Goldman  Sachs  Financial  1 

ave  not  changed  much  sinc<  1 

!  year,"  says  Bill  Dudley  of  ( li 

,her  reasons  not  to  expect  1 

MIDYEAR 

beyond  the  pace  of  incomes. 

The  near-doubling  of  busi- 
ness investment  in  tech  equip- 
ment from  early  1997  to  early 
2000   implies   excess   capital 
spending  in  the  range  of  $70 
billion  to  $140  billion,  esti- 
mates Constantine  G.  Soras  of 
Andrew,  Alexander,  Wise  & 
Co.  That's  some  10%  to  20% 
of  the  current  level  of  real 
tech    investment.    "Even    a 
gradual  adjustment  is  likely 
to  wreak  havoc  on  growth  in 
this  year  and  next,"  says  Soras 

Overcapacity  in  technology 
the  Fed  is  fighting  an  uphill  b 
slowdown.  "No  amount  of  cheap 
additional  investment  until  that 

THE  RISK  NOW 

Although  consumer 
spending  has  slowed,  it's 

still  healthy.  But  if 
unemployment  spreads, 
consumer  wallets  could 

finally  snap  closed 

the  tech  sector      dollar  has  appr 

measured  by  ou 

also  means  that      ditions  Index  h 

attle  against  this      beginning  of  the 

money  will  spur      man  Sachs, 
excess  capacity  is          There  are  o' 
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II 
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WAYNE  ANGELL 

Bear  Stearns 

-0.5°/ 

>  -0.3% 

2.0% 

2.8% 

3.0% 

2.9% 

1.8% 

4.30% 

3.J6 

ROBERT  A.  BRUSCA 

Ecobest  Consulting 

-0.3 

-0.2 

2.1 

2.6 

3.6 

4.2 

2.0 

4.25 

3.; 

JAMES  W.  COONS 

Huntington  National  Bank 

-0.3 

1.6 

2.2 

2.5 

2.9 

2.5 

2.2 

4.30 

4.( 

ROBERT  V.  DICLEMENTE 

Salomon  Smith  Barney 

0.7 

3.3 

3.8 

3.9 

4.2 

3.3 

2.1 

4.35 

3.; 

MICHAEL  DONNELLY 

DRI-WEFA 

0.9 

1.1 

2.2 

2.2 

3.0 

3.8 

2.4 

4.40 

3.! 

WILLIAM  C.  DUDLEY 

Goldman  Sachs 

0.5 

1.0 

2.5 

3.5 

3.0 

3.3 

2.2 

4.30 

3.! 

MICHAEL  R.  ENGLUND 

Standard  &  Poor's  MMS 

0.0 

2.5 

4.5 

2.8 

3.4 

3.4 

2.5 

3.75 

3.; 

MAURY  HARRIS 

UBS  Warburg 

-0.5 

1.8 

3.1 

3.5 

3.5 

3.0 

2.5 

4.40 

3.; 

KURT  KARL 

Swiss  Re 

1.5 

2.4 

2.8 

3.2 

3.6 

1.8 

2.8 

4.30 

3.1 

DANIEL  LAUFENBERG 

American  Express 

2.5 

3.4 

3.5 

3.6 

2.8 

3.0 

3.2 

4.40 

4.; 

DAVID  LEREAH  /  LAWRENC 

:  YUN     National  Association  of  Realtors 

0.8 

2.5 

3.3 

3.5 

3.0 

3.0 

2.6 

4.10 

3.; 

DAVID  L.  LITTMANN 

Comerica  Bank 

0.0 

2.2 

3.5 

3.0 

3.7 

2.7 

1.8 

4.40 

3. 

JOHN  LONSKI 

Moody's  Investors  Service 

0.4 

2.8 

3.8 

4.4 

3.4 

2.2 

2.2 

4.34 

4. 

KEN  MAYLAND 

ClearView  Economics 

0.7 

3.2 

3.0 

4.1 

4.6 

2.4 

2.4 

4.32 

3. 

LYNN  0.  MICHAELIS 

Weyerhaeuser 

0.4 

1.0 

3.4 

3.1 

2.0 

2.9 

3.0 

3.80 

4 

R.M.  MONACO 

Inforum  /  IERF 

2.2 

2.1 

2.4 

3.1 

3.9 

3.1 

2.6 

4.00 

4. 

JOEL  L.  NAROFF 

Naroff  Economic  Advisors 

1.1 

3.1 

4.7 

4.0 

3.3 

3.6 

2.3 

3.95 

4. 

DAVID  RESLER 

Nomura  Securities 

0.9 

2.9 

1.9 

2.5 

2.8 

3.1 

2.2 

4.24 

3. 

ROBERT  SHROUDS 

DuPont 

0.0 

1.5 

2.0 

3.4 

3.6 

3.3 

2.0 

4.20 

3. 

STEPHEN  SLIFER  /  ETHAN 

HARRIS   Lehman  Brothers 

1.0 

3.0 

4.0 

4.0 

4.0 

3.1 

2.2 

3.75 

4. 

SUNG  WON  SOHN 

Wells  Fargo 

1.0 

2.5 

3.5 

3.5 

3.5 

4.0 

2.0 

4.35 

3.  ' 

CONSTANTINE  G.  SORAS 

Andrew,  Alexander,  Wise 

1.3 

2.6 

3.4 

2.8 

3.0 

1.8 

2.5 

4.21 

4. 

BRUCE  STEINBERG 

Merrill  Lynch 

1.3 

2.2 

3.7 

4.4 

4.3 

1.9 

1.7 

4.35 

3. 

THOMAS  W.  SYNNOTT 

U.S.  Trust 

0.5 

2.0 

3.0 

2.5 

2.5 

3.4 

2.5 

4.40 

3. 

DAVID  WYSS 

Standard  &  Poor's 

0.0 

3.3 

2.6 

4.1 

2.7 

3.8 

2.4 

4.30 

3. 

CONSENSUS 

0.6°/i 

,    2.1% 

3.1% 

3.3% 

3.3% 

3.0% 

2.3% 

4.22% 

3.9. 
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Just  because  you're  good  at  one  thing 
doesn't  mean  you're  good  at  everything. 


^^^  Shaquille  O'Neal  has  the  size,  the  agility  and 
VC  the  determination  to  be  an  unstoppable  force. 
But  the  things  that  make  him  the  best  in  basketball 
don't  ensure  success  in  other  endeavors. 

The  same  applies  to  you.  Whether  you're  the  CEO 
or  the  head  of  IT,  you  know  managing  a  mission-critical 
Web  operation  is  a  complex  and  costly  undertaking 
and  not  one  you  want  to  do  alone. 

This  is  where  we  come  in.  We're  Digex,  and  managed 
Web  hosting  is  what  we  do.  In  fact,  Gartner  Group 
just  listed  us  as  a  leader  in  the  industry* 

We  have  proven,  engineered  solutions  for  your 
core  infrastructure;  we've  set  the  benchmark  with 
standard  10-day  installs.  We  also  specialize  in  complex 


solutions  to  address  your  particular  business  needs. 

Our  controls  for  security,  change  management,  and 
availability  were  tested  by  Ernst  &  Young,  with  results 
of  the  examination  reported  in  its  SAS  70  Type  II 
report.** 

We  monitor  our  customers'  global  e-Business  from 
a  central  location  with  one  set  of  experts  who  oversee 
all  operations.  And,  perish  the  thought,  should  a 
major  catastrophe  occur,  we  can  and  will  transfer  all 
monitoring  operations  to  a  backup  data  center  in 
minutes. 

All  of  which  should  be  reason  enough  to  visit  us  at 
digex.com/good  or  call  1-800-455-2968  ext.  653. 
Now  is  a  good  time. 


Where  managed  hosting  began. 
Where  managed  hosting  is  going. 


■ .  mc  All  trademarks,  tradenames  and  service  marks  mentioni 
Magic  Quadrant.  January  2001   "Control  objectives  relative  to  security. 


owners   'Gartner.  North  /\merfOM\ 
bility  and  controls  tested  by  E&Y  as  specified  in  its  SAS  70  report 
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classic  V-shaped  recovery.  For  one,  highly  cycli- 
cal Old  Economy  industries,  such  as  housing  and 
autos,  were  not  severely  depressed  when  the 
Fed  began  easing.  As  a  result,  consumer  outlays 
in  these  traditional  interest-sensitive  areas  will 
not  bounce  back  as  sharply  as  they  typically  do 
after  an  economic  slump.  For  another,  weaker 
global  growth  and  a  steady  rise  in  the  dollar 
are  hammering  U.S.  exports.  European  growth 
is  slowing,  led  by  steep  second-quarter  weak- 
ness in  Germany  that  is  expected  to  drop  growth 
in  the  12-nation  euro  zone  to  less  than  2%.  Japan 
appears  to  be  sliding  into  another  recession,  in- 
creasing the  vulnerability  of  the  rest  of  Asia. 

The  key  question  in  the  outlook  is  this:  Who 
will  control  the  economy,  Corporate  America 
or  Household  America?  Consumer  spending 
has  slowed  from  its  red-hot  pace  of  a 
year  ago,  but  it  remains  supportive  of 
overall  growth.  And  so  far  at  least, 
corporate  cutbacks  in  capital  spend- 
ing and  jobs,  especially  in  the  tech- 
nology sector,  have  not  been  se 
vere  enough  to  drag  down  the 
rest  of  the  economy.  But  therein 
may  lie  the  rub.  "The  principal 
risk  now  is  that  falling  employ- 
ment could  trigger  a  second 
wave  of  cuts  in  demand — this 
time,  in  the  consumer  sector," 
says  David  Resler  of  Nomura 
Securities  International. 
ENERGY  RELIEF.  Through  the  sec-  I 
ond  quarter,  at  least,  consumers  I 
remain  up  to  the  task.  Despite 
shrinking  payrolls  and  rising  un- 
employment, labor  markets  remain 
relatively  tight.  Indeed,  workers' 
pay  is  growing  faster  than  inflation, 
and  consumer  confidence  has  stabilized 
at  levels  well  above  those  typically  asso- 
ciated with  recessions.  Another  plus  for  con- 
sumers is  that  inflation  is  set  to  drift  lower.  "It 
appears  that — California  electricity  notwith- 
standing— we  are  nearing  the  end  of  this  energy 
shock  and  there  should  be  some  downward  pres- 
sure on  energy  prices,"  says  Ralph  Monaco  of 
ierf  in  College  Park,  Md. 

The  resilience  of  consumers  makes  a  key  point 
about  the  outlook.  That  is,  while  technology  is  a 
crucial  player  in  the  economy,  a  tech  recession 
may  not  necessarily  mean  an  economywide  re- 
cession. Moreover,  the  tech  adjustment  is  tem- 
porary. "We  believe  that  the  wave  of  innovation 
of  the  past  decade  still  promises  a  substantial 
source  of  strong  productivity  and  overall  growth 
in  the  long  run,"  says  Robert  V.  DiClemente  of 
Salomon  Smith  Barney. 

In  the  short  run,  the  biggest  plus  in  the  out- 
look is  that  policymakers  at  the  Fed  and  in  the 
White  House  have  reacted  in  record  time  to 
put  stimulus  in  place.  That  will  provide  added 
support  under  consumer  spending  and  foster 
the  business  conditions  necessary  for  compa- 
nies to  adjust  to  the  new  realities  of  the  New 
Economy.  □ 


SKIRTING 

THE  TECH  MINEFIELD 

Even  with  prices  low,  the  outlook  is  treacherm 


BY  GEOFFREY  SMITH 

So  what's  a  battered  technology  investor  to 
do  in  the  second  half  of  2001?  The  pros 
are  trying  to  stay  out  of  the  line  of  fire. 
Manager  Kevin  Landis,  whose  Firsthand 
Technology  Value  fund  is  down  38%  this 
year,  is  worried  that  more  problems  lie  ahead. 
Therefore,  13%  of  his  fund  is  in  cash,  and  the 
rest  in  "the  safest  stocks"  he  can  find.  His  top 
sector  is  software,  with  picks  such  as  corporate 
systems  suppliers  Siebel  and  hea  Systems,  which 
are  down  this  year — though  they  are  among  the 
few  tech  companies  with  healthy  profits. 

Some  optimists  hope  the  tech-heavy  Nasdaq 
index  will  end  the  year  flat.  But  that  will  require 
a  gain  of  nearly  22%,  which  most  die-hard  tech 
investors  aren't  expecting.  "I'm  just  not  that  en- 
thusiastic while  people  keep  blithely  paying  high 
prices  for  tech,"  says  Peter  Doyle,  chief  invest- 
ment strategist  at  Kinetics  Assets  Management, 
which  manages  six  technology  funds. 

The  bulls'  case  is  based  on  the  idea  that  stocks 
have  been  pummeled  badly  already  and  that 
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they  will  improve  in  2002. 
But  many  pros  aren't  op- 
timistic that  the  Fed's  five 
interest-rate  cuts  will 
stimulate  the  economy 
quickly  enough  to  help 
tech  stocks  anytime  soon. 
Indeed,  they  worry  profits 
will  slow  sharply  in  the 
second  half.  Wall  Street 
analysts  expect  that  third- 
quarter  profits  of  tech 
companies  in  the  Stan- 
dard &  Poor's  500-stock 
index  will  fall  43%,  fol- 
lowed by  a  17%  drop  in 
the  fourth  quarter,  ac- 
cording to  First  Call. 
Only  in  2002  are  profits 
expected  to  soar,  with  a 
50%  rebound. 

The  smart  money  is 
skeptical  of  such  a  jump. 
More  blood  will  be  spilled 
from  bankruptcies  and 
slower  growth,  with  tele- 
com still  badly  hit.  James 
Floyd,  tech  strategist  for 
Leuthold  Group,  a  Min- 
neapolis investment  firm, 
thinks  there  will  be  "sig- 
nificant rallies  over  the 
next  few  months,  but  the  rallies  will  give  way"  as 
investors  take  profits  and  reshuffle  portfolios. 
A  TOUCH  OF  BRIGHTNESS.  The  bottom  line  is 
that  tech  stocks  are  still  not  cheap.  After  hitting 
a  low  of  29  times  estimated  2001  earnings  in 
April,  the  300  tech  stocks  tracked  by  Leuthold 
bounced  back  to  a  price-earnings  ratio  of  36  at 
mid-June — well  below  last  year's  peak  of  115  but 
above  their  long-term  median  of  33. 


FOR  THE  RECORD 


PETER  TRAPP'S  Needham  Growth  Fund  was  up 
11.9%  this  year  through  June  15,  making  him  one  of 
this  year's  top  mid-cap  growth-fund  managers. 


A  Few  Tech  Issues 
Are  Still  Buys 

COMPANY/TICKER  PRICE*  P-E  ** 

LIBERTY  MEDIA  LMG/A  16.20        23 

Holdings  in  other  companies  make  it  a  play 
on  an  eventual  market  recovery 

SUPP0RT.COM  SPRT  6.52       n/a 

E-learning  company  could  turn  profitable  next  year 

iMANAGE  IMAN  3.08       n/a 

Collaboration  software  supplier's  revenues 
could  grow  50%  next  year 

PARK  ELECTROCHEMICAL PKE    23.25       185 
Profit  rebound  expected  for  circuit-board  supplier 

BELL  MICR0PR0DUCTS  BELM     10.00        36 
Data-storage  company  has  healthy  sales  growth 

SIEBEL  SYSTEMS  SEBL  40.07        67 

Earnings  of  software  company  could  move  higher 

BMC  SOFTWARE  BMC  26.72        29 

Good  profit  growth  expected  next  year  despite 
recent  troubles 

"Close  on  June  15  **Based  on  2001  earnings 

Data:  Bloomberg  Financial  Markets,  BusinessWeek 


Growth  is  slow, 
across  a  broad  swat 
tech,  and  there  are  1 
ries  that  many  of  yes 
day's  leaders  will  st 
gle.  At  $16.65,  C 
Systems  trades  at 
times  estimated 
earnings,  which  the  SI 
expects  to  jump  U 
Likewise  jds  Uniphas 
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up  63%.  "There  will  b 
unwinding  of  valuatioi 
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ON  HIS  OUTLOOK  FOR  TECH  STOCKS  Bulls  are  saying  that  everything  is  so  bleak 
and  washed  out  it  can't  get  worse.  But  for  the  rest  of  the  year,  I  think  we'll  see  some 
weakness,  and  I'm  cautious.  Do  I  believe  we're  going  into  a  long-term  famine? 
Absolutely  not.  Tech  is  still  the  growth  driver  in  many  parts  of  economy. 

ON  HIS  FAVORITE  SECTORS  Software  companies  are  higher  quality  and  good  de- 
fensive stocks.  The  demand  for  data  storage  is  continuing  unabated,  though  EMC  is 
still  too  expensive.  I  like  Bell  Micro.  Contract  manufacturers  (such  as  SCI  Systems) 
are  another  strong  trend,  although  I  stock]  prices  in  parts  of  the  industry  have  got- 
ten ahead  of  themselves. 

ON  TECH-STOCK  VALUATIONS  I  try  to  buy  stocks  at  a  50%  discount  to  their  growth 
rates.  If  they're  growing  20%,  I  buy  them  at  a  [price-earnings]  multiple  of  10.  If  they 
get  too  expensive,  I  short  them. 

"Tech  is  still  the  growth  driver" 


makes  data-storage 
ware,  has  tumbled  from  $80  in  July,  1995 
$6.50,  but  Trapp  says  new  management  sh 
turn  the  company  around.  Bell  Microprod 
a  data-storage  supplier,  is  selling  at  40  time: 
timated  2001  profits. 

Doyle,  whose  Kinetics  Internet  fund  is  or 
the  top  tech  funds  this  year — down  just  U 
has  moved  out  of  dot-coms  and  is  "going 
asset  plays  and  companies  that  will  bee 
stronger  as  the  shakeout  continues,"  he  s 
His  top  stocks  include  Liberty  Media  Group 
Gemstar-TV  Guide,  which  he  thinks  will  bee 
major  content  providers  for  the  Net.  He 
owns  companies  selling  below  the  value  of ' 
assets,  such  as  multimedia  holding  com} 
Lynch  Interactive,  which  he  hopes  will  be  br 
up  by  chairman  Mario  Gabelli. 

John  Seabern,  co-manager  of  RS  Investm 
Diversified  Growth  Fund,  down  24%  so  far 
year,  has  been  buying  small  companies  with 
growing  sales — even  if  they  don't  have  pr 
yet.  One  of  his  picks  is  e-learning  company 
port.com,  whose  revenues  jumped  from  $1.9 
lion  to  $8.6  million  in  the  first  quarter. 

Many  tech  investors  are  watching  for 
that  send  stocks  they  like  near  new  lows.  Ev 
that  happens,  they  won't  be  buying  as  IV; 
cally  as  they  did  in  the  good  old  days  of  L9 


BusinessWeek  online 


To  hear  an  audio  interview  with 

Peter  Trapp,  go  to  the  July  2,  2001,  issue 

at  www.businessweek.com. 
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KNOW  ME 


The  Edify  Virtual  Customer  Service  Representative  (vCSR) 
lets  you  know  exactly  what  your  customers  want,  whether 
they  speak  or  type,  with  or  without  live  agent  intervention. 

What  do  we  mean  by  exactly?  Lefs  say  a  next-generation 
customer  like  Melissa  Blythe  Instant  Messages  your  web  site: 

How  many  frequent  flyer  miles  do  I  have 
and  do  you  fly  non-stop  to  Kenya? 

What's  the  most  intelligent,  immediate,  and  accurate 
response  you  could  give  her? 

You  won't  believe  the  answer.  Come  surprise  yourself 
3211j/lAe1^  — plus  set  our 

vCSR  White  Paper  and  enter  to  win  a  next-generation 
wireless  Internet  phone,  or  call  us  at 


See  rules  and  entry  details  at  www.edifvcom/mesMgeme  or 
call  1-800  99-EDIFY  No  purchase  necessary.  Void  where  prohibited 
in  SI  Company. 


What's  next  for  next-generation  customers. 
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He  can  help  you  choose  between  a  nine  iron 

and  a  wedge.  But  can  he  help  you  choose 

between  a  CD  and  a  money  market  account? 


Some  people  are  just  good  listeners.  Now  one  of  them  can  be  your  banker. 

Not  everyone  whose  game  needs  a  little  help  can  play  a  few  rounds  with  the  course  pro. 
But,  fortunately,  those  who  need  a  little  help  with  their  savings  can  get  the  sound  financial 
guidance  of  an  expert  at  Bay  View  Bank.  That's  right,  at  Bay  View  you  can  still  talk  with 
real,  live  human  beings.  People  who  not  only  listen,  bui  offer  invaluable  advice  on  how 
to  invest  your  hard-earned  money.  Leaving  you  to  concentrate  on  more  leisurely  pursuits. 

Call  1-800-BAYVIEW  for  a  branch  near  you  or  visit  www.bayviewbank.com 


Bay  View  Bank. 

Genuine  Interest 


)  2000  Bay  View  Capital  Corporation  Member  FDIC 
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Whether  you're  considering  hiring  a  new  employee  or  moving  someone  from  within,  we  can  help  you  determine  which  job  they're 
best  suited  for.  Call  1-877-448-6461  to  find  out  how  our  Assessment  Offering  can  move  your  organization  from  success  to  greatness. 
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Get  serious 


Serious  features.  Serious  expandability. 

HandEra  brings  true  innovation  to  the  easy-to-use  Palm  OS® 
Stunning  screen  resolution  in  portrait  and  landscape. 
Excel,  Word  and  email  compatibility  out  of  the  box.  Capable  of  1GB  data  storage  at  your  fingertips. 
The  new  HandEra'"  330  handheld  computer  means  serious  business. 
See  why:  www.HandEra.com 
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iy2001  HandEra,"  Inc.  HandEra"  is  a  trademark  of  HandEra;"  Inc.  Palm  OS'  is  a  registered  trademark  and  Palm  Powered"  logo  is  a  trademark  ol  Palm,  Inc 
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Energy  Stocks 


IE  PICK  OF  THE 
IERGY  PATCH 

>erts  say  there's  still  upside 


HRISTOPHER 
1ERI 


D  Y  E  A  R 


'ESTMENT 


U    I    D    E 


Energy  prices  have  enjoyed  an  extraordinary 
run  in  the  past  2%  years,  but  this  is  an  ex- 
traordinarily cyclical  business.  High  prices 
lead  to  increased  production  and  lower  prof- 
its. Slowing  global  demand  has  caused  prices 
of  oil  and  natural  gas  to  drift  down  from  their 
highs  of  late  last  year.  Energy  stocks,  after  ^^ 
performing  strongly  for  the  past  two  ^g 
years,  began  losing  steam  in  mid-May. 
Still,  quite  a  few  smart  investors 
believe  that  this  dip  is  just  a  breather 
in  what  will  be  a  sustained  period  of 
higher  energy  prices.  For  one  thing,  a 
reenergized  opec  seems  determined  j 
to  keep  oil  at  the  high  end  of  the  or- 
ganization's $22-to-$28-per-barrel  tar- 
geted range.  It's  also  clear  that  years 
of  underinvestment  in  natural-gas  ' 
wells,  refineries,  and  power  plants  are 
leading  to  energy  shortages  and  high- 
er prices. 

Jerome  Castellini,  founder  of  Castle 
Ark  Management  in  Chicago,  believes  oil  ^H 
will  rise  above  $30  a  barrel  again  in  the  ^^ 
next  two  years  as  the  world's  economies  re- 
sume more  rapid  growth.  He  has  steered  his 
$1.5  billion  portfolio  into  some  of  the  most  price- 
sensitive  stocks  in  the  business.  Castellini  owns 
drilling-rig  operators  Rowan  and  Grey  Wolf  and 
such  independent  oil  companies  as  Ocean  Energy 
and  xto  Energy. 

What  if  Castellini  is  wrong  and  energy  prices 
do  fall  back  to  earth? 
There  are  companies 
that  could  prosper 
even  in  a  more  diffi- 
cult pricing  environ- 
ment. Lehman  Broth- 
ers oil  analyst  Paul  Y. 
Cheng  believes  prices 
will  sink  to  $21  a  bar- 
rel by  the  end  of  this 
year.  He  likes  Exxon 
Mobil  because  it  is 
somewhat  insulated 
from  the  vagaries  of 
prices.  Cheng  notes 
that  Exxon  Mobil  has 
long-term  contracts 
with  countries  such  as 
Nigeria  and  Norway 
that  adjust  the  taxes 
the     company    pays 


based  on  the  price  of  the  commodity.  Exxon  Mo- 
bil's profit  per  barrel  thus  stays  relatively  fixed 
when  prices  fluctuate. 

Cheng  also  likes  Chevron,  which  is  in  the 
process  of  merging  with  Texaco.  He  says  the 
cost  savings  will  exceed  the  $1.2  billion  that  the 
company  presently  estimates.  Cheng  believes 
that  the  new  company  will  enjoy  a  higher  price- 
to-earnings  multiple  because  of  its  size. 

Charles  Ober,  manager  of  the  T.  Rowe  Price 
New  Era  Fund,  is  a  fan  of  usx-Marathon  Group, 
a  midsize  oil  producer  and  refiner.  Marathon  is  in 
the  process  of  ending  a  complicated  relationship 
with  its  parent,  usx.  Investors  in  Marathon  now 
own  a  tracking  stock  that  only  indirectly  reflects 
the  earnings  stream  of  the  company.  In  October, 
Ober  expects  that  shareholders  will  vote  to  end 
that  arrangement  and  turn  their  shares  into  con- 


What  Juices  Up  the  Pros 
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ventional  stock.  That  will  boost  the  stock's  value, 
he  believes. 

Ober  also  likes  the  prospects  for  coal  compa- 
nies, which  are  enjoying  an  uptick  in  commodity 
prices  due  to  the  increased  demand  for  electric- 
ity. "Their  technology  is  getting  better,  and  they 
are  benefiting  from  favorable  energy  policy," 
Ober  says.  He  recommends  Peabody  Energy, 
the  leader  in  the  industry. 

GOOD  MIX.  John  Segner,  manager  of  Invesco 
Energy  Fund,  looks  for  smaller  companies  that 
are  ramping  up  big  new  fields.  Two  of  his  fa- 
vorites are  Murphy  Oil  and  Kerr-McGee.  Both 
are  active  drillers  in  the  Gulf  of  Mexico.  Segner 
believes  that  increased  output  will  allow  Mur- 
phy's earnings  to  rise  70%  by  2004,  even  if  en- 
ergy prices  fall. 

What  about  electricity?  Is  there  a  way  to  play 
the  surge  in  prices  without  getting  shocked  if  the 
cost  of  kilowatts  crashes?  For  conservative  in- 
vestors, Kit  Konolige,  electric  utility  analyst  at 
Morgan  Stanley  Dean  Witter,  recommends  com- 
panies that  have  a  mix  of  traditional  regulated 
businesses  and  unregulated  ones.  In  that  cate- 
gory, he  likes  Reliant  Energy,  Duke  Energy,  Do- 
minion Resources,  and  txu.  "You  can  hedge  your 
exposure  to  the  pure  marketplace,"  he  says.  Not 
a  bad  strategy  in  this  volatile  industry.  D 
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SMALLER  BANKS 
WITH  ROOM  TO  GROW 

Now  is  the  time  to  steer  clear  of  the  big  boys 


BY  DEBRA  SPARKS 


MIDYEAR 
GUIDE 


Looking  for  a  bank  stock  to  invest  in? 
Think  small.  Large  banks  Wells  Fargo 
and  J.  P.  Morgan  Chase  have  warned 
of  earnings  shortfalls  in  the  second 
quarter.  Others  may  follow  as  they 
continue  to  digest  lousy  loans  and  ven- 
ture-capital investments.  And,  with  fewer 
fees  being  generated  from  initial  public 
offerings  and  merger  activity,  banks'  earn- 
ings may  continue  to  be  sluggish.  Yet  the 
Keefe  bank  index  of  the  24  largest  bank 
holding  companies  is  up  over  17%  in  the 
past  year,  vs.  an  18%  fall  in  the  Standard  & 
Poor's  500-stock  index.  "The  sector  as  a  whole 
looks  relatively  fully  ^valuetk^says  Edward 
Najarian,  bank  analyst  at  MerrillTbynch. 

That's  why  smaller  is  better.  Since  many  re- 
gional banks  never  funded  dicey  syndicated  loans 
or  underwrote  ipos,  their  earnings  are  expected 
to  hold  up.  "The  fundamentals  of  a  select  group 
of  mid-caps  are  really  shining  right  now,"  says 
Lori  Appelbaum,  regional  banking  analyst  at 
Goldman  Sachs.  But  how  does  one  identify  a 
strong  mid-cap  regional?  Look  for  banks  with 
strong  sales  cultures,  growing  corporate  deposits, 
strong  long-term  credit  quality,  and  those  that  fo- 
cus on  expanding  profitable  products  such  as 
checking  and  money-market  accounts. 

Many  consider  Commerce  Bank,  based  in 
Cherry  Hill,  N.J.,  to  be  the  best  retail  bank  in 
the  countiy.  While  most  banks  are  shutting  down 
branches  and  wooing  customers  to  the  Internet, 
Commerce — with  $9  billion  in  assets — has  taken 
the  opposite  tack.  In  the  next  five  years,  it  plans 
to  open  100  new 
branches,  ceo  Vernon 
Hill  bases  his  ap- 
proach on  Home  De- 
pot and  Wal-Mart 
Stores.  While  most 
banks  are  raising  fees 
and  lowering  service, 
says  Hill,  "We're  go- 
ing to  expand  our 
way  to  prosperity  on 
the  service  model." 

Branches  are  open 
seven  days  a  week, 
and  the  bank  offers 
free  checking.  So  far, 
the  strategy  has 
worked.  Commerce's 
revenues  have  grown 


Regional  Bank  Picks 

COMPANY/ TICKER  PRICE*  P/E" 

COMMERCE  BANCORP  CBH  $67.00  23 

Considered  the  best  banking  model  in  the  country 

M&T  BANK  MTB  75.25  20 

Berkshire  Hathaway  is  the  largest  investor 

TCF  FINANCIAL  TCB  40.90  16 

Its  supermarket  strategy  is  fueling  revenue  growth 

CITY  NATIONAL  CYN  42.67  14 

Beverly  Hills  banker  to  the  Hollywood  stars 

"Close  on  June  15  **Based  on  2001  earnings  estimates 

Data:  Bloomberg  Financial  Markets,  BusinessWeek 


25%  a  year,  and  per-share  earnings  17%,  ove 
past  five  years.  Its  deposits  are  growing 
25%  annual  clip — the  highest  in  the  country 
a  national  average  of  under  1%.  David  Wi 
an  analyst  with  Keefe,  Bruyette  &  Wood 
pects  Commerce's  current  stock  price  of  $ 
hit  $85  within  a  year. 
POWERFUL  KNOWLEDGE.  Increasing  deposit 
be  tough  anywhere,  but  doing  so  in  rural  or 
Belt  regions  is  remarkable.  Such  is  the  case 
Buffalo's  m&t  Bank,  which  has  Warren  Bui 
Berkshire  Hathaway  as  its  largest  shareh 
Before  a  10-for-l  stock  split  on  Oct.  5,  the 
traded  thinly  at  over  $520.  Now  at  $75,  i 
been  featured  on  several  Wall  Street  ana 
buy  lists,  m&t  is  known  as  a  technologically  s 
bank  with  a  strong  track  record  in  cross-s 
products.  "A  lot  of  banks  have  no  clue  who 
customers  are,"  says  Brock  Vandervliet,  an  ai 
at  Lehman  Brothers.  "But  that  [knowledge]  i 
of  the  most  powerful  parts  of  m&t's  franchis 

TCF  Financial,  a  $3.3  billion  market-cap 
has  made  it  easy  for  consumers  to  open 
accounts  by  putting  two-thirds  of  its  350  br 
es  inside  Midwest  supermarkets.  Merrill's 
jarian  is  projecting  annual  earnings-per-s 
growth  of  14%  for  the  next  two  years,  comj 
with  an  8%  rate  for  mid-cap  banks  in  gene 

For  a  touch  of  glamour,  there's  always 
bank  to  the  stars,  City  National  in  Beverly 
The  bank,  which  has  generated  10%  to  \2C, 
nual  EPS  growth  over  five  years,  recently  so 
its  troubled  syndicated  loan  portfolio.  Lehr 
Vandervliet  thinks  the  $42  slock  could  rii 
much  as  25%  within  a  year. 

Whether  the  appeal  is  glamour,  service,  Hi 
or  checkout  lines,  for  now,  smaller  is  betl 
bank  land. 
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Consumer  Stocks 


SHOPPING 
FOR  SECONDS 


These  slightly  flawed  companies  may  pay  off 


BY  CAROL  MARIE 
CROPPER 


MIDYEAR 
GUIDE 


With  all  the  talk  about 
consumer   spend- 
ing    being     the 
economy's  salva- 
tion, you'd 
think    any    company 
that     sells     to     con- 
sumers  would   be   a 
buy.    Upcoming    tax    I 
rebates  of  up  to  $300 
for   individuals    and 
$600      for      couples 
should     make     con-    j 
sumer  stocks  all  the    | 
more  attractive,  right? 
But  that's  not  how 
things  are  shaping  up. 
Consumer      staples —    ' 
such  as  tobacco,  foods, 
and  beverages — are  al- 
ready pricey,  since  those 
stocks  run  up  whenever 
investors  fear  a  slowdown. 
And  consumer  cyclicals — things  like 
housing,  autos,  and  retailing — have  made  gains 
in  anticipation  of  a  better  economy  later  this  year. 
So,  if  you're  going  to  make  money,  you  need  to 
buy  the  stocks  that  have  some  flaws — but  fixable 
ones.  Jim  Gingrich,  a  household-products  ana- 
lyst at  Sanford  C.  Bernstein  &  Co.,  recommends 
Kimberly-Clark,  which  recently  traded  at  $57.92. 
The  stock  is  off  a  52-week  high  of  $73.25,  toppled 
by  earnings  disappointments  caused,  in  part,  by 
weak  currencies  in  Europe.  Gingrich  thinks  Kim- 


Look  What's  on  the  Bargain  Counter 


COMPANY/TtCKER 

AUTOZONE 

AZO 

FAMILY  DOLLAR 
STORES  FDO 

KIMBERLY- 
CLARK  KMB 

MASCO  MAS 

TUPPERWARE 

TUP 


PRICE* 

P-E  RATIO"  j 

1  $37.46 

17 

:    26.74 

24 

57.92 

17 

24.00 

20 

22.69 

12 

COMMENTS 

Strong  growth  yet  unrecognized  by  the 
market 

Customers  will  be  flush  with  rebate 
money 

New  products  should  help  stock 
recover 

Low-priced  play  on  home  improvement 

Expanding  into  U.S.  shopping  malls 


"Close  on  June  15     **Based  on  2001  earnings  estimates 


Data:  Bloomberg  Financial  Markets 


berly  could  climb  back  to  $75  within  12  mo 
as  new  products,  such  as  more-absorbent 
pers  for  Europe,  help  clean  up  its  bottom  li 
Tupperware  also  looks  promising.  The  pi 
container  company  sells  at  $22.69,  with  a  mc 
forward  price-to-earnings  ratio  of  12. 
Schneider,  who  runs  the  pimco  Renaiss 
Fund,  says  this  stock  has  also  suffered  curre 
related  earnings  woes.  He  thinks  the  curr 
problem  will  ease,  and  growth  overseas  is  sti 
On  the  home  front,  the  company  has  sta 
selling  at  shopping  mall  kiosks  to  extern 
reach  beyond  the  party  circuit. 

SWEET  MUSIC.  Among 

cyclicals,  Schneider 

fe    ommends  York  Int< 

HI,    tional,  an  air-condi 

H     er    maker    with 

billion  in  sales. 

I    stock,     at     $; 

could      reach 

\    within    12   moi 

he   says.   The 

I     soning:  York's 

executive  teai 

j    determined  to 

|    prove  earnings. 

Another  homi 

I    provement   pla 

Masco,  which 

kitchen  and  bath 

faucets  and  cabi 

The  stock,  at  $24 

favorite  of  fund  rm 

er  Ronald  Muhlenk 

of  the  Muhlenkamp 

The  attraction,  he  says,  is 

co's  low  valuation — a  below-market  p-e  of  jus 

You  also  can  find  deals  among  down-rm 

retailers.  Legg  Mason's  Sally  Wallick  likes 

ily  Dollar  Stores,  whose  all-important  same-! 

sales  rose  2.8%  in  May,  well  above  the  ty 

gain.  Wallick  says  the  company's  debt-free 

ance  sheet  and  strong  management  should  h< 

prosper  in  any  economic  climate.  The  stoci 

cently  traded  at  $26.74,  with  a  p-e  of  24. 

Rystrom  of  U.  S.  Bancorp  Piper  Jaffray  re 

mends  Dollar  Tree  Stores  for  similar  reasoi 

Want  to  hedge  your  bets  in  case  the  ecor 

doesn't  strengthen?  Buy  AutoZone,  says  m 

manager  Steven  Check  of  Check  Capital 

agement,  based  in  Costa  Mesa,  Calif.  C 

thinks  this  auto-parts  retailer  will  see  ean 

growth  of  15%  in  the  next  12  months — a  gai 

thinks  is  not  reflected  in  its  low  p-e  of  17. 

AutoZone  sells  replacement  parts,  a  conti 

slowdown  could  actually  help,  as  motorist 

older  cars  rather  than  buy  new  ones. 

U.  S.  Bancorp's  Rystrom  offers  another  wi 
er-proof  suggestion:  Guitar  Center.  Sales  ai 
$800  million  music  store  chain  jumped  21%  it 
quarter  ended  in  March,  compared  with  the 
quarter  a  year  ago.  The  company  could 
humming  even  in  a  downturn,  Rystrom  say 
lakl-off  workers  buy  guitars  to  si  ruin  away 
blues. 
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Stocks  to  Avoid 


x 


V 


WHERE 

THE  SHORTS  ARE 

FINDING  TARGETS 

Despite  big  drops,  many  stocks  are  overpriced 


BY  DAVID  HENRY  I 

Now  that  15  mom 
have  passed  i 
stock  averages 
way  off  th 
peaks,  the  ris] 
paying  too  much  ft 
stock  is  obviously 
than  it  was.  But  rr 
no  mistake,  the  mai 
is  still  littered 
overpriced  shares 

Many  of  the  ex{ 
sive  shares  are 
necessarily  on  the  j 
to  destruction,  but  t 
aren't  worth  the  i 
either.  For  other  pr 
stocks,  the  likelihoo 
a  dive  is  great  eno 
to  attract  enthusia 
short-sellers.  Sb 
take  big  risks.  T 
borrow  shares  and 
them,  expecting  to 
place  them  at  lo 
prices.  If  they 
wrong,  their  losses 
virtually  unlimit 
mounting  as  the  shs 
go  up. 

Steve  Worthing 
a  short  and  hedge-f 
manager  at  Barb 
Coast  Capital  Man; 
ment  in  San  Franci 
says  he's  having 
trouble  finding  st( 
poised  to  plunge,  s 
as  Harley-Davidson 
Pinnacle  Holdings, 
he's  noticing  other 
sues  that  invest 
should  just  skip.  Avoid 
says,  "anything  in  telec 
equipment."  Those  stocks 
still  trading  on  too  much  optimism,  he  s; 
Take  Tellium,  a  startup  optical  switch  comp 
that  went  public  in  May  at  $15.  The  shares  s 
to  $29.73  and  a  market  value  of  $3.2  billion  e 
though  Tellium  has  only  three  customers. 
QQQ  CRAZE.  Since  tech  stocks  and  Nasdaq  h 
fallen  so  much,  aren't  they  cheap?  No, 
David  Winters,  research  director  and  a  portf 
manager  at  Franklin  Mutual  Series  Funds  a 
does  not  sell  short.  The  Nasdaq  100  index  of 
market's  biggest  companies  trades  around 
times  2001  earnings  estimates,  according 
Thomson  Financial/First  Call.  That  price-es 
ings  ratio  is  three  times  the  p-e  on  the  Stand 
&  Poor's  500-stock  index.  Yet  the  index  still 
tracts  crowds  to  the  symbol  QQQ,  the  exchar1 
traded  funds  holding  Nasdaq  100  stocks.  "Pet 
continue  to  buy  the  triple-Qs  as  a  speculative 
hide.  I  think  that's  nuts,"  says  Winters. 
One  stock  that's  down  but  not  cheap  is  A 
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om,  says  Jeff  Matthews  of  hedge  fund  Ram 
ners  in  Greenwich,  Conn.  It  is  off  88%  from 
)ecember,  1999,  high  of  106.69.  Amazon's 
business  of  selling  books  isn't  growing,  and 
still  learning  to  sell  other  products.  He  ex- 
i  its  debt  will  be  restructured  at  the  ex- 
e  of  stockholders.  Avoid  it,  Matthews  says, 
orthington  says  restaurant  chain  Outback 
khouse  and  credit-card  issuer  Metris  are 
erable  if  the  economy  slows 
■  and  hurts  consumers.  Outback 
3S  depend  on  earnings  growth 
will  be  hard  to  achieve  as  cus- 
rs  scale  back.  Shares  of  Metris,  Q  |j 
h  issues  credit  cards  to  higher- 
households,  jumped  44%  in  April  and  May. 
''re  poised  to  plunge  if  loan  losses  surge, 
hington  says.  The  company  counters  that  it 
t  be  a  big  loser  in  a  recession  because  of 
limits  on  its  accounts. 

ft  Manufacturing  is  a  longtime  target  of 
,  Marc  Cohodes  of  Rocker  Partners.  Shares 
ie  contract  manufacturer  of  telecom  equip- 
,  are  down  to  $12.15,  from  $71.38  in  Sep- 
>er.  Cohodes  says  they'll  keep  falling.  ACT 
pecially  vulnerable  to  the  tech  slowdown 
use  it  is  heavily  indebted  and  a  second-tier 
jr.  Cohodes  also  sees  more  pain  for  holders 
*ee,  a  maker  of  blue  and  green  light-emitting 
is  for  signs  and  handsets.  The  shares  have 
l  69%  in  the  past  year.  Product  prices  are 
g,  and  the  diodes  are  becoming  a  low-margin 
nodity,  he  says.  The  company  says  it  has 
ae  new  products  coming  out  that  will  drive 
ings  higher. 

itside  of  tech,  shorts  see  other  opportunities. 
)des  cites  retailer  Hot  Topics,  which  sells 
ish  clothes  for  the  mtv  crowd.  Same-store 
i  growth  has  cooled  fast,  and  so  will  the 
c,  says  Cohodes.  The  company  says  that 
ings  will  still  be  up  more  than  20%. 
VIER  BUST?  Worthington  is  short  another 
imer  stock,  Harley-Davidson.  Harley's  brand 
■eat,  but  so  is  the  p-e  on  its  stock,  at  34 
s  estimated  2001  earnings.  Its  revenue 
4h  slowed  to  13%  in  the  first  quarter,  from 
a  year  earlier.  It  would  have  slowed  even 
;,  Worthington  says,  if  Harley's  dealers  had 
aken  more  bikes  into  their  showrooms.  And, 
otes,  delinquency  rates  on  loans  to  Harley 
)mers  rose  to  5.15%  in  2000  from  4.07%  in 
,  suggesting  that  the  company  is  not  finding 
lany  creditworthy  buyers  as  it  needs  for 
rth.  Harley  has  sold  so  many  bikes  to  baby 
lers,  its  core  customers,  that  slowing  growth 
evitable,  Worthington  argues.  The  company 
demand  and  growth  remain  strong  and  that 
:s  don't  know  what  they're  talking  about. 
>eculation  like  that  seen  with  dot-com  stocks 
'es  now  among  alternative-energy  issues, 
es  of  FuelCell  Energy  recently  traded  at  a 
tet  capitalization  of  $1.2  billion  despite  the 
that  the  32-year-old  company  has  no  earn- 
and  has  made  sales  for  trial  use  only.  In- 
,  the  company  won't  make  an  annual  profit 
re  2004,  and  then  only  $20  million  on  $420 
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million  in  revenues,  according  to  a  bull  on  the 
stock,  Sanjay  Shrestha  of  FAC/Equities.  The  com- 
pany's chief  financial  officer,  Joseph  Mahler,  says 
buyers  of  the  stock  understand  that  the  company 
will  be  making  a  lot  more  money  by  2006.  Its 
fuel  cells  are  an  answer  to  industry's  need  for 
clean,  on-site  power,  he  says.  The  cells  make 
electricity  from  natural  gas  without  the  smoke 
from  combustion.  Shorts  say  that  even  if  the 
technology  works,  which  they  doubt, 
the  stock  will  crater  before  the  com- 
pany ramps  up  production. 

Meanwhile,  some  stocks  roam  the 
market  like  the  living  dead.  Shares 
of  Pinnacle  Holdings,  operator  of 
towers  for  cell-phone  and  pager  networks,  look 
like  they've  still  got  life  at  $4.80,  down  from  $80 
in  March,  2000.  But  Worthington  says  they're 
worse  than  dead  money.  The  company  needs  to 
buy  or  build  more  towers  but  is  heavily  indebted. 
Raising  new  money  is  impractical  because  of  a 
pending  accounting  investigation,  which  the  com- 
pany acknowledges  in  public  filings.  Ethan 
Schwartz,  principal  at  CRT  Capital  Group,  says 
the  stock  might  be  worth  only  $1.75  after  sub- 
tracting its  debt  from  an  optimistic  assessment  of 
its  assets.  More  likely,  if  there  were  a  reorgani- 
zation, the  shares  would  be  worth  essentially 
nothing,  he",  says.  But  you  don't  have  to  rely  on 
his  word.  The  debt  market  has  reached  the  same 
conclusion:  Pinnacle's  convertible  notes  trade 
around  47<2  on  the  dollar. 

With  hazards  like  these  still  in  the  market, 
let  the  buyer  beware.  a 


Pinnacle  Holdings 
and  Harley- 
Davidson  are 
being  sold  short, 
as  are  alternative- 
energy  stocks 
such  as  FuelCell 
Energy 


Beware 

NOT  WORTH  THE  RISK 

STOCK /TICKER 

DESCRIPTION 

STOCK 
PRICE* 

P-E" 

AMAZON  AMZN 

Still  unproven,  debts  loom 

12.49 

NA 

OUTBACK 
STEAKHOUSE  0SI 

Vulnerable  to  consumer  slowdown 

27.55 

14 

METRIS  MXT 

High-risk  credit-card  lender 

29.50 

12 

77 

NASDAQ-100 
TRUST  QQQ 

Expensive  tech-stock  gamble 

42.60 

i^^Mi!:.:^    «..!.'    r   ^wj« 

ACT  MANUFACTURING 

ACTM 

Second-tier  tech  manufacturer 

12.15 

8 

CREE  CREE 

LED  products  becoming  commodity 

24.20 

44 

FUELCELL  ENERGY  FCEL 

Product  not  off  ground,  stock  in  space 

64.08 

NA 

HARLEY-DAVIDSON  HDI 

Baby  boomers  nearly  sated  with  bikes 

46.00 

34 
21 

HOT  TOPIC  H0H 

Fad  clothes  for  MTV  crowd 

28,00 

PINNACLE 
HOLDINGS  BIGT 

Heavy  debt,  second-rate  wireless 
towers 

4.75 

NA 

*As  of  June  15                                                                             "Based  on  estim 
Data:  Thomson  Financial/First  Call,  Bloomberg  Financial  Markets,  BusinessWe 

sted  2001  ea 

ek 
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THE  ACTION  SLOWS 
BUT  DOESN'T  STOP 

There's  life  in  munis  and  corporate  bonds 


BY  SUSAN 
SCHERREIK 
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,ond  investors  face  a  tougher  environment 
I  now  that  most  of  the  Federal  Reserve's 
rate  cuts  are  over  and  the  economy  ap- 
Ipears  headed  for  recovery.  "The  easy  mon- 
ey has  been  made,"  says  Stephen  Kane,  a 
co-manager  of  Metropolitan  West  Total  Return 
Bond  Fund. 

Two  strategies  look  most  promising.  The  first 
involves  seeking  out  Trea- 
suries     and      municipal 
bonds  with  maturities 
that  offer  the  best  rel- 
ative values.  The  sec- 
ond   focuses    on    in- 
vestment-grade and 
high-yield  corporate 
bonds  that  stand  to 
strengthen    as    the 
economy  improves. 
True,   these   bonds 
have     rallied,     but 
pros  say  the  debt  of 
financially       sound 
companies  still  has 
room  to  climb. 

Because    of    the 
Fed's     aggressive 
easing,    yields    on 
short-term    Trea- 
suries aren't  nearly 
as  plump  as  those 
on  the  longer  matu- 
rities. But  you  don't 
have  to  take  the  risk 
of    buying    30-year 
bonds  to  do  well.  The 
best  deal  in  Treasuries  is 
in  notes  maturing  over  the  next  five  to  seven 
years,  says  Jerry  Thunelius,  head  of  taxable 
fixed-income  at  Dreyfus.  The  yield  gain  over 
shorter  maturities  is  substantial — the  five-year 
note  yields  4.75%,  while  the  two  gives  just  3.98%. 
INFLATION  JITTERS.  In  munis,  the  longer  the  ma- 
turity, the  better.  David  Baldt,  chief  of  Deutsche 
Asset  Management's  fixed-income  division,  says 
30-year  munis  have  hardly  budged  since  January 
while  yields  on  shorter  maturities  have  dropped 
half  a  percentage  point  because  of  "overblown" 
inflation  fears.  For  instance,  AAA-rated  munis 
maturing  in  2031  yield  5.18%,  or  91%  of  compa- 
rable Treasury  yields.  But  five-year  AAA-rated 
munis  yield  3.7%,  only  79%  of  like  Treasuries. 
For  a  little  extra  yield,  try  California  bonds. 


Mary  Miller,  portfolio  manager  of  the  T.  ] 
Price  Tax-Free  Income  Fund,  says  the  G 
State's  munis  yield  about  0.20  percentage 
more  than  other  states'.  That  higher  yield  re 
a  downgrade  in  California's  credit  qualitj 
result  of  energy  shortages  and  a  slowing  e 
my.  Miller  sees  some  risk  of  another  credit  ( 
grade,  but  she  doesn't  expect  any  defaults 

In  the  corporate  arena,  investment-grade 
have  an  average  yield  of  6.5%,  1.29  perce: 
points  above  that  of  10-year  Treasuries.  Tru 
yield  over  Treasuries  was  nearly  twice  as  h 
January,  but  Metropolitan  West's  Kane  saj 
portunities  remain  to  get  bonds  with  good  j 
He's  especially  keen  on  insurer  bonds  and 
credit-card  issuers,  such  as  Capital  One  Fin; 
The  easiest  way  for  individuals  to  play  this 
ket  is  through  a  mutual  fund.  Some  funds 
own  big  slugs  of  high-grade  corporates  and 
solid  track  records  are  Metropolitan  West 
Return,  Western  Asset  Management  Core 
Fund,  and  Dodge  &  Cox  Income  Fund. 
JUNK  RALLY?  Willing  to  stomach  more  ris 
richer  payouts?  Consider  high-yield  corpoi 
which  recently  averaged  13.0%,  or  7.76  per 
age  points  above  10-year  Treasuries.  That's 
from  a  9-point  advantage  earlier  this  year. 
Martin  Fridson,  chief  high-yield  strategi 
Merrill  Lynch,  believes  junk  bonds  will 
modestly  in  the  second  half  as  bond  defaul 
down.  He  forecasts  the  default  rate,  rec 
9%,  to  fall  to  5.5%  within  the  next  12  mon 

Of  course,  the  battered  telecommunie 
industry,  a  huge  junk-debt  issuer  in  the 
1990s,  has  shown  no  sign  of  turning  up.  1 
why  Deutsche's  Baldt  warns  investors  to 
junk  telecom  bonds  and  high-yield  funds 
have  loaded  up  on  them.  Two  top-perfor 
funds  that  go  light  on  telecom  debt  are  N 
east  Investors  Fund  and  Janus  High  Yield 
says  Morningstar  senior  analyst  Eric  Jacol 

In  today's  climate,  you  can  still  find  goc 
turns.  The  key  to  success:  comparing  deals  I 
you  buy  and  seeking  out  opportunities  that 
as  the  economy  rebounds. 

Plays  for  the  Second  Half 

INVESTMENT  YIE 

FIVE-YEAR  U.S.  TREASURY  NOTES  4.7 

Price  should  rise  later  in  the  year 

CALIFORNIA  GENERAL  OBLIGATION  BONOS 
DUE  2031  5.4 

Long-term  munis  offer  the  best  value  in 
the  bond  market 

METROPOLITAN  WEST  TOTAL  RETURN 

BONO  FUND  6.4I 

Skillful  player  in  high-grade  corporate  debt 

NORTHEAST  INVESTORS  12.2 

High-yield  bond  fund  avoids  troubled 
telecom  issues 

"Close  on  June  15  Data;  Motningstai,  Busine, 
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tRLDCOM. 


today's 


ever  wond 


next  generation  network!; 

really  means? 


it  won't  t>p  rea< 

until  fn 

nex 

generation 


It's  very  easy  to  proclaim  that  you  own 
the  network  of  tomorrow.  The  question,  of 
course,  is  what  do  you  have  to  offer  today? 

In  WorldCom's  case,  we  offer  our 
customers  the  world's  most  expansive*  IP 
network.  Namely,  WorldCom's  own  UUNET 
network.  A  network  that  is  already  carrying 
the  data  and  ambitions  of  thousands  of 
companies  to  more  than  65  countries 
around  the  world. 

A  network  that  truly  is  next  generation. 
The  difference  being  that  it's  already 
serving  the  needs  of  this  generation. 
Leave  nothing  to  chance. 


n  global  PoPs. 

'orldCom,  Inc.  All  Rights  Reserved.  CODE:  GEN3 


Visit  www.worldcom.com/backup 
or  call  1-888-886-3829  for  a  no  cost, 
no  obligation,  backup  plan. 


generation 
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A  TOOL  FOR  EVERY  TRADE 

How  to  sift  for  golden  stocks  using  the  BusinessWeek  Online  screener 


BY  LEWIS 
BRAHAM 


MIDYEAR 
GUIDE 


Since  the  dot-com  bubble  burst, 
you  know  enough  to  avoid     ^^ 
hot  tips  at  Internet  mes-    jSA 
sage  boards.  But  where     Mi 
do  you  get  investment     Ml 
ideas?  The  pros  often  start    j 
by  screening  thousands  of    ' 
stocks  for  selected  traits.     ! 
Armed  with  a  list  of  poten-     '■■ 
tial  winners,  they  then  in- 
vestigate the  results  of  their 
screen  more  thoroughly. 

You,    too,    can    pan    for 
stocks  with  golden  prospects    ' 
with  the  screening  tool  at    j 
BusinessWeek  Online.  Go    s 
to      businessweek.com/    ' 
investor/stocks.html,  look  for 
"Investing  Tools,"  and  un- 
der   it,    click    on    "Stock 
Screeners."  Here  you'll  find 
a   "Quick   Stock   Search,"    I 
which  allows  you  to  con-    I 
struct  screens  using  any    I 
one  of  17  criteria,  includ- 
ing such  basics  as  price,    1 
market  capitalization,  and    J 
price-to-earnings  ratio.  "Ad-    1 
vanced      Stock      Search"    * 
works  the  same  way  except    * 
you  have  70  criteria  on  which 
to  base  your  search.  (A  third 
screen  focuses  just  on  the  Busi- 
nessWeek 50  and  Standard  &  Poor's  500-stock 
index  with  14  variables.) 

To  do  some  serious  stock  sifting,  you'll  want  to 
employ  the  advanced  model.  Not  that  you  screen 
with  70  variables  or  even  10  at  a  time.  Every 
measurement  doesn't  work  on  every  kind  of  com- 
pany. Price-to-book  value  ratios,  for  instance, 
work  well  for  financial  firms,  but  they're  mean- 
ingless when  looking  at  biotech  or  software  com- 
panies. Still,  the  vast  selection  of  criteria  make 
for  richer,  more  targeted  searches. 
SCENARIOS.  Here's  how  you  put  the  screener  to 
work.  Suppose  you  think  that  lower  interest  rates 
make  it  an  opportune  time  to  invest  in  stocks  of 
the  smaller  community  banks  and  thrifts  that  es- 
cape Wall  Street's  notice.  For  instance,  portfolio 
manager  Anton  Schutz  of  Burnham  Financial  Ser- 
vices Fund,  up  76.2%  over  the  last  12  months, 
looks  for  bank  investments  by  searching  for  those 
with  the  lowest  p-b  ratio  ("Price/Book"  in  the 
valuation  section  on  the  BusinessWeek  screener). 
Book  value  is  the  value  of  a  company's  assets  if 


they  were  liquidated.  Since  1 

assets    are    easily    valu 

mostly   loans   and    se< 

ties — a  bank  with  a 

price  below  its  per-s 

book    value    can    b 

takeover  prospect,  Sc 

says. 

But      what      if 
takeover  doesn't  hap 
You  still  want  to 
I    stock  in  a  healthy 
pany  that's  a  viable 
going    business.    Tl 
why  Schutz  also  scr 
for    companies    by 
"Company  Growth  R 
which  is  the  estim 
earnings  growth  rati 
projected  by  Wall  St 
analysts)  divided  by 
estimated  price-earn 
ratio  for  the  next  f 
year.  In  short,  you 
I    to  buy  the  shares  of 
panies  whose  ratios  ai 
f    less  than  one:  the  hij 
the  better.  That  way, 
know  the  earnings  gr< 
rate  is  higher  than  the 
Try  to  run  a  screen 
Schutz'.  Go  to  the  Adva 
Screener,  and  under  "Selec   I 
Industry,"  enter  "Banks."  Then  set  the  p-b  rat   •' 
a  maximum  of  0.9  and  company  growth  rat 
"High  as  Possible."  At  the  bottom  of  the  sere 
it  asks  for  number  of  stocks.  Set  it  at  25,  w 
keeps  the  list  manageable. 

Still  too  many  stocks?  Try  setting  "Ma 
Capitalization"  at  a  minimum  of  five, 
equals  $50  million,  to  eliminate  the  tiniest  bl 
that  are  difficult  to  research.  You  can  also  taj 
a  minimum  of  15%  for  earnings-per-share  u 
"eps  Growth  1  Yr"  so  you  pick  up  the  ft 
growers.  Hit  the  search  again,  and  you  g 
companies,  two  of  which  are  favorites  of  Scl 
Berkshire  Hills  Bancorp  and  MutualFirst  Fil 
cial.  Other  top  picks  are  EverTrust  Final 
Group  and  Credicorp. 

Want  to  invest  in  a  pharmaceutical  com 
What  matters  most  arc  the  earnings  exjj 
tions  for  drugmakers  and  how  Wall  Street  v 
them.  Under  Select  an  Industry,  choose  "Dr 
First,  look  for  "Proj  EPS  Next  FY"  or  |>roj< 
earningB  per  share  for  the  next  fiscal  yeai! 
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HOW  TO  USE  THE  STOCK  SCREENER 


usinessWeek  I  online 


»--JB-"~      •--»       ™"' 
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EST1V. 

dvanced  Stock  Search 
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l*-*-^                    *|B-ta 

J7«— •                 *l 

sensus  of  what  analysts  expect  the  compa- 
>  earn  in  the  near  term.  Right  below  is 

EPS  Annualized  5  Yr,"  or  what  those  same 
sts  estimate  for  the  longer  period.  For  both, 

minimum  value  of  15%,  not  unreasonable 

drug  company.  Both  values  identify  the 
st-growing  firms. 

u  want  to  pay  a  reasonable  price  for  that 
th.  So  you  need  to  set  Company  Growth 
)  to  High  as  Possible,  as  we  did  in  the 
•stock  screen.  But  here,  we're  also  going  to 
the  "Company/s&P  Growth  Ratio,"  which 
ares  the  company  growth  ratio  with  the 
th  ratio  of  the  broader  market.  Set  it  at  a 
num  of  0.9,  which  is  to  help  select  stocks 
e  p-e  ratios  are  no  more  than  10%  higher 
that  of  the  Standard  &  Poor's  500-stock  in- 
Frank  Sustersic,  portfolio  manager  of  the 
er  Healthcare  &  Biotechnology  Fund,  sug- 

a  few  more  criteria — setting  them  to  High 
Dssible.  They  are  "EPS  Stability  Current," 
a  measures  the  consistency  of  a  company's 
ngs;  "EPS  Surprise  Breakout,"  in  which  a 
ive  number  indicates  better-than-expected 
ngs;  and  "Return  on  Equity,"  a  profitabili- 
easure. 
ie  screen  nets  25  stocks.  Of  them,  Sustersic 

Pfizer,  a  big  global  player,  but  also  several 
r-known  companies:  Taro  Pharmaceutical 
stries,  Andrx,  and  Noven  Pharmaceuticals. 
RING  THE  SMOKE.  Technology  is  the  trickiest 
r  to  screen.  You  can  start  with  some  growth 
bles:  "Company  Growth  Ratio,"  minimum 
"EPS  Surprise  Breakout,"  1  minimum;  "Proj 
Annualized  next  FY,  15%  and  5  Yr,"  15% 


IGo  to  business- 
week.com/investor/ 
stocks.html,  look  for 
the  "Investing  Tools" 
header,  and  under  it, 
click  on  "Stock  Screen- 
ers."  Then  go  to  "Ad- 
vanced Stock  Search" 


BusinessWeek  online 


Advanced  Stock  Search:  Results 


Top  13  best -fit  matches  .■>, 


i  Ovoto  D«l*t 


>  2 


Select  the 
exchange,  industry, 
and  type  of  stock 


Find  the  criteria 
you  want  and  enter 


3 

the  parameters 


EVERTRUST  FINL  OROUP  INC 
CREfrlCORPLTD 
HAWTHORNE  FINL  CORP 
-.-  fLAG  F'WL  CORP 

BERKSHIRE  HILLS  BANCORP  INC 
'.&  BANC  SHARES  INC 
MUTUALFIRST  FINL  INC 
PORTFINLCQRP 
TIMPERLAND  BANCORP  INC 
-/,..>  ITLA  CAP  CORP 

f  IRSTFED  AMER  BANCORP  INC 
WORONOCO  BANCORP  IHC 
H  4  CB  ADR  SPONSORED 


few    aafigj    nx&* 
..jua...  -  ..       * 

JfaM  ♦ 

..MA * 

iit    aim     * 

ISA  * 


8400 
13  OX 
33  MO 


4  Select  the  maxi- 
mum number  of 
stocks  you  want  to  see 
and  hit  "Search  Now" 


You  will  see  a  list  of  stocks 
'that  fit  your  criteria 


minimum.  But  tech  earnings  projections  are  often 
high,  and  reported  earnings  may  be  exaggerated. 
Cash  flow  offers  a  better  picture  of  a  compa- 
ny's finances.  Some  companies  record  sales  that 
sometimes  fail  to  produce  any  cash.  So,  after 
selecting  either  "Computers"  or  "Electronics"  as 
the  industry  to  search,  set  "Cash  Flow  Growth  1 
Yr"  to  High  as  Possible  and  "Price/Cash  Flow 
Ratio"  to  Low  as  Possible.  Those  look  for  com- 
panies with  the  highest  possible  cash  profits  sell- 
ing at  the  lowest  possible  valuation. 

Next,  take  a  look  at  the  debt,  which  takes 
on  special  importance  during  an  industry  down- 
turn. Go  to  the  "Debt/Equity  Ratio"  and  set  it  to 
a  maximum  of  100,  which  means  the  company's 
long-term  debt  cannot  exceed  the  value  of  the 
shareholder  equity.  Then  set  "Current  Ratio"  to 
a  minimum  of  1.5.  That  means  the  company  has 
current  assets  well  in  excess  of  its  current  lia- 
bilities and  can  pay  its  bills. 

Ratios  such  as  "Turnover-Inventory"  and 
"Turnover-Receivable"  can  detect  problems.  In- 
ventory turnover  measures  how  many  times  a 
company  sells  and  replaces  inventory  each  quar- 
ter. If  it's  low,  the  company  is  having  trouble  sell- 
ing its  products.  So  set  that  to  High  as  Possible. 
Turnover  in  Receivables — goods  the  company 
has  sold  but  not  received  payment  for — should  be 
Low  as  Possible.  If  not,  the  company  may  be 
lending  customers  money  to  boost  sales.  If  bor- 
rowers default,  as  some  dot-coms  have,  revenues 
and  earnings  evaporate. 

The  results?  You  know  how  to  screen  for 
stocks,  so  go  to  BusinessWeek  Online  and  try  it 
yourself.  □ 


By  plugging  in 
various  criteria, 
you  can  scout 
comprehensively 
for,  say,  a  bank 
that's  takeover 
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hp  storage  area  management 


What  it  does:  It  graphically  displays  event  and  inventory 
trends  for  your  storage  devices,  enabling  you  to  easily 
predict  where  and  when  storage  will  be  needed. 


How  it  helps:  It  enables  you  to  quickly 
respond  to  your  ever-changing  storage 
needs  and  allocate  accordingly. 


How  you'd  explain  it  to  a  bass 
fisherman:  It  could  tell  you  the 
exact  moment  each  fish  becomes 
hungry,  what  they're  hungry  for 
and  where  they  plan  on  dining. 


ra 


hp  infrastructure  solutions  for  an  always-on  business:  www.hp.com/go/storagesuccess  invent 
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Mutual  Funds 


DON'T  BREATHE 
A  SIGH  OF  RELIEF  YET 

Value  funds  shine  in  a  tough  market.  But  for  how  kmg\ 


c 


... 


BY  MARA 

DER  HOVANESIAN 


MIDYEAR 


INVESTMENT 


GUIDE 


Bi 


I  eware  of  optical  illusions.  A  two-month  sprint 
'that  has  lifted  the  Standard  &  Poor's  500- 
, stock  index  by  about  10%  looks  a  lot  like 
rthe  light  at  the  end  of  the  tunnel,"  says 
Richard  Driehaus  of  Driehaus  Capital  Man- 
agement. "But  it  might  be  a  train  coming  from 
the  other  direction." 

Yes,  the  market  can  play  more  tricks  than  just 
conjuring  up  speculative  bubbles.  The  recent  rally 
has  some  mutual  fund  managers — especially  value 
mavens — worried  that  the  market  is  overvalued 
and  overly  optimistic.  Even  though  the  outlook  for 
2001  profits  and  the  economy  is  dire,  the  market 
will  surge  higher  this  year,  says  Jerry  Jordan, 
president  of  Hellman,  Jordan  Management,  which 
manages  $1.2  billion  in  hedge  funds  and  value 
stocks.  "We're  in  a  bull  market  that  is  driven  by 
liquidity,  not  fundamentals,"  he  says.  "When  the 
Fed  stops  easing,  the  economy  will  have  to  stand 
on  its  own.  I  have  doubts  whether  it  can." 

The  midyear  message  to  investors:  Don't  be 


blinded  by  the  bull.  Most  inv 
are  slightly  better  off  todaj 
they  were  three  months  ag 
they're  still  losing  money,  j 
first  quarter,  U.S.  diversify 
uity  funds  lost  10.4%.  Year-t 
through  June  15,  that  los 
dwindled  to  7.4%,  vs 
Standard  &  Poor's  500-stock 
(table).  A  recovery  that  bej 
April  but  faltered  on  higl  • 
profit  warnings  has  confus 
vestors.  After  yanking  a  i 
$20.6  billion  from  stock  fui   I 
March,  they  plowed  abou     ] 
—  same  amount  back  into  the 
est  aggressive  growth  and  sector  funds  in 
and  May.  Still,  estimated  net  inflows  througl  Ls 
total  $33  billion,  reports  TrimTabs.com  Ii  | 
ment  Research,  down  83%  from  $196  billion 
same  period  last  year. 
LEERY.  About  the  only  thing  on  an  ever 
these  days  is  the  performance  of  value 
whose  managers  are  adeptly  sifting  throug    ' 
rubble.  So  far  this  year,  small-cap  value 
rose  9.6%,  beating  small-cap  growth,  down 
mid-cap  and  large-cap  value  funds  are  out 
their  growth  peers  by  similar  margins.  And  I 
value  managers  are  outperforming  their  t 
marks  by  a  mile:  Boston  Partners  Smal 
Value  II  fund,  Dreyfus  Small  Company 
Fund  (closed  to  new  investors),  Franklin  I 
Cap  Value,  and  Perritt  Micro  Cap  Oppo 
ties  are  all  up  30%  plus. 

Sweat-the-small-stuff  stockpickers  were 
cautious,  so  it's  no  surprise  that  many  winne 
leery  of  staging  repeat  performances.  That': 


a 


The  Best  Equity  Returns 


FUND                                                                     TOTAL  RETURN* 

PILGRIM  TROIKA  DIALOG  RUSSIA  A 

49.46% 

THIRD  MILLENNIUM  RUSSIA 

46.87 

MATTHEWS  CHINA 

40.43 

MATTHEWS  KOREA 

34.70 

BOSTON  PARTNERS  SMALL  CAP  VALUE  II INSTL 

34.40 

FRANKLIN  MICROCAP  VALUE 

32.66 

DREYFUS  SMALL  COMPANY  VALUE 

29.50 

FIRST  EAGLE  SOGEN  GOLD 

29.22 

SCHRODER  ULTRA 

28.97 

PERRITT  MICRO  CAP  OPPORTUNITIES 

28.77 

AEGIS  VALUE 

28.12 

WASATCH  SMALL  CAP  VALUE 

27.94 

MONTEREY  OCM  GOLD 

27.61 

AMERICAN  CENTURY  GLOBAL  GOLD  INV. 

26.50 

WASATCH  CORE  GROWTH 

25.57 

IVY  GLOBAL  NATURAL  RESOURCE  ADV. 

25.46 

TURNER  SMALL  CAP  VALUE 

24.24 

HEARTLAND  VALUE 

24  03 

STRONG  ADVISOR  SMALL  CAP  VALUE  Z 

24.00 

FUND 


TOTAL  RET 


FBR  SMALL  CAP  VALUE  A 


22. 


BERWYN 


22. 


BURNHAM  FINANCIAL  SERVICES  A 


22. 


SPIRIT  OF  AMERICA  INVESTMENT  A 


22 


USAA  GOLD 


22.1 


BRIDGEWAY  ULTRA-SMALL  CO. 


22.1 


FIFTH  THIRD-MAXUS  AGGR.  VALUE  INSTL. 


22 


BRIDGEWAY  MICRO-CAP  LIMITED 


21.< 


PERKINS  OPPORTUNITY 


21.5 


RYDEX  PRECIOUS  METALS 


21.4 


LIBERTY  ACORN  USA  2 


21.4 


KINETICS  SMALL  CAP  OPPORTUNITY 


21. 


PILGRIM  PRECIOUS  METALS  A 
ALFRANK 


20.. 
2a; 


OAKMARK  SMALL  CAP  I 
DELAFIELD 


20J 
20.i 


BABSON  ENTERPRISE 
AMERICAN  HERITAGE 


20.C 
20.0 


EVERGREEN  PRECIOUS  METALS  HOLDINGS  A      23.62 


GABELLI  GOLD  19.9 

OPPENHEIMER  GOLD  &  SPECIAL  MINERALS  A     1  c»  f 


'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan  1  through  June  15,  2001 


Data:  Standaid  & 
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of  play-it-safe  growth  managers  who  temper 
olios  with  low-key  growth  stocks:  "The  easy 
ngs  were  a  year  and  a  half  ago,"  says  J.  B. 
jr,  co-manager  for  the  $1  billion  Wasatch 
Growth  Fund,  up  25.6%,  and  one  of  three  at 
alt  Lake  City  shop  in  the  top  50  of  6,509 
ned  by  s&l*.  All  three  are  now  closed  to  new 
tors.  Howard  Mah,  co-manager  of  Ameristock 
sed  Value  Fund,  says  he  isn't  aiming  for  the 
,  though  he's  up  49%  through  June  15,  ac- 
ng  to  Lipper.  Mah  is  happy  with  5%  earn- 
per-share  growth  over  three  years  from  key 
such  as  Manpower  and  Dura  Automotive 
;ms.  His  near-term  prognosis?  "The  market 
read  water." 

there  are  giant  bargains,  they're  more  like- 
tiny  stocks  with  market  caps  of  under  $200 
>n,  says  Bruce  Baughman.  He  co-manages 
billion  in  value  stocks  for  Franklin  Temple- 
including  the  MicroCap  Fund,  up  32.7%  so 
his  year.  Stocks  such  as  Cornell,  an  out- 
dng  company  for  prisons,  and  Hancock  Fab- 
which  trade  at  5  to  6  times  earnings,  have 
ed  156%  and  124%,  respectively.  William 
man,  manager  of  the  Franklin  Value  Fund, 
ts  growth  stocks  disguised  as  value:  D.  R. 
on,  a  national  homebuilder,  has  94  consecu- 
quarters  of  earnings  growth.  "In  a  cyclical  in- 
•y,  that  shouldn't  happen,"  he  says.  "It  acts 
l  growth  company,  but  for  our  purposes  it's 
>,  because  it's  a  bargain."  The  stock  jumped 
21,  double  its  52-week  low  of  last  June, 
klin  Value  is  up  14%. 

JALL  Many  small-cap  managers  are  also  get- 
a  boost  from  stocks  formerly  known  as  mid- 
After  Network  Associates'  market  cap  fell  to 
million  from  a  $5  billion  peak  in  March,  2000, 


How  the  Big  Funds  Fared 


FUND 


Boston  Partner's 
David  Dabora 
moved  in,  buying  at 
$6  a  share.  The 
stock  now  trades  at 
about  $11.  Boston 
Partner's  Small  Cap 
Value  II  fund,  which 
invests  in  companies      MVESMENT  COMPANY  OF  AMERICA 

WASHINGTON  MUTUAL  INVESTORS  1 
FIDELITY  GROWTH  &  INCOME 


NET  ASSET 
BILLIONS 


TOTAL 
RETURN* 


FIDELITY  MAGELLAN 

VANGUARD  500  INDEX 


$88.2        -7.00% 


80.7 
56.9 


-7.55 
-1.61 


'Appreciation  plus  reinvestment  of  dividends 
Jan  1  through  June  15,  2001 

Data:  Standard  & 


with  market  caps  of 

under  $1  billion,  has 

rune  up  35%  gains 

this  year-the  best      6B0WTH  RIND  OF  AMERICA  A 

diversified      equity      FIDELITY  CONTRAFUND 

fund   of  2001.   The      j™"™ 

risk-averse  Dabora      

has  130  stocks  in  13      «W  PWSPECTIVE !  A 

industry  sectors;  84      EUROPACIFIC  GROWTH 
have  jumped  20%  or 
more  this  year.  Part 
of  his    strategy    is 
knowing    when    to 

sell:  After  Advance  pes  jumped  to  $62  from  $35, 
regaining  its  mid-cap  status,  Dabora  took  profits. 
Some  oddball  funds  have  managed  stellar  re- 
turns, too.  Monterey  ocm  Gold  is  up  27.6%;  the 
Matthews  China  fund  is  up  40.4%;  and  the  Pilgrim 
Troika  Dialog  Russia  Fund  is  up  49.5%  (table, 
page  106).  But  over  the  past  three  years,  these 
funds  have  on  average  lost  money  and  veered 
from  being  leaders  one  quarter  to  laggards  the 
next.  More  traditional  funds  that  invest  in  com- 
panies with  proven  business  models  are  still  out- 
performing funds  that  buy  untested  startups.  Tech 
and  telecom  fund  losses — despite  a  gangbuster 
rally  since  Apr.  4 — are  ugly.  A  22%  spike  in  Nas- 
daq since  its  52-week  low  two  months  ago  hasn't 


49.7 
37.2 


2.31 
-6.56 


36.9 

35.7 


-8.23 
-9.90 


35.0 
30.9 


-11.90. 

-2.84 


30.6       -5.87 


and  capital  gains  before  taxes, 
Poor's 


The  Worst  Equity  Returns 

ID 

OFUNDS  ULTRA  OTC  PROFUND  INV. 
RKSHIRE  FOCUS 
RKSHIRE  TECHNOLOGY 

TOTAL  RETURN* 
-58.85% 

-58.12 
-58.01 

FUND 

AIM  GLOBAL  TELECOM  AND  TECH  A 
RED  OAK  TECHNOLOGY  SELECT 
FIRST  AMERICAN  TECHNOLOGY  Y 
WILLAMETTE  TECHNOLOGY 
STRONG  INTERNET 

TOTAL  RETURN* 

^15.79% 

-45.59 

-44.93 

^14.91 

^14.68 

i KAMPEN  TECHNOLOGY  A 
PTRUECROSSINGS  TECHNOLOGY 

-54.33 
-53.74 

RRILL  LYNCH  FOCUS  TWENTY  B 

-51.56 

JACOB  INTERNET 

BOYLE  MARATHON 

BLACK  OAK  EMERGING  TECHNOLOGY 

FIDELITY  SEL.  NETWORK  &  INFRASTRUCT. 

-44.55 
-44.08 
^3.90 
-43.51 

N  WAGONER-POST  VENTURE 

tSTHAND  COMMUNICATIONS 

H WAGONER  TECHNOLOGY 

LAWARE  TECH.  &  INNOVATION  INSTL. 

H  WAGONER  EMERGING  GROWTH 

ERITOR  INVESTMENT 

N"  WAGONER  MID  CAP  GROWTH 

INUMENT  EURONET  A 

S  GLOBAL  COMMUNICATIONS  A 

-51.36 
-50.83 
-50.63 
-50.08 
^9.79 
-49.29 
-49.16 
-49.11 
^18.98 

VAN  WAGONER  MICRO-CAP  GROWTH 

-43.38 

JP  MORGAN  H&Q  GLOBAL  TECHNOLOGY  A        -42.17 
MONETTA  LARGE-CAP  EQUITY                       -42.03 
PBHG  TECHNOLOGY  &  COMMUNICATIONS  ADV  -41.57 
ING  INTERNET  A                                         -41.35 

IPO  PLUS  AFTERMARKET 

-41.23 

AND  PRIX  A 

ISTHAND  E-COMMERCE 

^7.49 
^17.36 
^17.31 
^15.98 
-45.82 

RYDEX  TELECOMMUNICATIONS  INV. 
IDEX  PILGRIM  BAXTER  TECHNOLOGY  A 

-41.07 

-41.04 

PHA  ANALYTICS  DIGITAL  FUTURE 
WSECO  SCIENCE  &  TECHNOLOGY  Y 

P  INNOVATIONS  Y 

RIGHTIME  OTC 

LOOMIS  SAYLES  GLOBAL  TECH.  RETAIL 

OPPENHEIMER  EMERGING  TECHNOLOGIES  Y 

-41.03 
^10.80 
^10.79 

ipreciation  plus  reinvestment  of  dividends  and  capital 

gains  before  taxes 

,  Jan.  1  through  June  15,  2001                                Data:  Standard  &  Poor's 

If  there  are 
giant  bargains 
to  be  found, 
they're  likely 
to  be  in  tiny 
stocks  with 
market  caps 
under  $200 
million 
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The  Best  Bond  Funds 


TOP  10  TAXABLE  BOND  FUNDS 

TOP  10  TAX-FREE  BOND  FUNDS 

TOTAL  RETURN* 

PIMCO  MUNICIPAL  BOND  A 

TOTAL  RETU 

PAUZE  U.S.  GOVT.  TOTAL  RETURN  BOND 

13.80% 

4.85J 

CALVERT  INCOME  A 

12.90 
11.58 

AMERICAN  HIGH-INCOME  MUNI  BOND  A 

4.07 

CALVERT  SOCIAL  INV.  BOND  A 

MAS  MUNICIPAL  IN  STL 

3.99 

PIONEER  HIGH-YIELD  A 

11.05 

ALLIANCE  MUNI  INCOME  NJ  A 
OPPENHEIMER  PA  MUNICIPAL  A 
OFFITBANK  NATIONAL  MUNICIPAL  SELECT 

3.95 

BUFFALO  HIGH-YIELD 

10.62 

3.93 

PIMCO  EMERGING  MARKETS  BOND  AOMIN 

10.35 

3.91 

GMO  EMERGING  COUNTRY  DEBT  IV 

9.94 
9.49 

SELIGMAN  MUNICIPAL  GA  C 

3.85.1 

AFBA  FIVE  STAR  HIGH  YIELD 

LORD  ABBETT  MO  TAX-FREE  INCOME  A 

3.71 

DEUTSCHE  HIGH-YIELD  BOND  INV. 

9.25 

ALLIANCE  MUNI  INCOME  NATL.  A 

3.691 

ING  INTERMEDIATE  BOND  A 

9.10 

LORD  ABBETT  GA  TAX-FREE  INCOME  A 

3.65J 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan.  1  through  June  15,  2001 


Data:  Standard  &  Pi 


hauled  tech  funds — dead  last  with  27.7%  losses  so 
far — out  of  their  black  hole.  Telecom  funds  aren't 
far  behind  at  negative  26%. 

For  the  steely  contrarian,  this  may  be  the  time 
to  buy.  "If  you  have  to  lean  one  way  or  another, 
lean  at  the  margin  toward  the  most  poorly  per- 
forming sector  in  the  last  12  or  24  months,"  says 
Gary  Pilgrim,  a  30-year  veteran  of  momentum  in- 
vesting. His  $3  billion,  tech-heavy  PBHG  Growth 
Fund  is  underwater  by  22%  for  the  year.  Other 
tech  gurus  are  still  willing  to  go  way  out  on  a 
limb.  The  Nasdaq  has  seen  its  low,  reasons  veter- 
an manager  Alberto  Vilar,  co-manager  of  the  $150 
million  Amerindo  Technology  Fund.  He  forecasts  a 
"huge  rally  that's  going  to  blow  [the  Nasdaq] 
through  3,000,"  in  the  next  six  weeks  and  be  a 
precursor  to  a  new,  stronger  bull  market  in  mid- 
2002.  The  reason:  Business  services  will  go  through 
the  same  tech  revolution  that  smokestack  Ameri- 


Few  Fund  Categories  Make  Money 

TOTAL  RETURN* 

TOTAL  RETURN* 

PRECIOUS  METALS 
SMALL-CAP  VALUE 
EMERGING  MARKETS  BOND 
REAL  ESTATE 
MID-CAP  VALUE 

18.38% 
9.56 
7.69 
6.04 
5.31 

CONVERTIBLES 

LARGE-CAP  BLEND 

JAPAN 

SMALL-CAP  GROWTH 

HEALTH 

MID-CAP  GROWTH 

-4.76% 

-8.10 

-8.23 

-11.71 

-11.82 

-14.81 

LATIN  AMERICA 
HIGH-YIELD  BOND 

3.77 
2.78 

LARGE-CAP  GROWTH 

EUROPE 

COMMUNICATIONS 

-15.37 
-15.57 
-26.00 

PACIFIC/ASIA  EX-JAPAN 
NATURAL  RESOURCES 
SMALL-CAP  BLEND 
DIVERSIFIED  EMERGING  MARKETS 
INTERNATIONAL  BOND 
LARGE-CAP  VALUE 
FINANCIAL 
MID-CAP  BLEND 
ALL  CAP 

1.95 
1.54 
-0.07 
-0  32 
-0.35 
-1.43 
-1.91 
-3  97 
-4.54 

TECHNOLOGY 

U.S.  DIVERSIFIED  FUNDS 

ALL  EQUITY  FUNDS 

-27.71 
-7.35 
-7.23 

S&P  500 

INTERNATIONAL  EQUITY  FUNDS 
ALL  NON-TAXABLE  BOND  FUNDS 
ALL  TAXABLE  BOND  FUNDS 

-7.52 

-9.56 

2.28 

3.01 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan.  1  through  June  15,  2001 
Data:  Standard  &  Poor's 

:. 


ca  did.  Stocks  such  as  Siebel,  VeriSign,  eBay, 
Akamai  Technologies  stand  to  gain.  "Not  to  be 
timistic  about  technology  is  crazy,"  says 
whose  fund  has  lost  69%  since  last  June. 

Among  the  best  sectors  of  late  has  been  he 
including  biotech— but  it  has  had  a  bumpy 
GenomicsFund.com  climbed  almost  34%  in 
past  three  months,  but  still  has  a  31%  loss  foi 
year.  "You  get  unwarranted  lows  and  highs," 
GenomicsFund  manager  Steve  Newby.  "I 
misunderstood  arena."  Skeptics  say  biotech 
much  a  bubble  as  the  Internet,  but  Newby 
others  disagree.  They  argue  that  the  indus 
leaders  have  huge  entry  barriers,  profits,  an 
billion-plus  in  cash. 

Bonds  are  still  providing  shelter  from  s 
volatility.  The  average  tax-free  bond  fund  h 
total  return  of  2.28%  through  June  15,  while 
able  funds  were  up  3.01%  (table).  With  lowe 
terest  rates  and  a  slowing  economy,  total  ret 
for  government  and  investment  grade  corpoi 
may  have  peaked.  At  least  bonds  shield  ag; 
equity  risk,  says  pimco's  Paul  McCulley.  "Ec 
risk  premiums  are  skyrocketing  and  corpc 
profitability  is  going  to  suck  canal  water,"  he  i 
"On  a  risk-adjusted  basis,  returns  favor  boi 
High-yield  bond  funds,  while  riskier  than  I 
peers,  "is  about  the  only  place  you  can  get  y 
approaching  double  digits,"  says  Margaret  P 
who  runs  the  Pioneer  High  Yield  Fund.  Deft 
are  on  the  rise,  but  mainly  among  telecom  anc 
shakiest  of  companies,  she  says.  Emerging  ] 
kets  bond  funds  topped  the  charts  with  an  8 
gain,  but  Michael  Conelius  of  the  T.  Rowe  I 
Emerging  Market  Bond  fund  is  bearish.  A  ! 
dollar,  an  energy  rally,  and  low  inflation 
been  short-run  catalysts;  political  reforms  ovei 
are  still  touch  and  go,  causing  concern,  he  ■ 

In  the  meantime,  U.S.  managers  eager  to 
deeper  into  stocks  are  keeping  their  eyes  a 
for  a  bottom.  Dresdner  ROM's  Brian  Dombkoj 
who  runs  $3.5  billion  in  mid-cap  growth  stoclfl 
mits  he  may  not  know  it  when  he  sees  it.  "H 
least  every  month  we  wait,  we  get  a  month 
er  to  the  turn." 
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MNCETON  REVIEW'S 
V  RATES  A  SOLID  'F' 

Want  to  have  a  really  bad  time?  Go  to 
vvrvvw.review.com,  Internet  home  of  The 
Princeton  Review,  the  company  that  helps 
kids  study  for  the  Scholastic  Aptitude  Test. 
There,  you  can  take  a  free  practice  sat.  I  prom- 
ise, it  will  all  come  back  to  you:  The  raging 
boredom  of  having  to  decipher  passages  from 
the  world's  most  convoluted  writers;  despera- 
tion to  recall  the  Pythagorean  Theorem;  the  im- 
pulse to  pick  an  answer,  any  answer,  just  to  get 
the  damn  thing  over  with. 

All  this  was  torture  enough  in  high  school. 
But  put  yourself  in  the  sneakers  of  today's  kids. 
With  new  federal  legislation,  more  and  more 
kids  will  be  having  to  take  high-stakes  assess- 
ment tests  as  early  as  the  third  grade.  So  it's  no 
wonder  that  Princeton  Review  is  chasing  this 
fresh  opportunity  to  help  kids  improve  their 
scores.  And  now,  the  New  York  City  company  is 
letting  the  public  in  on  it.  On  June  18,  it  sold 
20%  of  its  stock  in  a  $59  million  initial  public  of- 
fering run  by  J.  P.  Morgan  Chase. 

I  can't  bear  to  disclose  my  score  on  the  mock 
sat  (lower  even  than  in  1973,  which  was  plenty 
low  enough).  I  will,  though,  give  my  assessment 
of  Princeton  Review's  ipo.  Although  executives 
are  keeping  quiet  in  the  wake  of  the  deal, 
their  securities  filing  spells  out  the  details. 
And  on  my  proprietary  ipo  befl  curve, 
it  falls  in  one  of  those  humiliatingly 
low  deciles. 

From  a  start  in  1981  with  15 
kids  studying  under  then-21-year- 
old     founder     John     Katzman, 
Princeton  Review  has  expanded 
to  serve  more  than  100,000  stu- 
dents in  11  countries.  It  grew 
in  part  by  franchising,  but 
lately  the  company  has  been 
buying  back  those  operations. 
It's  also  now  in  books  (in- 
cluding a  deal  with  The  McGraw-Hill 
Companies,  parent  of  BusinessWeek), 
it's  in  software,  and  increasingly  it's 
on  the  Net,  where  a  new  ven- 
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ture  named  Homeroom.com  aims  to  help  third- 
through  eighth-graders  with  the  new  state  as- 
sessment tests. 

These  tests — and  the  anxiety  that  accompanies 
them — open  new  territory  for  Princeton  Review. 
But  the  company  is  hardly  alone  in  exploiting 
this  opportunity.  In  fact,  it's  off  to  a  late  start. 
Educational  software  maker  Lightspan's 
eduTest.com  was  founded  in  1995  and,  while  it 
isn't  disclosing  sales,  now  serves  more  than  1,000 
schools.  Sales  of  Princeton  Review's  fee-based 
Homeroom.com  service  began  only  last  August. 
"To  date,"  the  company's  filing  notes,  "these  fees 
have  not  been  significant." 

Perhaps  Princeton  Review  will  surpass  its  ri- 
vals, but  in  the  meantime  it's  losing  a  lot  of 
money.  From  net  income  of  $1.6  million  on  rev- 
enue of  $34  million  in  1998,  the  year  it  began  ex- 
panding to  aid  elementary  and  secondary  school 
kids,  the  bottom  line  has  turned  red  and  redder. 
Last  year,  including  results  from  its  recently  ac- 
quired franchisees,  it  lost  $15.7  million  on  rev- 
enue of  $54  million.  This  year's  first  quarter 
brought  a  $4.9  million  loss,  a  mega-swing  down 
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Q:  Which  Stock  Offers  the  Worst  Value? 


'ANY/SYMBOL 

LEARNING  TREE  INTERNATIONAL  LTRE 
SYLVAN  LEARNING  SYSTEMS  SLVN 
PLATO  LEARNING  TUTR 
THE  PRINCETON  REVIEW  REVU 


MARKET  VALUE 
MILLIONS 

$463 

756 
284 
286 


lonths  ended  Dec.  31,  2000,  except  Plato,  which  is  12  months  ended  Jan.  31,  2001 
Data:  Company  reports,  BusinessWeek 


SALES* 

MILLIONS 

$237 

317 

MARKET  VALUE/ 
SALES 

2.0 

2.4 

58 

4.9 

54 

5.3 

001 

from  2000's  first-quarter 
profit  of  $4.4  million.  And 
as  far  as  it  can  see,  the  com- 
pany expects  to  keep  losing 
money. 

So  forget  about  trying  to  value 
Princeton  Review  on  a  mul- 
tiple of  earnings.  Ditto 
cash  flow.  Even  before 
capital  spending,  the 
company  burned  $17.6 
m  million  in  cash  last 
year,  and  an  addition- 
al $5.7  million  during 
this  year's  first  quar- 
ter. Fortunately,  there 
are  ways  to  estimate  the  value  of 
Princeton  Review  on  a  multiple  of 
sales.  First,  there  are  the  half-dozen 
franchisees  the  company  in  the  past  year 
either  has  bought  or  has  taken  an  option 
to  buy.  Those  prices  range  from  0.9  times  to 
1.3  times  sales.  Then,  there  are  other  tutor- 
ing stocks  (table),  such  as  Sylvan  Learning  Sys- 
tems. They  trade  from  2.0  to  4.9  times  sales. 

And  Princeton  Review,  what  value  did  it  give 
itself?  At  its  ipo  price  of  $11  a  share,  it  went  for 
5.3  times  sales.  Don't  ask  me  what  Pythagoras 
would  make  of  that  valuation,  but  I'll  tell  you 
this  much:  It's  way  steep. 
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A  TELECOM  WINNER? 


! 


BY  GENE  G.  MARCIAL 

Small-town  phone 
company  Alltel  is 
growing  fast, 
it  Mobile  Mini, 
storage  units  earn 
oodles  of  cash. 
Boca  Resorts 
is  looking  like 
buyout  bait 


VALUE  IN  THE 
HEARTLAND 


Shell-shocked.  That's  how  telecom  investors 
must  feel  as  they  reel  from  the  group's  de- 
cline— exacerbated  by  Nortel  Networks' 
record  second-quarter  $19.2  billion  loss.  Is  there 
reason  to  be  optimistic?  David  Roberts,  who  co- 
manages  Northern  Trust's  Large-Cap  Value 
Fund,  thinks  so.  "Despite  the  somber  outlook, 
we're  convinced  the  end  of  declining  stock  prices 
is  close  at  hand,"  he  argues.  The  market  now  "of- 
fers outstanding  values — telecoms  included." 

Telecoms  aren't  usually  Roberts'  bag,  but  he 
sees  ALLTEL  (at) — which  provides  cellular  and 
regular  phone  services,  plus  Net  access — as  a 
value  play.  Its  markets  are 
in  smaller  cities  that  the 
big  telecoms  ignore.  But 
that's  where  cellular  de- 
mand has  picked  up,  says 
Roberts,  alltel  has  6  mil- 
lion cell  subscribers. 

Skeptics  think  telecoms 
still  face  big  risks.  Roberts 
concedes  that  in  the  near 
term  subscriber  growth 
may  slow,  but  he  thinks 
that  will  be  temporary.  Roberts  says  alltel, 
down  from  69  a  year  ago  to  57  now,  will  emerge 
a  winner.  ALLTEL  is  "appealing  to  value  players 
like  us,"  he  says,  because  of  its  "strong  balance 
sheet,  excellent  debt  rating,  and  strong  cash 
flow."  Trading  at  20  times  last  year's  earnings, 
the  stock  is  at  the  low  end  of  alltel's  five-year 
price-earnings  average  of  19  to  29.  Roberts 
thinks  that  in  12  to  18  months,  the  stock  could 
hit  75 — or  21  times  estimated  2002  earnings  of 
$3.43  a  share.  In  2001,  he  expects  profits  of  $2.89. 
Some  50%  of  alltel's  revenues  comes  from  its 
wireless  unit  and  about  a  third  from  regular 
phones,  the  big  cash  generator.  In  beating  first- 
quarter  estimates  and  sticking  to  its  earnings 
guidance  for  all  of  2001,  ALLTEL  shows  it  can 
and  will  maintain  its  market  share,  says  Roberts. 

HOW  MOBILE  MINI  IS 
CONQUERING  SPACE 


DEC  19/00   JUNE  20, '01 
▲  DOLLARS 
Data:  Bloomberg  Financial  Markets 


EYE-POPPING 
PROFIT  MARGINS 


Mi 


DEC.  19,  '00    MINE  20, '01 
▲  DOLLARS 
Data:  Bloomberg  Flnam  lal  Markets 


obile  Mini  (mini)  is  in  the  space 
business,  and  it's  making  oodles 
.  of  money.  No,  not  rockets:  It  pro- 
vides the  large  containers  that  retail- 
ers, hospitals,  and  government  agencies 
need  for  storage.  Mobile  buys  used  con- 
tainers from  shipping  companies,  refur- 
bishes them,  and  leases  them  out.  Mobile 
has  about  60,000  containers  leased  for 
an  average  of  $125  a  month.  Among  its 
customers:  Wal-Mart  Stores. 

"Mobile  is  one  of  our  biggest  hold- 
ings, and  it  has  been  a  big  winner,"  says 
Michael  Durante  of  John  McStay   In- 


vestment Counsel,  which  manages  $6  billion 
owns  a  7%  stake  in  Mobile.  Container  sto: 
has  been  "exceptionally  profitable,"  with  g 
margins  of  45%  to  50%,  he  adds. 

Mobile's  stock  has  been  on  fire  despite  the 
market,  jumping  from  18  in  December  to  29 
"It  is  really  a  cash-flow  story,"  says  Durante, 
notes  the  storage  units  don't  depreciate 
keep  on  bringing  in  cash.  Based  on  F 
Union's  2002  cash-flow  estimate  for  Mobil 
$4.15  a  share,  the  stock  is  trading  at  6.9  ti 
cash  flow.  "But  Mobile  is  growing  at  three  t 
that  rate,"  says  Durante.  He  sees  the  stoc 
60  in  a  year.  It  trades  at  17  times  2002  / 
mated  earnings  of  $1.70,  and  20  times  2001 
timate  of  $1.40.  Mobile  earned  $1.11  in  200 

BIG  NAMES 

AT  BOCA  RESORTS 



Some  say  that  investing  in  Boca  Res 
(rst),  which  owns  and  operates  Ave  lu 
resorts,  including  its  flagship  Boca  Re 
&  Club,  is  a  big  bet  on  flamboyant  CEO  W; 
Huizenga.  He's  also  boss  at  AutoNation, 
largest  U.  S.  auto  dealer,  which  had  revenu( 
$20.6  billion  last  year.  Many  investors  have 
ited  from  Huizenga's  enterprises,  some  of  w 
he  sold  for  huge  returns:  He  once  owned  B 
buster,  which  he  sold  to  Viacom.  And  in  197 
co-founded  Waste  Management.  Huizenga 
Boca's  only  quality  investor:  Bill  Gates  ( 
some  10%,  and  Mario  Gabelli,  2%.  Its  stock  i 
from  10  in  April  to  14  now. 

Some  pros  reckon  that  Boca  Resorts  coul 
another  home  run.  One  theory:  Now  that  Hi 
ga,  who  controls  95%  of  voting  stock,  has  si 
a  pact  to  sell  Boca's  hockey  team,  the  Fk 
Panthers,  Boca  Resorts  is  an  attractive  ace 
tion  candidate.  Its  "high-quality  assets" 
"strong  balance  sheet"  make  it  a  juicy  ta 
says  Bear  Stearns'  Marc 
Falcone,  who  upgraded  the 
stock  from  "attractive"  to 
"buy"  after  the  sale.  He 
figures   selling  the   team 
could  be  the  catalyst  for 
companies  that  have  pre- 
viously expressed  interest 
in  buying  Boca's  assets  to 
make  a  move.  Falcone  says 

T>  u    r.    io   f      on  DEC.  19, '00   JUNE 

Boca  could  hit  18  to  20  a      a  dollars 

Share  in   12  to   18  months.  Data  8loomber£  Financial  M| 

Mark    Mutkoski    of   Deutsche    Banc 
Brown,  who  rates  Boca  a  buy,  says  the 
had  been  a  drag  on  earnings  and  its  sal 
locks  the  value  of  Boca,  making  it  more  a 
tive.  Spokesman  Ron  Castell  says  "as  a  p 
company,  we'd  talk  to  anybody  who's  interes 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuq 

afternoons  at  www.businessweek.com/today.htm.  And  se 

Fridays  at  1:20  p.m.  est  on  CNNfn's  The  Money  Gat, 
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PARADISE? 
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Picking  stocks  the  Janus  way  means  looking  at  every  company  like  a  new  territory. 
Mapping  out  every  corner,  every  nook,  every  cranny.  Going  beyond  the  numbers  and 
finding  out  where  they've  been.  Where  they're  going.  Where  the  roads  lead.  And  which 
look  like  dead  ends.  Before  your  money  goes  into  a  stock,  Janus  learns  the  lay  of  the  land. 


-        * 


?K 


4s,-    '■:•  •  tftfmi. 


fs 


L< 


Introducing  Janus  Global  Value  Fund 


Janus  Global  Value  Fund  seeks  long-term  growth  of  capital  by  investing  in 

companies  of  any  size,  anywhere  in  the  world,  which  Janus  finds  reason  to  believe 

are  undervalued  relative  to  their  intrinsic  value,  taunch  date:  June  29. 2001. 
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Figures  of  the  Week 


%  change 


Stocks 


S&P  500 

June    Dec.    June  June  14-20 

1540  i _,__-_  1260 


U.S.  MARKETS 


June  20 


Year  to   Last  12 
Week      date    months 


GLOBAL  MARKETS 


June  20     Week 


Ye 


1425 


1080 


1240 


£  1223.1 


1200 


1180 


COMMENTARY 

Not  even  a  bullish  forecast  from  Oracle 
could  overcome  the  effects  of  the  con- 
tinuing meltdown  among  telecom-equip- 
ment makers.  The  tech-laden  Nasdaq 
fell  below  2000  briefly,  before  ending  the 
week  at  2031.2,  down  4.3%.  The  Dow 
slipped  2.1%  on  news  that  GEwas 
dropping  its  bid  for  Honeywell  as  a  re- 
sult of  opposition  from  European  regu- 
lators. The  S&P  500  lost  1.5%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1223.1 

Dow  Jones  Industrials  10,647.3 

Nasdaq  Composite  2031.2 

S&P  MidCap  400  511.8 

S&P  SmallCap  600  221.7 

Wilshire  5000  11,312.8 

SECTORS 

BusinessWeek  50*  849.2 
BusinessWeek  Info  Tech  100**     450.0 

S&P/BARRA  Growth  614.0 

S&P/BARRA  Value  609.7 

S&P  Energy  922.9 

S&P  Financials  157.3 

S&P  REIT  93.9 

S&P  Transportation  666.9 

S&P  Utilities  304.5 

GSTI  Internet  127.7 

PSE  Technology  706.9 


-1.5 
-2.1 

-1.8 
-2.9 
-1.7 


-1.3 
^.9 
-0.4 
-2.4 
-3.1 
1.0 
1.3 
-4.3 
-2.3 
-2.1 
-4.4 


-7.4 
-1.3 
-17.8 
-1.0 
0.9 
-7.1 


-12.5 

-20.4 

-10.7 

-4.2 

-1.0 

-4.5 

6.7 

-AA 

-13.1 

-29.7 

-13.2 


-17.1 
2.0 

-49.4 
1.2 
5.3 

-18.1 


-33.3 

-55.1 

-32.4 

1.7 

2.7 

15.5 

13.7 

19.9 

12.8 

-73.9 

-38.5 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


1133.5 

5699.6 

5170.5 

5876.0 

12,674.6 

12,918.7 

7675.7 

6455.2 

June  19 


-3.4 
-2.1 
-3.4 
-3.9 
-1.2 
-4.5 
-4.2 
-5.1 
Wk 


S&P  500  Dividend  Yield                     1.29%  1. 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)    28.1  29 

S&P  500  P/E  Ratio  (Next  12  mos.)*       21.5  22 

First  Call  Earnings  Revision*            -5.11%  -3. 
•First  Call  Corp. 

TECHNICAL  INDICATORS      June  19  Wk. 


*Mar.  19,  1999  =  1000 


*Feb.  7,  2000  =  1000 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1311.8  1319 

67.0%  73 

0.75  0.7 

3.22  2.6 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Hospital  Management 
Defense  Electronics 
Pollution  Control 
Savings  &  Loans 
Toys 


17.0 
8.9 
8.8 
7.4 
5.5 


Savings  &  Loans 
Tobacco 

Engineering  &  Constr. 
Pollution  Control 
Homebuilding 


87.3 
84.8 
80.7 
76.0 
75.9 


Communications  Equip. 
Oil  &  Gas  Drilling 
Engineering  &  Constr. 
Instrumentation 
Oil-Weil  Equip.  &  Svcs. 


-31.3 
-24.5 
-23.1 
-20.0 
-16.6 


Communications 
Semiconductors 
Instrumentation 
Long-Dist.  Teleco 
Metal  &  Glass  Coi 


Mutual  Funds 


Week  ending  June  20 
■  S&P  500  ■  U.S.  Diversified  BAN  Equity 
4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  %      52-week  total  return 

Leaders 

Real  Estate 

Health 

Financial 

International  Hybrid 

Laggards 

Technology 

Communications 

Mid-cap  Growth 

Small-cap  Growth 


2.6 

-1.6 
-2.7 
-3.0 

-19.1 
-18.9 
-11.1 


Leaders 

Financial 
Small-cap  Value 
Mid-cap  Value 
Real  Estate 
Laggards 
Technology 
Communications 
Japan 


-10.6      Diversified  Pacific/Asia 


27.1 
19.5 
18.9 
17.5 

-54.5 
-53.5 
-35.6 
-30.4 


Week  ending  June  20 
■  S&P  500  ■  U.S.  Diversified  »  All  Equity 
52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%     -20     -15     -10     -5        0        5 
Data:  Standard  &  Poor's 


Leaders 

ProFunds  Ultrashort  OTC  42.5 

Rydex  Dynamic  Vent.  100  42.3 

Potomac  Internet  Short  32.4 

Rydex  Arktos  Investor  20.5 
Laggards 

Red  Oak  Technology  Select  -34.2 

ProFunds  UltraOTC  Inv.  -34.2 

ING  Global  Communs.  A  -34.2 

Berkshire  Technology  -32.8 


Leaders 

Potomac  Internet  Short  132.6 

Rydex  Dynamic  Vent.  100  108.0 

ProFunds  Ultrashort  OTC  98.4 

Schroder  Ultra  87.5 
Laggards 

ProFunds  UltraOTC  Inv.  -88.5 

Jacob  Internet  -82.1 

Potomac  Internet  Plus  -78.7 

Firsthand  Communications  -77.5 


Interest  Rates 


KEY  RATES 


June  20    Week  a; 


MONEY  MARKET  FUNDS 


3.96%       4.08°/ 


90-DAY  TREASURY  BILLS 


3.48 


3.55 


1-YEAR  TREASURY  BILLS 


3.36 


3.60 


10-YEAR  TREASURY  NOTES 


5.21 


5.28 


30-YEAR  TREASURY  BONDS 


5.66 


5.66 


30-YEAR  FIXED  MORTGAGEt       7.16 


7.10 


IBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA  rated,  tax-exem 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.35% 
6.30 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.49 
6.51 


I  THE  WEEK  AHEAD 


EXISTING  HOME  SALES  Monday,  June  25,  10 
a.m.  edt>-  Existing  homes  probably  sold 
at  an  annual  rate  of  5.18  million  in  May. 
That's  according  to  the  median  forecast 
of  economists  surveyed  by  Standard  & 
Poor's  mms,  a  division  of  The  McGraw- 
Hill  Companies.  In  April,  home  sales 
dropped  4.2%,  to  an  annual  rate  of  5.2 
million. 

DURABLE  GOODS  ORDERS  Tuesday,  June  26, 
8:30  a.m.  edt  ►  New  orders  for  durable 
goods  likely  slipped  0.3%  in  May,  after 


tumbling  5%  in  April.  Transportation 
equipment  and  semiconductors  account- 
ed for  most  of  the  fall. 

FOMC  MEETING  Tuesday,  June  26,  9  a.m. 
edt*-  The  Federal  Reserve  Board's  Open 
Market  Committee  will  meet  for  two  days 
to  set  monetary  policy.  Economists  sur- 
veyed by  s&p's  mms  unanimously  expect 
another  cut  in  the  federal  funds  rate,  but 
are  divided  over  a  quarter-  or  a  half-point 
cut,  with  about  60%  in  favor  of  a  quar- 
ter-point cut. 


CONSUMER  CONFIDENCE  Tuesday,  J 
10 a.m.  edt*-  The  Conference  E 
index  of  consumer  confidence  w 
remain  unchanged  in  June,  afte 
to  115.5  in  May.  The  recent  ret 
been  concentrated  in  a  turnaroi 
consumers'  future  expectations. 

NEW  RESIDENTIAL  SALES  Tuesday, 
10 a.m.  edt>  New  single-famil 
sales  in  May  probably  sold  at  ai 
rate  of  900,000,  up  from  an  Af 
894,000. 
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ed  the  week  in  negative  territory,  though  it  performed  a  bit  better  than  the  other  broader  mar- 
;  1.3%  decline  came  as  a  result  of  a  40.7%  drop  in  telecom-equipment  maker  Tellabs,  which 
would  miss  its  earnings'  target.  Oracle  jumped  13.0%  after  telling  analysts  that  the  outlook  for 
s  improved.  Health  stocks — Alza,  Merck,  and  Cardinal  Health — were  also  in  the  black. 


COMPANY  PERFORMANCE 

%  change 

Since 
Week     3/1/01 


%  change 

Since 


national 

-5.8 

-3.0 

Petroleum 

-AA 

-10.1 

-10.0 

-10.5 

-8.3 

-10.1 

Rank      Company 

Week 

3/1/01 

26     Verizon  Communications 

-1.6 

8.9 

27     Alza 

6.4 

37.3 

28     Citigroup 

1.5 

4.1 

29     Sun  Microsystems 

-12.7 

-29.3 

iterials 
Financial 
I  Petroleum 


-10.1 
-1.8 
-3.2 
-4.9 
-4.4 


others  Holdings 


loratories 
in  Financial 

:hnology 


13.0 

11.6 

-10.4 

0.2 

2.5 


less 

gy 


-1.1 
-9.9 
-3.7 
-2.9 
-0.7 


ommunications 
e  Financial 
itroleum 
vices 

irces 
lealth 


-7.6 
-4.9 
-3.8 
-7.4 
-5.9 
2.9 


6.7 

7.8 

20.0 

-11.9 

4.7 

-18.0 

11.2 

-36.7 

-23.1 

8.3 

-5.0 

2.6 

0.7 

13.8 

-0.1 

-35.8 

8.4 

11.7 

-0.8 

-10.4 

15.4 


30  Merck  2.1 

31  El  Paso  -6.9 

32  Altera  -1.5 

33  Marsh  &  McLennan  0.6 

34  Household  International  -1.0 

35  Chevron  -2.8 

36  SBC  Communications  -4.8 

37  Mercury  Interactive  -3.3 

38  AOL  Time  Warner  2.4 

39  Washington  Mutual  7.9 

40  General  Dynamics  0.4 

41  Comcast  3.1 

42  Morgan  Stanley  Dean  Witter       -0.1 

43  Tellabs  -40.7 

44  Exxon  Mobil  -2.5 


45  Scientific-Atlanta 

46  U.S.  Bancorp 

47  Paychex 

48  Merrill  Lynch 

49  Bed  Bath  &  Beyond 

50  Texas  Instruments 


-5.7 
0.0 
4.3 
4.9 
6.8 

-12.0 


-6.4 

-25.9 

1.5 

-0.1 

10.6 

8.8 

-12.1 
-2.9 
20.0 
16.7 
13.5 
-3.2 
-6.7 

-62.9 
7.8 

-12.2 
-3.2 
-3.3 
6.6 
24.6 
-7.6 


)duction  Index 


Change  from  last  week: 
Change  from  last  year: 

-0.7% 
-0.3% 

IAL  OUTPUT 

Jun.  9=169.8     1992= 

00 

,,»«       „^»^HI    ^^ 

The  index  is  a  4-wef 

k  _ 

■ill 

moving  average 
i      i     i     i      i 

Oct. 
2000 

Feb. 
2001 

June 
2001 

index  fell  for  the  tenth  straight  week.  Be- 
of  the  four-week  moving  average,  the  in- 
>9.4  to  168.  After  seasonal  adjustments, 
ies,  crude-oil  refining,  coal,  and  rail- 
were  all  lower  on  the  week.  Steel  was 
ie  same  week  that  President  George  W. 
an  investigation  into  whether  current  lev- 
re  harming  domestic  steel  producers.  Au- 
wer,  and  lumber  were  all  higher. 
:h  of  the  index  components  is  at  www.business- 
iuction  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com 


We've  created 
Boost  America! 
to  help  make  sure 
kids  get  there  safe. 

Every  year,  thousands 
of  children  aged  four 
through  eight  are 
seriously  injured  in 
accidents  because  they 
are  improperly  restrained. 
Children  in  that  age  group  who 
weigh  from  40  to  80  pounds  are  at  risk, 
since  they're  often  too  small  for  adult 
safety  belts  or  too  large  for  a  child  seat. 
The  answer  may  be  a  booster  seat. 
Booster  seats  raise  the  child  high 
enough  so  that  lap  and  safety  belt  fit 
properly,  helping  to  protect  them. 

To  create  awareness  and  education 
on  this  critically  important  issue, 
Ford  Motor  Company  created  a 
program  called  Boost  America! 
Together  with  the  U.S.  Department 
of  Transportation,  The  United  Way  of 
America,  Toys  "R"  Us  and  a  host  of 
other  organizations,  Boost  America! 
will  give  away  one  million  new  booster 
seats,  devoting  more  than  half  to 
families  in  need. 

Boost 
America.' 


Find  out  more  at 
www.boostamerica.org. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


AGL  Resources  (ATG)  76 
Airbus  Industrie  41, 64 
Akamai  Technologies 

(AKAM)  106 
Allied  Waste  Industries 

(AW)  32 
Alltel  (AT)  110 
Amazon.com  (AMZN)  14, 

98 
Amerindo  Technology 

Fund  (ATCHX)  106 
Andrx(ADRX)102 
AOL  Time  Warner  (AOL) 

41,56,58 
Apple  Computer  (AAPL) 

56 

AT&T  (T)  36 
AutoNation  (AN)  110 
AutoZone  (AZO)  96 


B 


Banco  Santander  Central 

Hispano  (STD)  48 
Barnes  Investment 

Advisory  80 

Bear  Stearns  (BSC)  110 
BEA  Systems  (BEAS)  90 
Bell  Microproducts 

(BELM)  90 

Benesse  Holdings  109 
Berkshire  Hathaway 

(BRK.A)  94 
Berkshire  Hills  Bancorp 

(BHL)  102 
Berlitz  (BTZ)  109 
Blockbuster  (BBI)  32 
Boca  Resorts  (RST)  110 
Boeing  (BA)  41, 44, 64 
BP  (BP)  93 
Bridgestone/Firestone 

(BRDCY)  42 
Broadcom  (BRCM)  24 
Burnham  Financial 

Services  Fund  102 


Calpine  (CPN)  38 
Cambridge  Silicon  Radio 

24 
Capital  One  Financial 

(COF)  100 
Check  Capital 

Management  96 
CH  Energy  Group  76 
Cheung  Kong  Holdings 

52 

Chevron  (CHV)  12, 93 
Cisco  Systems  (CSCO)  90 
City  National  (CYN)  94 


Commerce  Bancorp 

(CBH)  94 
Compaq  Computer  (CPQ) 

58 
Consolidated  Edison  (ED) 

76 

Credicorp  (BAP)  102 
Credit  Lyonnais  48 
Credit  Suisse  First 

Boston  52 
Cree  (CREE)  98 
Cross  Timbers  (CRT)  93 


DaimlerChrysler  (DCX) 
21,41 

Dell  Computer  (DELL)  36, 
58 

Deutsche  Asset 
Management  100 
Deutsche  Bank  110 
Deutsche  Telekom  (DT) 
52 

Dodge  &  Cox  Income 
Fund  (DODIX)  100 
Dollar  Tree  Stores  (DLTR) 
96 

Dominion  Resources  (D) 
93 

Dreyfus  (MEL)  100 
Dreyfus  Small  Company 
Value  Fund  (DSCVX)  106 
DR.  Horton (DHI)  106 
Duke  Energy  (DUK)  93 
Dura  Automotive  Systems 
(DRRA)  106 


eBay  (EBAY)  14 
Enron  (ENE)  45 
Ericsson  (ERICY)  24 
EverTrust  Financial 
(EVRT)  102 
Exponent  (EXPO)  12 
Exxon  Mobil  (XOM)  93 


Family  Dollar  Stores 

(FDO)  96 
First  Call  80, 90 
Firsthand  Technology 

Value  90 

First  Union  (RU)  110 
Fluor  (FLR)  44 
Ford  (F)  42 
Forrester  Research 

(FORR)  58 
Fortis  48 
Franklin  MicroCap  Value 

(FRMCX)  106 


Franklin  Resources  (BEN) 
106 

frogdesign  56 
FuelCell  Energy  (FCEL)  98 

G 


Gap  (GPS)  12 
Gemstar  (GMST)  90 
General  Dynamics  (GD) 

45 
General  Electric  (GE)  40, 

41 
General  Motors  (GM)  34, 

41 
GenomicsFund.com 

(GENEX)106 
Giddings  &  Lewis  76 
Goldman  Sachs  (GS)  44, 

87,94 

Goodrich  (GR)  64 
Grey  Wolf  (GW)  93 
Gucci  (GUC)  48 
Guitar  Center  (GTRC)  96 

H 


Halliburton  (HAL)  72 
Hengehold  Capital 

Management  80 
Hewlett-Packard  (HWP) 

24,36 

Home  Depot  (HD)  94, 96 
Honda  (HMC)  14 
Honeywell  International 

(HON)  40, 41 
Hot  Topics  (HOTT)  98 
Human  Genome  Sciences 

(HGSI)  106 
Husky  Energy  52 
Hutchison  Whampoa 

(HUWHY)  52 

I 


IBM  (IBM)  44,  84 
Intel  (INTO  12 
Internet  Capital  (ICGE) 
52 
InvesTech  Research  80 


Janus  High  Yield  Fund 

(JAHYH)  100 

Japan  Airlines  (JAPNY)  44 
JDS  Uniphase  (JDSU)  32, 

90 
J.P.  Morgan  Chase  (JPM) 

28,94,109 
Jupiter  Media  Metrix 
58 
Partners  16 


Kagan  World  Media  58 


Kerr-McGee  (KMG)  93 
Kimberly-Clark  (KMB)  96 

L 


Landesbank  Baden- 
Wurttemberg  48 
LeamingTree  (LTRE)  109 
Legato  Systems  (LGTO) 
90 

Legg  Mason  (LM)  96 
Lehman  Brothers  (LEH) 
32, 44,  52,  93, 94 
Lennar  (LEN)  44 
Leuthold  Group  90 
Liberty  Media  (LMGA)  90 
Lockheed  Martin  (LMT) 
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Editorials 


HOW  SURE  IS  A  SOFT  LANDING? 


Over  the  past  18  months  or  so,  the  U. S.  has  experienced 
the  headiness  of  a  boom  followed  by  the  sluggishness  of 
an  investment  bust.  Now,  as  the  country  heads  into  the  sec- 
ond half  of  2001,  the  growing  consensus  among  many  eco- 
nomic and  market  forecasters  is  a  return  to  normalcy  after  a 
second-quarter  slowdown.  That  means  moderate  growth,  in 
both  the  economy  and  the  stock  market. 

What  does  moderate  mean?  According  to  BusinessWeek's 
survey  of  leading  economic  forecasters,  growth  over  the  next 
four  quarters  should  average  just  under  3%  (page  87).  That's 
below  the  3.5%  growth  rate  that  many  economists  now  be- 
lieve the  U.  S.  can  sustain  over  the  long  run.  Nevertheless,  it 
would  still  be  quite  a  decent  expansion.  Similarly,  there's  a 
sense  among  market  analysts  that  the  stock  market,  now 
down  8%  since  the  end  of  2000,  will  stage  a  moderate  recov- 
ery in  the  second  half  of  the  year  (page  80). 

The  factors  favoring  this  New  Economy-style  soft  landing 
include  a  combination  of  good  monetary  and  fiscal  policy  and 
a  resilient  economy.  Since  January,  the  Federal  Reserve 
has  moved  aggressively  to  stimulate  the  economy  by  cutting 
interest  rates.  Equally  important,  Fed  Chairman  Alan 
Greenspan  is  clearly  intent  on  providing  enough  liquidity  to 
buttress  the  financial  system  against  shocks  such  as  the 
ongoing  massive  write-downs  of  telecom  assets  (page  32). 
Meanwhile,  consumer  spending  has  stayed  surprisingly 


strong,  helped  by  the  rate  cuts,  low  unemployment, 
prospect  of  tax  rebate  checks,  and  the  continuing  fail 
Americans  in  the  future  of  the  U.  S.  economy.  Indeed, 
housing  construction  and  auto  sales  are  still  at  high  le 
despite  the  slowdown. 

But  notwithstanding  the  forecasting  consensus,  it's  e 
tial  to  remember  that  the  recovery  is  still  an  iffy  propos 
First,  the  near-collapse  of  telecom  spending  threatens  to 
down  the  whole  tech  sector,  which  until  recently  was  the 
dynamic  part  of  the  economy.  That  makes  it  unlikely  that 
ital  spending  will  revive  anytime  soon.  At  the  same  j 
there  is  increasing  evidence  that  growth  is  slowing  < 
seas,  which  will  hold  down  U.  S.  exports  (page  48).  Japan 
already  be  in  recession,  and  Europe  may  follow.  Indus 
production  is  dropping  there,  and  on  June  18  the  econc 
minister  of  Germany  said  that  his  country's  growth 
very  well  be  zero  in  the  second  quarter.  With  exports 
business  investment  on  the  sidelines,  that  means  that  hoi 
and  consumer  spending  will  have  to  bear  the  full  bru 
powering  the  recovery — but  there's  some  doubt  about 
much  faster  these  sectors  can  grow  (page  34). 

The  idea  of  a  moderate  recovery  may  be  comforting 
since  the  middle  of  the  1990s,  the  New  Economy  has  si 
its  ability  to  surprise,  both  on  the  upside  and  the  downsk 
could  very  well  happen  again. 


MICROSOFT:  NOW,  PRIVACY  CONCERNS 


The  Internet  is  only  as  useful  as  the  information  it  makes 
available.  But  the  more  personal  data  that  is  put  on  the 
Web,  and  the  more  it  is  made  easily  accessible,  the  greater  the 
danger  that  it  can  be  misused. 

Witness  Microsoft  Corp.'s  latest  proposal,  code-named  Hail- 
Storm  and  its  online  authentication  service  Passport  (page 
63).  The  software  giant  plans  to  set  up  a  centralized  consumer 
database  housing  such  information  as  personal  schedules,  pro- 
fessional contacts,  credit-card  numbers,  even  tastes  in  music  and 
reading.  Such  a  massive  database  would  carry  both  enormous 
potential  and  enormous  danger.  On  the  positive  side,  it  would 
enable  a  wide  variety  of  new  consumer  services.  Microsoft 
claims,  for  example,  that  Hailstorm  can  greatly  simplify  your 
life  by  managing  your  calendar  and  matching  your  interests 
with  products  and  services  available  on  the  Web.  Passport 
would  give  you  a  universal  password  and  create  a  Web-wide 
one-click  purchasing  system.  Indeed,  Microsoft's  plan  is  nothing 
more  or  less  than  an  attempt  to  fulfill  the  original  promise  of 
the  Internet  to  transform  much  of  day-to-day  living — this  time 
by  a  single  company  rather  than  a  gaggle  of  dot-coms. 

But  there's  a  problem:  The  centralized  database  would  give 
Microsoft  an  unprecedented  amount  of  data  about  consumers. 
Having  all  that  information  in  one  place  would  make  it  very 


tempting  for  the  company  to  sell  data  about  consumer  pi 
ences  to  marketers.  Moreover,  it  would  make  Microsoft's 
base  a  tempting  target  for  hackers — and  history  shows  tha 
crosoft's  programs,  like  most  others,  have  regularly  suf 
security  breaches. 

No  one  wants  to  stop  Microsoft  from  innovating.  But  v 
needed  are  privacy  rules  with  teeth  in  them.  The  compan 
nies  that  it  plans  to  sell  the  data,  and  it  has  voluntarily  s 
on  to  a  set  of  privacy  principles  that  require  consumers 
thorize  the  use  of  their  data  for  other  purposes.  Neverth 
given  the  amount  of  data  that  Microsoft  plans  to  collect 
untary  adherence  to  privacy  is  not  enough.  The  govern 
needs  to  set  tighter  privacy  standards  with  high  penaltie 
violations — high  enough  to  discourage  even  Microsoft 
misusing  the  data,  and  to  force  the  company  to  pay  clos 
tention  to  protecting  the  security  of  the  data. 

Microsoft  has  shown  its  willingness  to  fight  antitrust 
lation,  but  this  is  different.  Privacy  regulations  would  n< 
the  playing  field  against  Microsoft.  They  might  even  j 
consumer  acceptance  of  Hailstorm  and  Passport  if  Microsol 
point  to  an  official  government  standard.  And  in  the  aoj 
willingness  of  consumers  to  trust  their  data  to  Microsi 
what  will  make  the  ambitious  project  work. 
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THE  utter  BRILLIANCE 


of  HAVING  an 


INDEPENDENT  INSURANCE  AGENT? 


Introducing  Encompass.  A  new 
brand  of  insurance  (formerly  known  as  CNA 
Personal  Insurance)  sold  only  through 
Independent  Insurance  Agents.  Why?  Because 
we  think  there's  an  advantage  to  an  agent  who 
J   lives  in  your  town  and  knows  your  situation. 


An  agent  who  can  choose  from  many  companies 
and  give  you  unbiased  advice  about  insuring 
your  home  and  auto.  So  if  you  don't  already  have 
an  Independent  Agent,  call  toll-free  1-866-760- 
6050  or  visit  encompassinsurance.com/52 
for  the  agent  nearest  you.  *     *     *     * 


^ENCOMPASS 


INSURANCE 


Liberty,  Justice,  and  Really  Good  Insurance 


ii  »       i|M^\w— 


©2001  Encompass  Holdings,  LLC.  Encompass  Holdings,  LLC  is  a  subsidiary  of  Allstate  Insurance  Company,  which  is  the  exclusive  administrator  of  the  personal,  auto  and 
lomeowners'  insurance  products  issued  through  the  insurance  subsidiaries  of  CNA  Financial  Corporation.  Home  office:  Chicago,  IL.  Subject  to  availability  and  qua! 


FORD  MOTOR  COMPANY  was  looking  to  give  its  250,000  employees  easier  access  to  core 
processes  from  wherever  they  happen  to  be.  Using  enterprise  software  from  Microsoft,  including 
Windows"  2000  Server,  SQL  Server,"'  Exchange  Server,  and  Office,  Ford  deployed  a  solution  that  helps 
users  connect  quickly  to  ii  vices  on  1,000  intranet  sites  from  anywhere  in  the  world, 

so  they  can  support  collaborate  with  their  colleagues  regardless  of  location. 


Mil  "-'.'41  Corporation.  All  right-,  n  idemarks  or  trad rksof  Microsoft  Corpm n  m  tin-  uniici  si.iii-,  .nid/nr  ntiwi 

..ii    ..I  iin  it  '...,|i..'  nvr  owners. 
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THE  BIRTH  OF  A 

CANCER 


In  1980,  Dr.  John 
Mendelsohn 
envisioned 
a  new  cancer 


DRUG 

treatment  so  radical  he  couldn't  get 
government  funding.  Now,  after 
years  of  fund-raising  and  research 
his  drug  could  be  a  blockbuster. 
Here  is  the  story  of  C225. 
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THE    CHILDREN    ARE    OUR    F 


THEY'RE    ALSO    A    BIG    PAIN    d\ 


Once  again,  the  engineers  at  Honda  have 


created  an  automotive  marvel:  a  vehicle 


designed  to  reduce  whining,  screaming, 


fidgeting  and  other  forms  of  road-weary 


crankiness.  Presenting  the  Odyssey.  With 


NG    ROAD    TRIPS. 


its  spacious,  comfortable,  family-friendly 


interior-complete  with  room  for  seven 


passengers,  convertible  second-row  seats, 


nine  beverage  holders,  a  Satellite-Linked 


Navigation  System?"  a  versatile  fold-down 


third-row  Magic  Seat "  and  a  comforting 


Five-Star  Safety  Rating1- the  Odyssey  gets 


fewer  "Are-we-there-yet  s"  per  gallon  than 


The  Odyssey 


WlHONDA 


just  about  any  vehicle  on  the  road.  Now  if 


it  could  only  learn  how  to  change  a  diaper. 


om  800-33-HONDA  ©2000  American  Honda  Motor  Co..  Inc.  'Available  on  EX  model.  WHTSA  NCAP  driver's  and  passenger's  side  frontal-  and  side-impat  i  ,  ollision  tests   I.  X  m  M  thom 


SMIT 


Dr.  Christopher  Kindt 

Professor  of  Philosophy 


College  Square,  New  Brunswick,  ME  4  I 


You  don't  need  Ivy  League  eredentials  to  create  and  manage  a  sophisticated  database;.  Just  KileMakeB* 
Pro  5.5.  The  next  evolution  of  the  software  that  makes  developing  complex  databases  elegantly 
simple.  It  starts  with  a  uniquely  intuitive;  interlace  that  allows  you  to  quickly  and  easily  tailor  youl 
own  personalized  database.  So  whether  you're  tracking  enrollment  or  updating  inventory,  FileMak* 


O2001  PUeMakei  In,     ill  right*  reserved  FtleMakei  is  „  trademark  „/  FileMaker,  Inc.,  registered  in  the  tiS  andothei  eountiiee,  Vie  file fbldrn  toga  and  "Whal'i  \,,u,  problem?" 
fictitious,  andan)  resemblance  to  existing  persons  andoomponies  ispurel)  coincidental 


nithsonuniversity.edu   ♦  (800)769-3300 


*ro  5.5  adapts  to  your  needs.  And  because  it's  fully  integrated  with  Microsoft  Office  and 
ffers  ingenious  features  like  Instant  Web  Pubbshing  and  the  ability  to  work  with  multiple 
•latforms,  sharing  your  information  has  never  been  easier.  To  graduate  to  another  level  of 
Tganization,  just  visit  www.filemaker.com  or  call  800-325-2747.  What's  your  problem?" 


ademarks  of  FileMaker,  Inc.  AM  other  trademark*  are  the  property  of  their  respective  holders.  The  persons  and  companies  listed  in  the  example  are  fmn  l\ 
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DESIGNATE  YOURSELF 


EXECUTIVE 

FREEDO 

FIGHTER"! 


Rattle  some  cages.  Deploy  the  troops.  It's  time  to  power  up  your  enterprise's  collaborative  network.  After  all,  it's 
collaboration  that's  driving  profitability  in  the  Internet  Economy.  A  collaborative  network  lets  you  share  information 
and  processes  with  the  outside  world  ■ —  so  you  can  harness  the  power  of  your  partners,  vendors,  customers  and 
employees  to  boost  efficiencies,  build  value  and  achieve  competitive  advantage.  But  to  collaborate,  you  need 
absolute  freedom.  That's  what  you  get  from  J.D.  Edwards.  We  provide  the  only  Web-enabled,  enterprise-wide  founda- 
tion that  gives  you  the  freedom  to  choose  the  best  solutions.  You  can  run  with  any  idea.  Plug  in  any  application 
And  connect  with  any  business  partner  running  any  software.  Ready  to  enlist?  Visit  www.jdedwards.com/freedom 
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94    BIRTH  OF  A  CANCER  DRUG 

Dr.  John  Mendelsohn  and  ImClone 
Systems  believed  in  their  novel 
treatment  to  stop  cancer  growth. 
Now,  after  more  than  20  long  years 
and  a  constant  quest  for  funding, 
IMC-C225  looks  very  promising  and 
is  awaiting  fda  approval.  But  given 
all  the  hurdles  it  had  to  overcome, 
it's  surprising  that  the  drug  exists 
at  all 

News:  Analysis  &  Commentary 

32    THE  FUEL-ECONOMY  BANDWAGON 

Some  of  Detroit's  biggest  Beltway 
allies  are  lining  up  in  favor  of 
stricter  regulation 

34  HYBRIDS  HEAD  FOR  MAIN  STREET 
Nearly  every  carmaker  will  offer 
gasoline-electric  combos  soon 

35  NO  PANIC  AT  THE  PUMPS 

The  planets  seem  to  line  up  for  a 
solid  drop  in  gasoline  prices 

36  COMMENTARY:  THE  FED 

It's  the  wait-and-see  cut:  With  five 
half-point  interest  rate  cuts  already 
in  the  pipeline,  Greenspan  decides 
that  a  quarter-point  will  do 


COMMENTARY:  THE  WHITE  HOUSE 
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BACKLASHES 

TECHIES  LEAD 
A  TAX  REVOLT 

A   BACKLASH   IS  BUILDING 
against   the   alternative 
minimum  tax.  The  AMT, 
triggered  by  such  things 
as  incentive  stock  op- 
tions, has  been  whack- 
ing the  middle  class 
harder  than  the  rich  it 
is  aimed  at. 

So  Silicon  Valley  tech 
workers,  members  of  Con- 
gress, and  tech  companies  are 
joining  the  reform  battle.  Ad 
hoc  group  ReformAMT  drew 
hundreds  to  a  San  Jose,  (Calif.) 
rally  and  is  gaining  support  in 
Congress.  Zoe  Lofgren  (D- 
Calif.)  sponsored  a  bill  to  re- 
form the  tax  code  after  thou- 
sands of  tech  workers  got  hit 
by  the  amt's  extra  wallop.  Af- 
ter exercising  stock  options, 
they  found  themselves  facing 
astronomical  taxes  on  the  pa- 
per value  of  the  shares  when 
they  exercised  them.  But  the 
shares  had  collapsed,  leaving 


them  with  no  money  to  pay 
the  tax.  'What  has  happened 
to  my  constituents  is  mon- 
strously unfair,  and  in  some 
cases  ruinous,"  says  Lofgren. 
Senator  Joe  Lieberman  (D- 
Conn.)  has  introduced  an  "amt 
fix"  as  well.  And  the  3,500- 
member  American  Electronics 
Assn.,  the  largest  tech-trade 
group,  including  Intel  and  Mi- 
crosoft, is  also  urging  reform. 
With  35  million  taxpayers 
to  be  hit  by  amt  by  2010,  up 
from  1.4  million  this  year, 
watch  for  the  calls  to  grow 
louder.  Joan  Oleck 


l-WAY  PATROL 

WEB  BRAWL: 
NOKIA  V.MICROSOFT 

TRY  TELLING  BILL  GATES 
that  the  Wireless  Web 
is  a  flop.  In  mid-June, 
Microsoft  inked  a  deal 
with  Britain's  Vodafone 
to  send  e-mail,  Word  at- 
tachments, even  Power- 
point  streaming  to 
pockets  and  purses 
worldwide  via  Vodafone's  mo- 
bile network — the  largest  in 
the  world.  And  the  Microsoft- 
powered  cell  phone,  the 
Stinger,  should  debut  in  Eu- 
rope later  this  year  (long  be- 
fore its  U.S.  rollout). 

This  sets  up  a  marquee 
battle  between  Microsoft  and 
Finland's  Nokia  for  control  of 
the  mobile  Web.  The  Finns 
came  out  on  Jun.  19  with 
their  newest  Webphone  for 


Europe,  the  9210,  a  flip-open 

computer  with  a  keyboard 

and  color  screen. 

The  Nokia-Microsoft  battle 

pits  Europe  against  the  U.  S., 

•4  STINGER: 
Microsoft- 
powered  j 

NOKIA'S 
-4  9210 


phone  king 
against  computer 
champ.  Revenues  are  measly, 
but  there  is  a  strategy.  Mi- 
crosoft sees  handsets  orches- 
trating a  galaxy  of  digital  de- 
vices, all  powered  by  its 
software.  But  if  Microsoft 
grabs  the  brains  of  the 
phone,  Nokia  is  left  selling 
empty  boxes.  That  grim  vi- 
sion stirs  Helsinki's  fighting 
spirit.  Stephen  Baker 


TALK  SHOW  U I  can  still  use  my  laptop 
change  my  pants  while  driving  65  mphW 


read  a  paper, 


— New  York  Assemblyman  Patrick  Manning,  criticizing  the 
state's  ban  on  using  cellphones  while  driving 


MEDI-TREND 

THE  DOCTOR  WILL 
REALLY  SEE  YOU  NOW 

WHITE-GLOVE  SERVICE,  NOT 
generally  associated  with  the 
cost-beleaguered  medical  in- 
dustry, is  catching  on  among 
doctors.  Frustrated  with 
managed  care,  they're  quit- 
ting HMOs  and  setting  up 
competition — expensive,  spe- 
cialized groups  for  patients 
willing  to  pay.  Such  service 
has  long  been  available  on 
Park  Avenue  and  in  a  few 
progressive  practices  in  Seat- 
tle; but  now,  mdvip,  a  four- 
month-old  company  in  Boca 
Raton,  Fla.,  has  been  helping 
several  Florida  doctors  launch 
upscale  medical  groups.  It  ex- 
pects 100  affiliated  physicians 
by  next  year.  "We've  already 
started  moving  into  the 
Northeast  and  California," 
says  Andrew  Ripps,  mdvip's 
chief  operating  officer.  "The 
potential  is  tremendous." 

It  works  like  this:  Doctors 
quit  their  HMOs  and  close  their 
practices,  then  relaunch  with 
no  more  than  600  patients 
paying  $1,500  a  year.  For  the 
fee,  plus  a  per-visit  cost  av- 
eraging $50  to  $75,  patients 
get  same-day  or  next-day  ap- 
pointments, special  phone 
numbers,  and  other  services. 
Patients  can  still  use  private 
medical  insurance,  Medicare, 


or  out-of-network  provisi 
for  reimbursement.  "It's 
much  more  professionally 
isfying,"  says  Robert  Col 
an  internist  who  switched 
ter  becoming  fed  up 
shrinking  hmo  reimbu: 
ments  and  a  3,000-patient 
that  didn't  allow  time  for 


LIMIT:  600  patients  per  M 


But  some  medical  ethii 
are  troubled  by  the  trd 
"We're  going  to  have  a  c 
of  haves  and  have-nots 
John  Lincourt,  a  bioethi 
at  the  University  of  Nc 
Carolina  at  Charlotte.  Bu' 
MDVIP,  it's  about  choice. 
view  it  much  the  same  as 
choice  between  private  scl 
and  public  school,"  says 
ward  Goldman,  an  MDVIP 
vestor.  "Not  everyone 
send  their  kids  to  prrv 
school."  Or  to  a  white-gl 
doctor.         Aixa  M.  Pasc 
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THE  LIST    RENT-A-CELEB 


For  big  companies,  having  a  star  at  a  business  event 

is  a  status  symbol.  While  many  entertainers  won't  do 

corporate  gigs  at  any  price,  some  earn  more  than  half 

their  annual  income  at  quietly  staged  corporate  parties 

CELEB 

RICKY  MARTIN,  ROLLING  STONES* 

AER0SMITH,  BOB  DYLAN/* 
SHANIA  TWAIN,  WHITNEY  HOUSTON 

JENNIFER  LOPEZ 
CARLOS  SANTANA 

BILLY  JOEL, 
ELTON  JOHN 

JAY  LEN0, 
BILL  COSBY 


PRICE 

At  least  $3  million 
At  least  $1  million 

$750,000  per  hour 


$500,000  per  concert, 
or  $30,000  per  song 

$300,000,  plus  $10,0( 
to  fuel  their  private  jet 


*PepsiCo  paid  $3.5  million  in  '98  "Concert  for  Applied  Materials,  with  son  Jakob  In  fl 

Data:  The  New  York  Post 
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Quite  frankly,  it  doesn't  matter  whether  the  glass  is  half  full  or  half  empty.  It's  what  your  investment  bank 
does  with  the  water  that  counts.  Our  28,000  employees,  top-ranked  research  and  $10  billion  in  equity 
give  us  the  global  clout  to  execute  complex  transactions,  even  in  the  toughest  financial  conditions. 
Because  it's  not  enough  for  clients  to  succeed  in  bull  markets.  They  have  to  succeed  in  any  market. 

CSFB  I  EMPOWERING   CHANGE. 


Issued  by  Credit  Suisse  First  Boston  (Europe)  Limited:  regulated  for  investment  business  in  the  UK  by 
The  Securities  and  Futures  Authority.  ©Copyright  2001  Credit  Suisse  First  Boston  Corp.  All  rights  reserved. 
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WIRED  LIFE 

WHERE  CELL-PHONE  SILENCE  IS  GOLDEN 

can't  stand  the  ringing  cell  phones  in  theaters  or 
restaurants?  In  some  countries,  proprietors  can  legally  install  a 
"jammer"  to  interfere  with  cell-phone  transmissions.  A  London 
movie  theater  does  it.  So  do  New  Delhi's  Parliament  and  the 
National  Theater  of  Japan.  Once  you  walk  in,  your  cell  phone 
simply  won't  ring.  It's  illegal  in  the  U.  S.,  though.  Jammers  face 

an  $11,000  fine 
from  the  Feder- 
al Communica- 
tions Commis- 
sion, which  bans 
interfering  with 
licensed  broad- 
cast signals — 
which,  legally, 
cell-phone  trans- 
missions are. 

But  U.S.  sales 
of  illegal  jam- 
ming devices  are 
growing  anyway. 
Netline,  a  Tel  Aviv  manufacturer  of  "C-Guard"  jammers,  says 
its  American  client  list  is  growing — and  includes  an  unnamed 
"major  entertainment  company"  concerned  about  maintaining 
corporate  security.  "We  get  many  farfetched  inquiries  from 
Americans  who  want  portable  devices  for  their  cars  to  ensure 
that  people  driving  alongside  them  aren't  distracted  by  a 

phone,"  says  CEO  Gil  Israeli. 


SHHH:  In 

several 
countries, 
proprietors 
can  jam 
signals 


NET  EFFECT 


OFFSHORE  CYBERCASINOS  ARE 

luring  so  many  bet-crazed 
Hong  Kongers  that  the  city's 
Jockey  Club  is  in  a  panic. 
The  club,  which  holds  a  gam- 
ing monopoly,  has  watched 
racing  attendance  fall  and 
fears  a  $7  billion  loss  to  ille- 
gal gambling  this  year — 
equal  to  more  than  half  its 
annual  take.  So  it's  pushing 
the  Legislative  Council  to 
plug  a  legal  loophole  that 
lets  residents  pay  foreign  cy- 
beroperators  with  cred-   , 
it  cards.  A  proposal  to 
let  the  club  take  bets 
on  soccer  matches 
could  also  provide 
relief.  Why  the 
government  con- 
cern? Jockey  Club 
is  Hong  Kong's 
biggest  tax- 
payer and 
charitable 
donor. 
George 
Peru-e 


"[But]  we  only  sell  to  people 
who  have  a  legitimate  right 
to  control  a  private  area,  not 
a  public  space." 

As  a  legal  alternative,  hos- 
pitals have  started  passively 
blocking  signals — especially 
since  a  Mayo  Clinic  study  in 
January  found  that  cell 
phones  can  interfere  with 
heart-  and  lung-monitoring 
systems  and  other  medical 
equipment.  When  installed  in 
walls,  a  metal  mesh — called  a 
Faraday  cage  and  available 
for  350  a  square  foot — can 
dilute  radio  signals  into  inef- 
fectiveness, says  Mikel 
Poellinger,  president  of  the 
Wall  &  Ceiling  Industries 
Assn.  It's  legal  be- 
cause it's  not  actual- 
ly tampering  with 
transmission,  just 
erecting  a  barrier  to 
it.  Cost  for  an  av 
erage-size  room? 
About  $500.  The  val- 
ue of  undisturbed  si- 
lence? Priceless. 

Brian  P.  Murphy 


POLLUTION  SOLUTION 

PLASTIC  AS  HIGH  AS 
AN  ELEPHANTS  EYE 

HOW  DURABLE    IS   SYNTHETIC 

carpeting?  Enough  to  last 
thousands  of  years  in  a  land- 
fill. Unfortunately,  upwards  of 
100,000  tons  of 
it  get  dumped 
every  year, 
leaving  a  big 
mess. 

With  that  in 
mind,  Cargill 
Dow  and  the 
National  Re- 
newable Ener- 
gy Laboratory 
have  created  a 
new  corn-based, 
biodegradable 
polymer  called 
polylactic  acid  (PLA)  that  can 
be  made  into  eco-friendly  car- 
peting. Cargill  Dow  is  linking 
with  manufacturers  such  as 


Sony  to  use  the  corn  pk 
for  product  packaging  and 
plans  for  clothing  and  dis 
able  cups.  (No,  it  doesn't 
solve  in  water.  It  takes 
heat  and  pressure  of  a  1 
fill — and  45  to  60  days- 
the  polymer  to  biodegrad 
The  Energy  Dept.  rece 
named  the 
bio-based  p 
tic,  which 
replace  petr 
um-based  < 
in  most  ca 
Technology 
the  Year, 
could  rec 
the  demanc 
8  billion  to 
plastics  an: 
ly — and  : 
10  million 
of  C02  « 
sions — by  2020.  Best  o 
with  petroleum  pricey 
corn  cheap,  it's  cost-corn 
tive  to  make.  Janet  Gins 


THE  BIG  PICTURE 


LOVE  MY  BANK,  LOVE  MY  CAR 

New  measures  of  consumer  loyalty  by 
the  Gallup  Organization  find  that 
roughly  a  third  of  all  buyers  trust  and 
feel  "engaged"  with  a  number  of 
services  and  brands,  airlines  excepted. 
That's  up  from  10%  in  earlier  studies. 


LISTED 

CUMI'ANir, 

SCORED  HIGHES1 

AMONG 

RESPONDENTS 

WHO  NAMED 

ACTUAL  BRANDS 

SURVEY  0E  3,600 
CUSTOMERS 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront" businessweek.com 
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AIRLINES 

SOUTHWEST 
AIRLINES 


We   found 
the  box 

we're  supposed 
to  think 
outside  of. 


HHHHHHi 


From  the  beginning, 
we  refused  to  think  like  a  traditional  energy  company. 
And  wouldn't  you  know,  it's  working.  We're  generating  plenty 
of  power  for  our  customers  and  breaking  records  for  efficiency 
Our  nuclear  fleet  is  the  largest  in  the  country. 
And  all  our  investors  are  smiling  broadly.  More  to  come. 


Exelon 


Welcome  change. 


irp.com 
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GETTING  THE  MOST 
OUT  OF  INFO  TECH 


Your  Information  Technology  Annu- 
al Report  (Cover  Story,  June  18)  gives 
short  shrift  to  info-tech  services.  It 
includes  feature  articles  on  computers, 
software,  and  telecom — but  not  IT 
services,  which  is  a  larger  market 
than  any  of 
the  other  cate- 
gories     (more 
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than  $600  bil- 
lion in  2000). 

The  biggest 
company  in  the 
Info  Tech  100, 
IBM,  derives 
most  of  its 
growth  (and 
market  capital- 
ization) from 
services.  The  top-ranked  company  for 
shareholder  returns,  PeopleSoft  Inc., 
has  more  revenue  from  services  than 
from  software. 

In  the  analysts'  picks  ("Tech  stocks: 
What  the  Street  likes"),  the  only  cate- 
gory with  increasing  stock  prices  over 
the  past  year  is  IT  services.  This  indus- 
try has  maintained  its  balance  even 
while  other  tech  sectors  are  still  in  the 
down  cycle  of  their  bungee-jump,  with  a 
long  and  slack  cord. 

Lewis  Clark 

Gartner/Dataquest  IT  Services 

Lowell,  Mass. 

"The  era  of  efficiency"  (Information 
Technology  Annual  Report,  June  18) 
states  that  IT  does  not  do  a  good  job  of 
improving  revenues,  but  then  concludes 
that  technology  should  be  used  only  to 
reduce  costs.  An  alternative  conclusion 
is  that  IT  should  get  better  at  improving 
revenues.  Research  sponsored  by  the 
Marketing  Science  Institute,  conducted 


by  Christine  Moorman,  Peter  Dick| 
and  me,  confirmed  widespread  diffi 
ties  in  making  technology  expenditil 
profitable.  But  our  research  also  shot 
that  companies  emphasizing  revenue! 
pansion  fared  better  than  compai 
emphasizing  cost  reductions,  with| 
spect  to  financial  outcomes  such  as 
turn  on  assets  and  stock  returnsl 
other  words,  companies  would  be  be 
off  using  it  to  improve  service  and 
revenues,  rather  than  using  it  to 
trate  customers  through  cheap  but 
automated  systems. 

Roland  T. 
University  of  Maryl 
College  Park,  [ 

THERE'S  NOTHING  NEW 
ABOUT  THESE  CLEAN-AIR  RULES 

"Is  the  epa  sandbagging  busin 
(Government,  June  11)  appears  to 
at  face  value  the  electrical  powe: 
dustry's  claims  concerning  the  C| 
Air  Act.  The  Environmental  Protei 
Agency  lawsuits,  as  well  as  other 
suits  brought  by  New  York  and 
other  states,  are  solidly  based  on 
longstanding  law. 

The  power  industry  claims  that 
constitutes  a  "significant  modificati 
not  well-defined  and  that  plant  o 
are  being  sued  over  "routine"  re 
EPA  guidance  memoranda,  however, 
vide  that  whether  an  activity  was 
tine  should  be  determined  by  refer 
to  the  modification's  nature  and  ex 
purpose,  frequency,  and  cost.  Ea 
these  factors,  in  turn,  has  been  de 
in  court  cases.  The  modifications  3 
sue  in  the  current  power  plant 
months  to  complete,  required  boa 
director  approval,  were  done  by 
side  contractors  (not  maintenance  s 
cost  millions  of  dollars  each,  and  \ 
in  some  cases,  described  by  utility 
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oday,  you  can  recover  up  to  60%  of  the 
mounts  invested  in  the  South  of  Italy  by 
leans  of  a  simple  and  automatic  tax  ere- 
it  mechanism.  Taxes  due  as  corporate 
axation,  VAT  and  social  charges  can  be 
ffset  against  grants  available  to  inve- 
tors  operating  in  the  South.  Sviluppo 
talia  not  only  offers  a  whole  range  of 
Tee  services  but  also  accompanies  you 
s  you  establish  your  business,  from  the 
irst  contacts  right  through  to  implemen- 
ation  of  your  investment.  The  Southern 
talian  economy  has  developed  much 
aster     than     the     economy     in     the     rest     of 


Italy  and,  indeed,  the  increasingly  nume- 
rous and  competitive  Southern  Italian 
enterprises  have  posted  export  figures 
much  higher  than  the  national  average. 
Furthermore  completion  of  the  process  of 
simplification  of  administrative  procedu- 
res has  made  public  administration  more 
efficient.  If  you  wish  to  discover  the 
other  advantages  the  South  of  Italy  has 
to  offer,  call  +39  06  4  2  16  0  9  3  9-43-45,  send 
an  e-mail  to  investinitaly@sviluppoitalia.it 
or   visit   www.sviluppoitalia.it 

Sviluppoltalia 

AGENCY   FOR    ECONOMIC 

AND    ENTREPRENEURIAL   DEVELOPMENT 
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Tips  for 
small  business 
owners 

from  the  United  States 
Postal  Service 


Out  of  business.  That's  what 
happened  to  528,600  businesses 
in  1999.*  In  today's  tightening 
economy,  keeping  satisfied 
customers  is  important.  That's  why 
small  business  owners  must  make 
meeting  customer  demands  and 
requests  a  priority  in  managing  their 
day-to-day  business.  The  United 
States  Postal  Service®  offers  the 
following  cost-  and  time-saving 
tips  for  small  business  owners: 

•  Take  advantage  of  offers  for  free  shipping 
supplies  from  www.usps.com.  Keep  these 
supplies  on-hand  at  your  business,  so  you 
can  send  packages  conveniently  on  request. 

•  Returns  are  a  part  of  life.  With  post  offices 
everywhere,  the  U.S.  Postal  Service  offers  an 
easy  way  for  customers  to  return  merchandise. 

•  With  USPS  eBillPay™  have  your  customers 
pay  you  conveniently  and  securely  online,  Bills 
can  be  paid  24  hours  a  day,  seven  days  a 
week."  No  more  envelopes,  no  checks  to 
write,  no  time  wasted  on  paperwork. 

•  Most  important,  have  peace  of  mind  by  using 
the  Postal  Service's  online  confirm  service 
offered  through  usps.com,  This  service  gives 
you  proof  of  delivery  on  request  -  with  quick 
and  easy  access  to  delivery  information. 

UNITED  STATES 


POSTAL  SERVICE 


www.usps.com 

*U.S.  Small  Business  Administration, 

Office  of  Advocacy  estimate 

"Site  closed  for  routine  maintenance 

Sunday  2-6  a.m.  EST 


For  more  ideas  and  services  on  how 
the  Postal  Service  can  help  your  business 
operate  more  efficiently  and  cost 
effectively,  visit  www.usps.com. 
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CORRECTIONS  &  CLARIFICATIONS 

In  the  table  accompanying  "Arresting 
Alzheimer's"  (Science  &  Technology,  June 
11)  that  listed  new  drugs,  one  of  the  com- 
pany names  was  misspelled.  The  correct 
name  is  Janssen  Pharmaceuticals. 

The  table  in  "Is  time-sharing  ready  for 
prime  time?"  (BusinessWeek  investor,  June 
25)  that  cited  costs  at  a  Marriott  Interna- 
tional Grand  Vista  resort  should  have  been 
for  a  two-bedroom  unit,  not  one-bedroom. 


nesses  in  rate  hearings  as  necessary 
since  routine  maintenance  was  no 
longer  enough. 

The  power  industry  also  argues  that 
the  Clinton  Administration  came  up 
with  "a  whole  new  interpretation."  This 
is  not  true.  The  lawsuits  rely  upon  EPA 
memoranda  from  the  previous  Reagan 
and  Bush  Administrations.  The  most 
important  court  precedent  dates  from 
1990  and  arose  out  of  the  industry's 
attempt  to  overturn  an  interpretation 
of  the  Clean  Air  Act  advanced  by  EPA 
administrators  for  Presidents  Reagan 
and  Bush.  The  underlying  regulations 
date  from  the  1970s. 

The  industry  knew  what  the  law 
was.  Any  attempt  to  argue  otherwise  is 
disingenuous. 

Peter  Lehner 

Environmental  Protection  Bureau 

State  Attorney  General's  Office 

New  York 

A  CLOSER  LOOK  AT 

THE  EXPLORER'S  RECORD 

"Ford  vs.  Firestone:  A  corporate 
whodunit"  (News:  Analysis  &  Commen- 
tary, June  11)  incorrectly  states:  "No 
one  has  yet  studied  whether  a  tire  fail- 
ure on  an  Explorer  is  more  likely  to 
result  in  a  rollover." 

In  fact,  Ford  Motor  Co.  has  conduct- 
ed many  tests  over  the  past  year  com- 
paring the  Explorer  with  competitive 
sport-utility  vehicles.  By  inducing  a 
tread  separation  at  speeds  approaching 
70  mph  on  Explorer  and  competitive 
vehicles,  with  various  load  conditions, 
engineers  demonstrated  that  the  Ex- 
plorer's performance  before,  during,  and 
after  a  tread  separation  was  typical  of 
other  suvs.  This  study  was  shared  with 
government  regulators  and  Bridge- 
stone/Firestone  Inc.  in  March,  2001. 

John  Rintamaki 

Chief  of  Staff 

Ford  Motor  Co. 

Dearborn,  Mich. 


ALZHEIMER'S:  DON'T 
POOH-POOH  EARLY  DIAGNOSIS 

"Arresting  Alzheimer's"  (Sciencd 
Technology,  June  11)  says  that,  by  I 
time  a  patient  develops  Alzheimer's 
ease,  the  damage  is  done.  The  avails 
ity  of  cholinesterase  inhibitors,  howel 
has  rendered  this  notion  obsolete, 
imperative  that  families  and  physic^ 
alike  realize  that  this  disease  can 
should  be  diagnosed  and  treated  by 
mary-care  physicians.  A  number  of  i 
year  studies  have  shown  that  cholid 
terase  inhibitors  can  slow  symp] 
progression  in  most  patients  with 
and  moderate  Alzheimer's. 

Health-care  providers  in  Alzheir 
organizations  have  worked  very 
to  dispel  the  myth  that  early  dia^j 
sis  has  no  value.  Perpetuating 
myth  does  a  disservice  to  reader| 
BusinessWeek. 

Bennett  P.  Leifer, 
Internist-Geriatr 
Valley  He 
Ridgewood, 
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Books 


OUT  OF  ITS  MIND 

Psychiatry  in  Crisis:  A  Call  for  Reform 

By  J.  Allan  Hobson  and  Jonathan  A.  Leonard 
Perseus  •  292pp  .  $26 


THE  CRACK-UP 
OF  PSYCHIATRY 


Each  year,  about  1,200  slots  are 
available  at  U.  S.  hospitals  for  med- 
ical students  who  want  to  train  as 
psychiatrists.  Once,  those  positions  at- 
tracted the  best  and  brightest  medical 
graduates.  Now,  only  a  third  of  those 
places  are  filled  by  American  medical 
students — most  of  them  drawn  from  the 
bottom  quarter  of  their  class. 

The  decline  in  psychiatry  has  been 
matched  by  a  deterioration  in  the  avail- 
ability of  mental-health  care:  The  number 
of  patients  in  public  mental  hospitals  has 
fallen  from  a  peak  of  558,000  in  1955  to 
60,000  today.  Meanwhile,  an  estimated  5 
million  Americans  suffer  from  such  ill- 
nesses as  schizophrenia,  manic-depres- 
sion, autism,  depression,  or  obsessive- 
compulsive  disorder.  Many  of  those  who 
would  once  have  been  treated,  however 
badly,  in  mental  hospitals  are  now  on 
the  streets,  in  homeless  shelters,  or  in 
prison.  Some  receive  no  treatment  at  all. 

In  Out  of  Its  Mind,  J.  Allan  Hobson, 
a  psychiatrist  at  Harvard  Medical 
School,  and  Jonathan  A.  Leonard,  a 
writer,  paint  a  terrifying  picture  of  the 
collapse  of  American  psychiatry  and  the 
toll  it  has  taken  on  the  mentally  ill.  The 
book — likely  to  provoke  outrage  even 
among  those  who  have  never  thought 
about  these  questions — is  all  the  more 
disturbing  because  the  decline  in  care 
has  occurred  during  a  period  when  sci- 
entific advances  have  led  to  a  variety  of 
new  psychiatric  drugs.  The  drugs,  Hob- 
son and  Leonard  write,  provide  "a  real 
chance  for  large  numbers  of  severely 
afflicted  mental  patients  to  have  at  least 
a  semblance  of  normal  life." 

Out  of  Its  Mind  begins  with  a  histo- 
ry of  American  psychiatry,  showing  how 
and  why  it  has  fallen  so  far.  The  au- 
thors next  provide  a  long  section  de- 
tailing recent  advances  in  brain  science, 
including  Hobson's  own  work  on 
dreams.  And  they  conclude  with  a  se- 
ries of  proposals  to  rejuvenate  psychia- 


try and  transform  the  care  of  the  men- 
tally ill  in  the  U.S.  Their  indictment 
of  the  present  system  is  so  devastating, 
however,  that  their  optimism  about  the 
future  sounds  hollow. 

Psychiatry  arose  in  the  19th  century, 
when  its  main  role  was  to  provide  cus- 
todial care  for  the  mentally  ill.  Little 
was  known  about  the  causes  of  mental 
illness,  and  even  less  about  treatment.  In 
the  early  1900s,  researchers  made  some 
progress  in  understanding  delirium 
tremens  and  the  neurological  complica- 
tions of  syphilis,  which  was  then  respon- 
sible for  10%  of  U.S.  mental- 
hospital  admissions.  But 
care  remained  primitive. 

In  the  1930s  and  '40s, 
U.S.  psychiatry  underwent 
a  revolution,  triggered  by 
the  arrival  and  widespread 
acceptance  of  the  work  of 
Sigmund  Freud.  Freudian 
psychoanalysis  "often  ex- 
plained mental  ills  in  ways 
that  were  bizarre,  erro- 
neous, misdirected,  confus- 
ing, and  sometimes  harm- 
ful," Hobson  and  Leonard 
write,  but  "its  theorie 
were  based  on  keen  obser 
vations  of  human  behavior  that  seemed 
at  least  as  good  as  any  others  available 
at  the  time." 

Freud's  ideas  ruled  American  psy- 
chiatry until  the  1950s,  but  then  the 
Freudian  dynasty  began  to  fall  apart. 
Tranquilizers,  led  by  Miltown,  and  then 
Librium  and  Valium,  appeared  in  the 
1950s  and  '60s,  just  as  several  land- 
mark studies  were  showing  that 
Freudian  psychoanalysis  was  of  little 
help  to  mental  patients.  American  psy- 
chiatry then  underwent  its  second  rev- 
olution, this  time  deserting  Freudian 
theory  for  an  unholy  devotion  to  the 
new  medicines.  Psychotherapy  was 
largely  abandoned,  and  many  mental 


hospitals  were  emptied  and  shutte 
It  is  now  widely  accepted  that 
best  treatment  for  mental  illness 
combination  of  drugs,  which  allev 
symptoms,  and  current  forms  of 
Freudian  psychotherapy,  which  ge 
the  social  and  psychological  elemen 
the  disorders.  Yet  drugs  began  to 
place  therapy.  By  the  1980s  and 
that  trend  accelerated  as  insurance 
panies  and  health-maintenance  orj 
zations,  aiming  to  reduce  costs,  seize 
drugs  as  a  cheaper  alternative  to 
apy.  The  care  of  the  mentally  ill 
fractured:  Psychiatrists  prescribed 
and  psychotherapy,  if  provided  a 
was  done  by  psychologists  or  s 
workers,  whose  hourly  rate  und 
that  of  psychiatrists.  Communicatio: 
tween  the  two  is  often  sporadic 
as  a  result,  most  patients  receive 
equate  care.  And  Hobson  and  Leo 
estimate  that  there  are  2  million 
icans  with  severe  mental  illness  re< 
ing  no  treatment  whatsoever. 
This  tragic  breakdown  in  care 
paralleled  an  explosi 
scientific  understandi: 
mental  illness.  Hobso: 
Leonard  provide  a 
summary  of  r< 
progress  in  brain  sci 
and  the  treatments  i' 
led  to.  In  a  concluding 
tion,  they  also  call  for 
building  of  the  me 
health-care  system  so 
give  patients  acces 
drugs,  psychotherapy, 
long-term  coordinated 
"While  such  programs 
cost  money,  they 
probably  cost  less  than  what 
insurance  companies,  families  of  the 
tally  ill,  and  a  broad  array  of  go 
ment  institutions  from  jails  to  horn 
shelters  are  now  paying  to  provide 
quality,  underfinanced,  and  fragim 
services,"  they  write. 

It's  hard  to  know  exactly  what 
rational,  humane  system  might 
What  is  clear  is  the  high  social  c 
doing  nothing:  Many  of  the  me 
ill  are  cast  adrift,  without  treat: 
until  they  end  up  broke,  homelesj 
in  prison.  Surely  America  owes 
more  than  that. 

BYPAULRAE 
Senior  Writer  Raeburn  covers  sc 
and  medicine. 


U.  S.  MENTAL-HEALTH  CARE  HAS  COLLAPSED— 
JUST  AS  BRAIN  SCIENCE  HAS  TAKEN  A  LEAP  FORW; 
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Books 


The  BusinessWeek  Best-Seller  List 


4  FIRST,  BREAK  ALL  THE  RULES  by  Marcus  Buck- 
ingham and  Curt  Coffman  (Simon  &  Schuster  • 
$26)  A  Gallup  investigation  into  managerial 
success. 

5  NOW,  DISCOVER  YOUR  STRENGTHS  by  Marcus 
Buckingham  and  Donald  0.  Clifton,  PhD  (Free 
Press  •  $26)  How  to  bolster  your  true  talents. 

6  BRAND  WARFARE  by  David  F.  D'Alessandro,  with 
Michele  Owens  (McGraw-Hill  •  $24.95)  Brand- 
strengthening  tactics,  from  a  John  Hancock 
executive. 


7    THE  TIPPING  POINT  by  Malcolm  Gladwell  (Little, 
Brown  •  $24.95)  Discovering  what  turns  an  idea 
into  a  hot  trend. 


8   GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles      8 
(Morrow  •  $20)  How  Walton  Works  No.  2  fired  up 
its  employees. 


9    THE  OTHER  90%  by  Robert  K.  Cooper  (Crown  • 
$24)  Reach  for  the  stars. 

10   THE  21  IRREFUTABLE  LAWS  OF  LEADERSHIP  by     14 

John  C.  Maxwell  (Thomas  Nelson  •  $22.99)  A 
minister's  down-to-earth  rules. 


11   THE  ART  OF  INNOVATION  by  Tom  Kelley,  with 
Jonathan  Littman  (Currency  •  $26)  Crafting 
breakthrough  products  the  IDEO  way. 


14  RAVING  FANS  by  Ken  Blanchard  and  Sheldon 
Bowles  (Morrow  •  $20)  Turning  customers  into 
your  biggest  boosters. 

15  SMART  COUPLES  FINISH  RICH  by  David  Bach 
(Broadway  •  $25)  Learn  to  manage  your  money 
after  you've  walked  down  the  aisle. 


HARDCOVER  BUSINESS  BOOKS 


1  WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson,         1       29 
M.D.  (Putnam  •  $19.95)  Learning  to  accept 

change. 

2  FAST  FOOD  NATION  by  Eric  Schlosser  (Houghton 
Mifflin  •  $25)  The  bad  news  on  burgers. 

3  FISH!  by  Stephen  C.  Lundin,  PhD,  Harry  Paul, 
and  John  Christensen  (Hyperion  •  $19.95)  Moti- 
vating employees  the  Pike  Place  Fish  Market  way. 


25 


15 


26 


12  GETTING  THINGS  DONE  by  David  Allen  (Viking  •       13        5 
$24.95)  Start  by  getting  an  in-box. 

13  HIGH  FIVE!  by  Ken  Blanchard  and  Sheldon 
Bowles  (Morrow  •  $20)  Way  to  go,  team! 


12     34 


PAPERBACK  BUSINESS  BOOKS 


1  RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki,  with       1 
Sharon  L.  Lechter,  CPA  (Warner  •  $15.95)  Teach 
your  kids  the  rules  of  money  that  the  rich  play  by. 

2  THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  6 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually 
popular. 

3  WHAT  COLOR  IS  YOUR  PARACHUTE?  by  Richard        7 
Nelson  Bolles  (Ten  Speed  Press*  $16.95)  The  en- 
during job-search  bible. 

4  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  2 
and  Bruce  Patton  (Penguin  •  $14)  A  Harvard 
team's  step-by-step  guide  to  conflict  resolution. 

5  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze        5 

Orman  (Three  Rivers  •  $13.95)  Learn  to  save. 


6  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blan-         4 
chard,  PhD,  and  Spencer  Johnson,  M.D.  (Berkley 

•  $12.95)  Management  techniques  in  story  form. 

7  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J. 
Stanley,  PhD,  and  William  D.  Danko,  PhD  (Pocket 
Books  •  $7.99)  The  simple  ways  of  the  wealthy 
among  us. 


8    RICH  DAD'S  CASHFLOW  QUADRANT  by  Robert  T. 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 
$17.95)  Move  from  job  security  to  independence. 


8       1' 


9  RICH  DAD'S  GUIDE  TO  INVESTING  by  Robert  T. 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 
$19.95)  Becoming  rich,  not  merely  comfortable. 

10    1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob 

Nelson  (Workman  •  $10.95)  Brunch,  anyone? 
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11  IRRATIONAL  EXUBERANCE  by  Robert  J.  Shiller 
(Broadway  •  $15.95)  Has  the  stock  market  be- 
come a  "natural  Ponzi"  scheme? 


12  THE  48  LAWS  OF  POWER  by  Robert  Greene  (Pen- 
guin •  $15)  Thoughts  of  power  brokers  distilled. 


14 


13   DO  WHAT  YOU  ARE  by  Paul  D.  Tieger  and  Barbara 
Barron-Tieger  (Little,  Brown  •  $18.95)  Base 
career  choices  on  your  personality. 


14   ORDINARY  PEOPLE,  EXTRAORDINARY  WEALTH 

by  Ric  Edelman  (HarperBusiness  •  $15)  Tips  from 
some  regular  folks  who  became  rich. 


15  HOME  BUYING  FOR  DUMMIES  by  Eric  Tyson  and 
Ray  Brown  (Hungry  Minds  •  $21.99)  Getting  your 
dream  house. 


BusinessWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
sented. Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  May. 

Reviews  and  more  are  available  on  AOL  (Keyword:  bw)  or  www.businessweek.com 


HOT  TYPE 


READY    TO    HIT    THE    TRENCHES    TO    DEFEND 

your  brand?  David  F.  D'Alessandro,  ceo 
of  John  Hancock  Financial  Services,  arms  readers  with  a 
battle  plan  in  Brand  Warfare,  this  month's  No.  6  hardcover. 

Drawing  on  years  of  experience,  D'Alessandro  offers  10  tips 
for  nurturing  a  good  brand — that  is,  one  that  "offers  comfort, 
trust,  convenience,  and  identity."  Some  basic  concepts,  in- 
cluding how  to  manage  scandal,  will  already  be  familiar  to 
marketing  professionals.    But   D'Alessandro  amuses  and   in- 


structs with  his  bluntness:  For  instance,  he  says  that  "survi 
in  the  advertising  game  demands  that  the  agencies  le 
how  to  flatter  and  milk  their  clients."  Of  greatest  value  to 
brand  warrior  are  his  discussions  of  the  successes  and  failu 
of  such  well-known  outfits  as  Amazon,  Coca-Cola,  Nike, 
his  own  John  Hancock.  And  he  says  branding  should  aim  i 
only  at  consumers  but  also  at  a  company's  employees:  Af 
all,  "the  best  people  want  to  work  for  the  best  brands." 

BYKARIN  PEKARCr 
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Your  customers  are  cutting  their  orders. 
Is  it  the  economy? 

Or  is  it  you? 


In  times  like  these,  you  need  answers  now.  If  your  information  systems  can't  provide  them, 
then  you  need  to  know  our  name.  Business  Objects.  Our  business  intelligence  software  mines  your 
corporate  databases  and  operational  systems  (e.g.,  supply  chain,  customer  care,  logistics,  finance) 
and  provides  instant,  actionable  intelligence  and  analytics.  All  based  on  your  business  goals  and 
metrics.  Over  13,000  companies  around  the  world  use  our  software  every  day.  To  find  out  what 
they  know  that  you  may  not,  call  1-800-527-0580  ext.  31,  or  visit  businessobjects.com/economy 
and  download  our  free  white  paper  "The  Business  Value  of  Business  Intelligence." 


Business  Intelligence.  If  you  have  it,  you  know. 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tec  h&you@busi  nessweek.com 

THE  LITTLE  LAPTOP 
THAT  COULDN'T 


For  all  the  charms  of  handheld  computers, 
the  laptop  still  offers  the  mobile  executive 
some  mighty  advantages:  big  displays,  real 
keyboards,  and,  by  no  means  least,  the  ability  to 
use  familiar  desktop  applications  without  com- 
promise. If  only  the  things  weren't  so  heavy 
and  bulky. 

NEC,  which  is  trying  to  regain  a  foothold  in  the 
U.S.  market,  has  come  up  with  a  little  laptop 
with  specs  that  would  make  you  happy  to  carry 
a  full-fledged  Windows  2000  computer  rather 
than  a  handheld.  But  it  falls  short  of  being  the 
ultraportable  of  my  dreams  because  of  design 
flaws  that,  while  serious,  could  have  been  easily 
corrected. 

The   new   Versa 
UltraLite  weighs  in 
at  just  over  3  pounds 
and     almost     disap- 
pears into  a  briefcase. 
It's  powered  by  a  600 
megahertz  Transmeta 
Crusoe  processor 

While  it's  the  slowest 
new  PC  I've  tried  late- 
ly, you  won't  notice  this 
doing     typical      mobile 
tasks,  except  that  appli- 
cations take  a  bit  longer  to 
load  than  on  faster  computers. 
The  payoff  is  spectacular  battery 
life  of  five  hours  or  so.  A  companion 
model  designed  for  brighter  conditions 
outdoors,  the  DayLite,  runs  up  to  8  hours  on 
a  charge. 

THE  PROBLEMS.  The  choice  of  a  1024-by-768  pix- 
el screen  for  the  10.4-inch  display  is  problematic. 
Increasing  font  sizes  in  applications  and  in  Win- 
dows 2000  makes  it  acceptable  for  aging  eyes, 
but  800-by-600  would  be  a  nice  option  for  those 
who  prefer  bigger  text  and  icons. 

The  major  difficulties  are  two:  networking 
and  the  keyboard.  The  UltraLite  has  both  a 
built-in  modem  and  an  Ethernet  port.  But  while 
the  modem  uses  a  standard  K.J-11  jack,  Ethernet 
requires  use  of  a  special  adapter  piece  that  you 
can  count  on  losing  at  the  worst  possible  mo- 
ment. Because  this  sort  of  laptop  is  designed  to 
be  ultraportable,  it  screams  for  the  wireless  net- 
working that  lets  you  carry  it  everywhere.  But  a 
standard  Wi-Fi  wireless  Ethernet  card  sticks 
out  of  the  shallow  pc  Card  slot  by  a  clumsy  VA 
inch.  The  first  changes  NEC  should  make:  Add  a 
standard  Ethernet  port  and  build  in  Wi-Fi. 


NEC's  new 
UltraLite  has 
plenty  to 
recommend  it 
-and  some 
design  flaws 
that  spoil  it 


BusinessWeek  online 
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online-only  reviews  of 
technology  products,  go 
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technology/ 


Then  there's  the  keyboard.  The  NEC's  kej 
board  is  10  inches  wide,  about  an  inch  narrow* 
than  on  a  standard  notebook.  Although  ultr; 
portables  have  been  around  for  years,  the  onl 
idea  anyone  has  had  is  to  shrink  the  standar 
laptop  design,  which  in  turn  is  a  shrunken  ve: 
sion  of  a  desktop  keyboard. 

The  problem  is  not  the  size  of  the  letter  key 
but  some  of  the  flaws  inherent  in  a  Japanes 
tradition  of  poor  keyboard  design.  For  exampl 
the  right  shift  key  is  the  same  size  as  the  star 
dard  letter  keys,  and  lots  of  typists  will  go  cra2 
hitting  the  next-door  up  arrow  instead.  TI 
spacebar  is  tiny — less  than  the  width  of  thn 
standard  keys.  The  Compaq  Presario  800,  with 
keyboard  about  the  same  size  as  the  UltraLit 
has  a  much  more  intelligent  layout. 

For  ultraportables  to  become  more  produ 
tive  tools,  the  keyboard  requires  some  radic 
surgery,  especially  since  even  a  cursory  loc 
shows  an  awful  lot  of  wasted  real  estate.  Sta: 
with  the  row  of  function  keys  across  the  to 
These  holdovers  from  DOS  are  rarely  used  an; 
more,  and  what  little  function  they  have  is 


NEC  VERSA  ULTRALITE 


►  Transmeta  600  MHz  processor 
►   External  CD-ROM,  floppy 


►   10. 4-in. display 
►   10.4x8.3x1.2  in.,  3.3  lb. 


►   Price:  $2,499| 

Data:  NEC  Computers 

ways  duplicate 
by  mouse  cliclj 
and  often 
other  keystroke 
Get  rid  of  ther 
The  UltraLU 
dedicates  keys 
scroll  lock,  system  requesj 
and  pause/break,  none  of  whiJ 
have  any  function  in  Windows,  as  well  J 
to  the  rarely  used  print  screen  function.  On  laf 
tops,  which  lack  separate  number  pads,  the  nuj 
lock  key  is  also  of  very  little  use. 

Not  all  the  deadwood  goes  back  to  the  mus^ 
dos  era.  Nearly  all  keyboards,  including  the  Ultr 
Lite,  have  two  virtually  useless  keys  designed 
perpetuate  the  myth  that  Windows  can  be  n 
without  a  mouse — one  opens  the  Start  menu 
the  other  duplicates  a  right  mouse  click.  Of  majd 
laptop  makers,  only  IBM  has  had  the  sense 
drop  them  from  most  Thinkpads.  All  of  this 
ed  space  could  be  put  to  much  better  use:  dec 
cated  home,  end,  page  up,  page  down  keys;] 
bigger  spacebar  and  shift,  return,  and  backspal 
keys.  In  other  words,  you'd  end  up  with  a  kej 
board  you  could  actually  use  efficiently. 

Compared  with  the  engineering  challenge 
getting  five  hours  of  battery  life  out  of  a 
pound  laptop,  designing  a  functional  keyboa 
is  trivial.  It's  a  shame  NEC  and  others  have 
risen  to  the  occasion. 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


THE  BEST  THING 

BUSH  IS  DOING  FOR  BUSINESS 


SAVINGS: 

Cutting  back 
on  federal 
regulations, 
as  the 
President 
plans,  may 
be  much 
more 
important 
than 
reducing 
taxes 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teaches  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 
Institution. 


The  $1.3  trillion  tax  cut  passed  by  Con- 
gress at  the  urging  of  President  George 
W.  Bush  is  a  step  in  the  right  direction, 
but  it  may  turn  out  to  be  less  important  than  his 
approach  to  federal  regulatory  activities.  The 
early  indications  are  that  federal  regulations  of 
business  and  consumers  will  grow  much  more 
slowly  under  Bush  than  during  the  Presidencies 
of  his  father  and  Bill  Clinton.  If  that  trend  con- 
tinues, it  will  have  the  effect  of  cutting  costs 
and  improving  economic  efficiency. 

Politicians  often  prefer  regulations  to  taxes 
because  the  cost  of  many  rules  is  hidden  from 
the  view  of  voters  and  analysts.  This  explains  the 
limited  appreciation  of  the  economic  drag  from 
laws  such  as  the  Americans  with  Disabilities 
Act,  passed  a  decade  ago,  the  numerous  envi- 
ronmental regulations  supported  by  former  Vice- 
President  Al  Gore,  or  the  fuel  efficiency  stan- 
dards for  automobiles,  passed  during  the  height 
of  the  energy  crisis  in  the  late  1970s. 
HUGE  COSTS.  However,  my  colleague  Casey  Mul- 
ligan and  I  have  documented  the  importance  of 
federal  regulatory  activities,  applying  several 
measures  of  their  scope  and  impact.  These  in- 
clude the  number  of  pages  in  the  annual  Feder- 
al Register  of  laws  and  in  the  U.S.  Code  of 
Regulations,  and  the  number  of  Federal  District 
Court  civil  cases  involving  regulation.  We  also  in- 
clude estimates  by  economist  Thomas  Hopkins  of 
the  cost  imposed  on  business  in  the  period  1977- 
2000.  According  to  his  study,  in  recent  years 
federal  regulations  of  business  activities,  includ- 
ing environment  and  safety,  cost  business  almost 
$700  billion  annually  in  compliance  costs. 

Although  each  measure  is  imperfect,  they  all 
indicate  that  federal  regulations  grew  rapidly 
during  most  of  the  past  50  years,  but  also  that 
these  rules  expanded  at  different  rates  even 
when  the  same  party  controlled  the  Presidency. 
Regulatory  activities  rose  slowly,  and  may  even 
have  decreased,  during  the  two  terms  of  Presi- 
dent Reagan,  who  criticized  the  influence  bu- 
reaucrats exerted  over  business.  Yet  they  in- 
creased rapidly  while  Richard  Nixon,  another 
"conservative"  Republican,  was  President.  Reg- 
ulations expanded  at  a  fast  pace  when  Bush  suc- 
ceeded Reagan,  and  may  have  risen  even  faster 
under  Clinton.  This  was  partly  because  the  large 
budget  deficits  during  the  late  1980s  and  most  of 
the  '90s  encouraged  Congress  and  these  Presi- 
dents to  mandate  spending  by  private  companies 
as  a  replacement  for  public  spending. 

During  the  2000  campaign,  then-Governor 
Bush  complained  about  excessive  regulation  as 


well  as  high  tax  rates.  That  opposition  was 
fleeted  in  his  major  appointments  and  non 
tions,  including  former  senator  Spencer  A 
ham  as  Energy  Secretary,  Michael  K.  Powe 
head  of  the  Federal  Communications  Commii 
Timothy  J.  Muris  as  antitrust  chief  of  the  ] 
eral  Trade  Commission,  and  John  Graham  a 
senior  White  House  official  reviewing  prop 
rules.  As  a  result,  federal  environmental  re 
tion,  antitrust  enforcement,  and  regulation 
dustries  such  as  telecommunications  are  like 
be  less  aggressive. 

For  example,  Bush  inherited  rising  gas  ai 
prices,  extensive  regulations  governing  the 
struction  of  new  coal  and  nuclear  power  pi 
inefficient  state  caps  on  the  pricing  of  elect: 
to  businesses  and  consumers,  and  excessiv 
strictions  on  oil  and  gas  exploration  on  fed 
owned  property.  Vice-President  Dick  Chene; 
indicated  that  the  Administration  wants  to 
mit  more  exploration  for  energy  on  federal 
reduce  regulations  on  new  construction  of  ei 
plants,  give  market  forces  greater  freedo: 
determine  electricity  prices,  and  oppose  the 
oto  Agreement  that  would  greatly  restrict 
ican  output  of  greenhouse  gases. 

In  regulating  business  practices,  both  th 
and  Justice  Dept.  will  generally  take  a  lai 
faire  view  of  mergers  among  companies 
mainly  competing  with  each  other.  They  pro 
also  will  oppose  the  breakup  of  Microsoft 
and  will  support  a  settlement  of  that  case 
favorable  to  Microsoft  than  the  one  propos 
Judge  Thomas  Penfield  Jackson. 

The  Bush  team  will  tend  to  shun  cases  th; 
lege  predatory  pricing  by  companies,  since 
are  too  hard  to  prove.  It  is  revealing  that 
have  not  appealed  the  district  court  decisi 
allow  American  Airlines  to  cut  prices  on 
routes  after  competitors  entered,  even  th 
American  raised  these  prices  after  they  ex 

The  FCC  under  Powell  will  remove  some 
ulations  imposed  on  the  telecommunicatio: 
dustry  during  the  past  couple  of  decades, 
agency  will  probably  allow  local  phone  o 
tors  to  enter  the  long-distance  phone  m 
more  easily  and  allow  telecommunications 
panies  to  merge  without  prolonged  delays  d 
FCC  reviews  of  the  antitrust  implications. 

Federal  regulatory  activities  may  have  gr 
impact  on  the  economy  than  do  taxes  and  sjj 
ing.  I  believe  that  consumers  will  benefit  gr| 
if  the  Bush  Administration,  like  Ronald 
gan's,  sharply  slows  the  rate  of  growth  of  ( 
al  regulation  of  business. 
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Does  your  imagination  take  you  to  places  others  rarely  visit?  Do  you  believe  that  a  world  of  possi- 
bility exists  beyond  the  conventional?  We  do.  As  one  of  the  world's  foremost  managers  of  capital 
and  risk,  we  are  constantly  searching  for  solutions  that  lie  beyond  the  obvious.  With  financial  and 
intellectual  reservoirs  of  great  depth  and  breadth  to  draw  from,  we  combine  insight,  knowledge 
and  original  thinking  to  create  new  opportunities.  We  do  it  for  ourselves.  We  can  do  it  for  you. 

Solutions  beyond  the  obvious.         Swiss  Re 
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Before  you  choose  a  broadband  provider  to  carry  your  customers'  mission-critical  information,  do  a  little  digqin    :i 
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WE  CALL  IT 
THE  NEXT  GENERATION 
OF  BROADBAND. 
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has  a  40,000-mile  network  with  global  connectivity. 


with  just  one  answer:  Williams  Communications.  To  find 
WE  HAVE.  WE  CAN.  WE  WILL. 
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Economic  Trends 


BY  GENE  KORETZ 

A  GOLDEN  AGE 
FOR  CHINA? 

Its  economy  may  be  ready  to  soar 

Global  economic  data  continue  to  dis- 
appoint. The  U.  S.  is  skating  on  the 
thin  edge  of  recession,  Japan  and  Mexico 
may  already  have  made  the  plunge,  and 
Asian  economies  are  reeling  from  sagging 
demand  for  high-tech  goods.  Even  Eu- 
rope is  fading  fast,  with  German  business 
sentiment  at  a  two-year  low. 

If  there's  a  bright  spot  in  the  blizzard 
of  generally  negative  news,  says  econo- 
mist Chen  Zhao  of  The  Bank  Credit 

CHINAS  PRIVATE  COMPANIES 
ARE  RAKING  IN  PROFITS 
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A  BILLIONS  OF  YUAN 

Data:  BCA  China  Analyst 

Analyst,  a  Montreal-based  investment 
publication,  it's  the  data  emanating  from 
China.  "The  Chinese  economy,"  he  says, 
"appears  to  be  in  the  early  stages  of 
what  could  be  a  very  potent  boom." 

China's  domestic  economy  is  robust. 
Consumption  is  picking  up  steam,  and 
retail  sales  are  9%  to  10%  above  year- 
earlier  levels  in  real  terms.  (Inflation  is 
flat  after  several  years  of  deflation.) 
Low  interest  rates,  wage  hikes,  and  ris- 
ing stock  prices  have  pushed  consumer 
confidence  to  record  highs. 

More  to  the  point,  China's  private 
sector,  which  accounts  for  over  75%  of 
the  nation's  output,  is  thriving.  Indus- 
trial production  is  up  20%  or  so.  And 
while  most  Asian  developing  nations  are 
suffering  from  a  dearth  of  profits,  earn- 
ings of  Chinese  private  companies  have 
been  climbing  sharply  since  early  last 
year  (chart). 

Major  stimulus  is  coming  from  foreign 
direct  investment,  which  has  been  gal- 
vanized by  China's  impending  entry  into 
the  World  Trade  Organization.  It  topped 
$40  billion  last  year,  and  contracts  for 
new  investment  projects — which  lead  ac- 
tual inflows — are  up  sharply  this  year. 

None  of  this  is  to  say  that  China's 


economy  doesn't  face  problems.  Some 
observers  fear  that  the  government's 
incomplete  reform  of  the  banking  sys- 
tem will  stymie  growth.  And  many  won- 
der about  China's  vulnerability  to  the 
sharp  slowdown  in  global  trade. 

On  the  first  issue,  Chen  is  reason- 
ably confident  that  the  worst  bad-debt 
problems  have  been  dealt  with.  More- 
over, the  private  sector  is  now  reliant 
mainly  on  the  stock  market  rather  than 
bank  loans  as  a  source  of  capital. 

As  for  the  nation's  trade  exposure, 
Chen  points  out  that  China's  exports 
are  still  concentrated  in  low-end  con- 
sumer items  that  tend  to  hold  up  even 
during  slowdowns  overseas.  With  labor 
costs  less  than  10%  of  those  of  Korea 
and  Taiwan,  China  continues  to  gain 
market  share  from  its  neighbors  and 
now  runs  a  larger  trade  surplus  with 
the  U.  S.  than  Japan  does. 

True,  China's  exports  were  up  only 
3.5%  in  May  after  running  more  than 
10%  over  year-earlier  levels  in  prior 
months.  But  even  if  they  level  off  for  a 
while,  China  should  be  able  to  weather 
the  storm — thanks  to  the  stimulus  from 
a  massive  $68  billion-a-year  infrastruc- 
ture-spending program  now  underway. 
If  a  U.  S.  rebound  starts  by  the  end  of 
the  year,  says  Chen,  a  new  Chinese 
boom  may  not  be  far  behind. 


WHAT'S  LEFT 
OF  THE  SURPLUS 

Tax  cuts  and  the  economy  take  a  toll 

It  wasn't  too  long  ago  that  the  Con- 
gressional Budget  Office  was  project- 
ing budget  surpluses  of  $281  billion  this 
fiscal  year  and  $313  billion  in  fiscal  2002. 
Forget  it.  The  numbers  will  be  far  low- 
er— and  not  only  because  tax  cuts  will 
reduce  revenues  by  $74  billion  this  year 
and  $38  billion  the  next. 

The  slack  econo-   ^^^^^™^^^^— 


my  is  shrinking 
tax  receipts,  notes 
economist  Susan 
Hering  of  UBS 
Warburg  LLC  Both 
withheld  and  esti- 
mated personal  tax 
revenues  are  slow- 
ing significantly, 
with  estimated 
payments  in  June 
running  some  10% 
below  their  year- 
earlier  pace. 

More    startling 
was  the  26%  year- 
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A  PI  HUN  I  CHANCE  YEAR 
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over-year  June  decline  in  quarterly  t 
porate  tax  payments  on  estimated  pr< 
The  June  drop,  notes  Hering,  was 
largest  since  1982,  suggesting  that  < 
panies  are  now  taking  a  larger  hit  1 
they  did  during  the  last  recession. 

As  things  stand  now,  ubs  Wart 
believes  the  surplus  could  sink  to  i 
billion  or  less  this  year  and  will  stru 
to  exceed  $200  billion  next  year. 
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ABORTIONS  RIS 
AND  CRIME'S  FAB 

A  new  analysis  finds  no  causal  1 


Is  there  a  relationship  between 
rise  in  abortions  in  the  1970s  anc 
drop  in  crime  in  the  1990s?  Not  ace 
ing  to  Ted  Joyce  of  Baruch  College 
his  new  analysis,  which  questions 
results  of  a  controversial  study  by  « 
J.  Donohue  of  Stanford  University 
Steven  Levitt  of  the  Universit; 
Chicago  released  several  years  ago 

That  study  attributed  as  much  as 
of  the  sharp  decline  in  U.  S.  crime  i 
in  the  1990s  to  the  Supreme  Court's 
decision  legalizing  abortion.  The  aut 
argued  that  the  surge  in  abortions  ar 
poor,  young,  unmarried  mothers  ; 
1973  affected  crime  rates  a  dozen  y 
later  by  reducing  the  number  of 
wanted  crime-prone  youngsters 
born  and  by  freeing  up  family  reso 
for  remaining  children. 

As  evidence,  they  cited  data  s 
ing  that  overall  crime  rates  dro 
most  in  the  1990s  in  those  states 
abortion  rates  rose  most  in  the 
and  late  1970s.  Further,  crime  ratei 
earlier  in  the  five  states,  including 
York  and  California,  which  lega 
abortion  in  1970,  before  Roe  v.  Wt 

What  Joyce  has  done  is  subjec 
same  data  to  closer  analysis.  Fin 
looked  at  the  states  that  legalized 
tion  in  1970,  analyzing  the  chang 
crime  rates  specifically  among  teem 
and  young  adults  born  in  the  yeari 
fore  and  after  1970.  He  then  comp 
these  changes  to  changes  in  crime  : 
among  youths  in  the  states  that  ha< 
yet  implemented  legalized  abortion- 
found  no  significant  difference. 

Joyce  concludes  that  the  apparenl 
between  rising  abortion  and  deel 
crime  is  coincidental  rather  than  a 
The  most  likely  explanation,  he  sa; 
that  "crack  cocaine  and  its  vi> 
spillover  effects  which  exploded  ir 
early  1980s  began  to  ebb  in  the 
1990s,  just  as  the  post-Roe  r.  Wade 
were  entering  their  teenage  years. 
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HE  U.S.  WILL  HAVE 

0  BE  THE  WORLD'S  LIFELINE 

forging  a  recovery  at  home,  the  Fed  will  also  shore  up  global  growth 


US.  ECONOMY 


SIX  CUTS  IN 
SIX  MONTHS 


FEDERAL  FUNDS 
TARGET  RATE  ~ 


Is  the  rest  of  the  world  slip- 
ping into  recession?  If  so,  will 
obal  slump  drag  the  U.S.  down  as  well?  It's  a 
risome  premise,  but  let's  make  sure  we  put  the 
te  in  front  of  the  cart. 

learly,  weaker  foreign  demand  is  one  more  problem 
the  beleaguered  U.S.  expansion,  especially  for 
ufacturers  that  have  borne  the  brunt  of  this  slow- 
n.  However,  the  economy's  problems  are  all  made 
ie  U.S.A. — the  result  of  booms  in  consumer  spend- 
stock  prices,  and  business  investment  that  went 
;.  Moreover,  it  is  weakness  in  the  U.  S.  that  is 
t  responsible  for  the  slowdown  in  the  rest  of  the 
Id.  That's  because  the  U.  S.'s  global  influence  goes 
beyond  its  23%  share  of  world  gross  domestic 
luct.  It  has  significantly  greater  impact  in  the  areas 
radeable  goods  and  financial  flows. 

Global  concerns  were  one  of 
the  reasons  the  Federal  Re- 
serve kept  up  its  efforts  to  as- 
sure a  pickup  in  U.S.  growth 
when  it  cut  interest  rates  on 
June  27.  The  Fed  knows  that 
the  quickest  path  to  a  healthy 
world  economy  is  via  a  U.S. 
recovery.  Moreover,  the  Fed 
now  appears  to  believe  that 
the  hardest  work  toward 
achieving  that  goal  is  already 
pleted.  After  five  half-point  cuts  in  as  many  months, 
Fed  opted  for  only  a  quarter-point  cut,  lowering  the 
:ral  funds  target  rate  to  3.75%  (chart). 

:  ACCOMPANYING  STATEMENT  did  not  contain  the 

jncy  of  the  communiques  that  came  with  the  April 
May  cuts.  The  perfunctory  wording  suggests  a  di- 
i  among  policymakers,  and  the  smaller  cut  may  re- 
|  a  compromise  between  those  fearing  future  infla- 
and  those  who  still  see  significant  risks  to  growth. 
he  statement  listed  "slowing  growth  abroad"  along 
i  "declining  profitability  and  business  capital  spend- 
'and  "weak  expansion  of  consumption"  as  factors 
1  continue  to  weigh  on  the  economy.  Consequently, 
Fed  continues  to  believe  that  the  risks  in  the  out- 
i  are  still  slanted  toward  economic  weakness,  which 
res  the  door  open  for  further  cuts, 
he  Fed  is  well  aware  that  the  U.S.  economy  has 
n  dodging  bullets,  first  from  auto-industry  cutbacks, 
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DARK  CLOUDS  ARE 
GATHERING  WORLDWIDE 
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1.2      1.8 

TAIWAN 

6.0 

-1.6    -2.0 

U.S. 

5.0 

1.3    -0.5 

Data:  J.P.  Morgan  Cha 
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then  from  tech-driven  problems  in  capital  spending. 
Now,  with  exports  slumping  badly,  the  U.  S.  is  suffering 
new  fallout  from  its  own  weakness,  which  is  yet  an- 
other blow  to  the  already  punch-drunk  factory  sector. 
The  steady  appreciation  in  the  dollar  during  the  past 
year  only  compounds  the  hurt. 

News  from  around  the 
globe  has  been  almost  uni- 
formly bad.  An  unexpected 
fall  in  first-quarter  real  GDP 
suggests  that  Japan  has 
dropped  yet  again  into  re- 
cession. And  a  dip  in  Ger- 
many's business-climate  in- 
dex hints  that  the  euro 
zone's  largest  economy  may 
not  have  grown  in  the  sec- 
ond quarter.  Other  trouble 
spots:  Southeast  Asia's  ris- 
ing tech  problems  and  Ar- 
gentina's debt-and-devalua- 
tion  woes.  In  fact,  almost  all  economies  are  expected  to 
grow  more  slowly  in  2001  than  they  did  in  2000  (table). 

What  may  rankle  U.  S.  policymakers  is  that  the  Fed's 
easing  has  not  been  matched  by  other  major  central 
banks.  The  Bank  of  Japan  can't  lower  rates  because 
they're  already  effectively  zero.  Besides,  many  of 
Japan's  problems  are  structural,  not  cyclical.  And  the 
European  Central  Bank  has  held  firm  to  its  mandate  to 
fight  inflation,  so  it  has  been  extremely  reluctant  to  cut 
rates  even  in  the  face  of  bad  economic  news.  The  ecb 
held  rates  steady  at  its  June  21  meeting,  though  the 
betting  now  is  that  the  bank  will  ease  in  July. 

But  a  July  cut  will  be  too  little,  too  late  to  help  the 
euro  zone  out  of  its  morass.  And  in  an  increasingly 
global  world,  sniffles  in  one  part  of  the  world  can 
quickly  become  a  cold  elsewhere.  For  the  U.  S.,  most  of 
the  chills  are  being  felt  in  exports.  Foreign  shipments 
fell  1.9%  in  March  and  2%  more  in  April,  with  addi- 
tional declines  likely  in  coming  months. 

EXPORTS  OF  TECH  EQUIPMENT  have  fallen  off 
sharply.  Shipments  of  computers,  peripherals,  telecom 
gear,  and  semiconductors  have  declined  in  six  of  the 
past  seven  months,  and  over  the  past  half  year,  they 
have  accounted  for  two-thirds  of  the  drop  in  overall  ex- 
ports, even  though  tech  is  only  12%  of  the  total. 
But  even  with  increasing  weakness  in  exports,  the 
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trade  gap  has  narrowed  since  last  autumn.  That's  be- 
cause imports  are  also  declining  in  response  to  softer 
U.S.  demand.  Imports  fell  2.2%  in  April,  allowing  the 
trade  deficit  for  goods  and  services  to  narrow  slightly, 
to  $32.2  billion,  from  $33.1  billion  in  March.  Since  last 
September,  exports  have  fallen  4.7%,  but  imports,  which 
are  a  third  greater,  have  declined  5.2%. 

A  smaller  trade  gap  provided  a  plus  for  first-quarter 
GDI'  growth,  but  the  intensifying  weakness  in  exports 
means  the  deficit  widened  in  the  second  quarter.  The 
trade  gap  is  on  track  to  subtract  nearly  a  percentage 
point  from  the  quarter's  GDP  growth. 

WEAKER  FOREIGN  DEMAND  is  only  the  latest  of 
manufacturers'  woes,  on  top  of  flagging  demand  in  the 
U.  S.,  especially  for  capital  equipment.  New  orders  for 
durable  goods  stayed  above  water  in  May,  as  book- 
ings rose  2.9%,  but  they  had  plunged  5.5%  in  April. 
Through  May,  second-quarter  orders  are  still  down 
from  their  first-quarter  level,  though  they  are  not 
falling  nearly  as  fast  as  they  did  in  that  quarter. 

Not  surprisingly,  one  area  in  which  bookings  are 
falling  faster  this  quarter  is  tech  equipment.  Orders  for 
technology  gear  dropped  at  a  36.1%  annual  rate  in  the 
first  quarter,  and  through  May,  they're  down  44.5%. 
And  shipments  of  technology  equipment  are  dropping 
like  a  stone,  indicating  that  outlays  for  information- 
processing  gear  will  subtract  a  sizable  chunk  from  sec- 


ond-quarter GDP  (chart).  Moreover,  falling  orders  si 
gest  more  weakness  to  come  in  the  third  quari 

Throughout  all  of  the  bad  news  of  recent  montl 
consumers  have  remained  a  beacon  of  hope.  And  tl 
still  are,  based  on  their  willingness  to  commit  th^ 
selves  to  the  purchase  of  a  home.  Sales  of  both  new 
existing  homes  rose  in  May,  and  both  levels  are 
above  their  year-ago  readings.  Buoyant  housing 
mand  says  volumes  about  consumers'  confidence  in 
future.  As  if  to  corroborate  that,  the  Conference  Boa 
June  confidence  index  rose  for  the  second  consecull 
month  as  households  felt  the  most  upbeat  abl 
prospects  for  the  future  since  December. 

No  doubt,  the  promise  of 
tax  cuts  is  playing  a  role  in 
consumers'  outlooks,  and  the 
Fed's  cuts  in  interest  rates, 
now  totaling  275  basis  points, 
are  sure  to  provide  further 
economic  support  in  coming 
months.  In  fact,  one  of  the  key 
factors  that  has  elevated  the 
U.  S.  economy's  stature  in  the 
world  during  the  past  decade 
has  been  sound  and  timely 
economic  policy.  That  suggests  that  the  question  is 
will  the  rest  of  the  world  drag  the  U.  S.  into  a 
sion,  but  how  fast  will  the  U.  S.  lead  a  global  upti 
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MADRID'S  FORECASTS  ARE  ON  THE  ROSY  SIDE 


On  the  surface,  Spain's  surpris- 
ingly strong  economic  growth 
in  the  first  quarter  would  belie 
concerns  about  a  slowdown.  How- 
ever, as  is  the  case  for  most  of 
the  euro  zone,  second-quarter 
growth  is  looking 
much  softer,  and  Span- 
ish inflation  will  re- 
main stubbornly  high. 
Real  gross  domestic 
product  in  the  first 
quarter  grew  1%  from 
the  fourth  quarter,  or 
4.1%  at  an  annual  rate 
compared  with  the 
euro  zone's  2.2%  pace. 
However,  government 
support  for  car  sales  boosted  con- 
sumer spending,  a  lift  that  won't 
last.  Equipment  spending  by  busi- 
nesses, while  rebounding  from  a 
fourth-quarter  drop,  was  down 
from  a  year  ago,  and  exports 


A  SHARP  SLOWDOWN 
IN  OUTPUT 
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slowed  sharply.  Moreover,  as  the 
second  quarter  began,  retail  sales 
fell  in  April,  and  industrial  pro- 
duction was  especially  weak. 

The  government  is  standing  by 
its  3.2%  projection  for  2001 

growth,  but  most  pri- 
vate forecasters  think 
that's  too  optimistic. 
Domestic  demand  has 
already  been  slowing 
down  for  a  year,  as 
has  job  creation. 
That's  the  result  of 
the  European  Central 
Bank's  rate  hikes  and 
higher  Spanish  infla- 
tion, which  has 
robbed  purchasing  power.  Now, 
the  global  slowdown  and  new 
euro  zone  weakness  will  crimp 
foreign  demand  as  well. 

Slower  growth,  along  with 
falling  prices  for  energy  and  food, 


will  help  to  reduce  Spain's  4.2% 
inflation  rate  in  coming  months, 
but  progress  will  be  slow.  Spain 
susceptible  to  second-round  infla 
tion  effects  as  prices  fuel  wages 
Most  workers  have  contracts  re 
quiring  employers  to  raise  wage 
rates  if  inflation  exceeds  the  gov) 
ernment's  forecast,  which  was  2 
for  2000.  Inflation  last  year  was 
3.4%,  and  for  2001,  the  govern- 
ment stuck  with  its  2%  forecast. 
A  new  government  index,  whic 
includes  Social  Security  paymen 
shows  that  first-quarter  labor 
costs  rose  4.3%  from  a  year  ago 

The  problem  is  that  Spain  is 
losing  competitiveness.  Without 
different  currency  values,  high  i 
flation  relative  to  the  rest  of  th 
euro  zone  makes  Spanish  goods 
more  expensive.  Plus,  labor-mar 
ket  reforms  have  not  yet  given 
boost  to  productivity. 
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One-size-fits-al]  maj  be  good  for  hats,  but  not  for 
e-business  software.  In  the  new  new  econom)  you  need  a 
collaborative  e-business  solution  that  is  tailored  to  the  i  hanging 

needs  of  'your  business.  Inter  mySAP.COm   Industr)    Solutions 

industry-specific  solutions  based  on  recognized  best  practices 
and  backed  h\  over  28  years  of  industry-specifh  implementation 
experience.  SAP  has  custom  tailored  solutions  for  over  20 
different  industries,  from  manufacturing  to  retail  to  hanking. 
To  find  out  more,  call  800  N-2  1727  or  i\  pe  www.sap  com 
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DETROIT 
RIDES  ALONE 


Former  Big  Three 
allies  are  now 
lining  up  in  favor 
of  fuel  efficiency 

Detroit's  auto  makers  are  sud- 
denly getting  the  cold  shoul- 
der from  Washington.  After 
years  of  helping  the  Big  Three 
beat  back  stricter  fuel  econo- 
my regulations,  their  friends 
on  the  Hill  are  abandoning  them.  Fear- 
ful that  continued  opposition  to  higher 
standards  will  tar  them  as  anti- 
environment  and  could  cost  them  control 
of  the  House  in  2002,  many  of  the  in- 
dustry's gop  backers  are  dramatically 
backpedaling,  pressing  the  industry  hard 
to  develop  more  fuel-efficient  vehicles. 
The  defectors  include  some  of  Wash- 
ington's biggest  guns.  On 
June  18,  Vice-President  Dick 
Cheney  signaled  General  Mo- 
tors Corp.  executives  that 
the  White  House  won't 
shield  the  industry  from  new 
regulations.  Even  Senate  Mi- 
nority leader  Trent  Lott  (It- 
Miss.),  a  staunch  Detroit  ally, 
now  says  he  is  "open  to  rea- 
sonable increases"  in  current 
fuel  efficiency  standards, 
known  as  Corporate  Aver- 
age Fuel  Economy,  or  CAFE. 
The  change  has  huge  im- 
plications for  an  industry  al- 
ready facing  a  profits  pinch 
as  foreign  competition  in- 
creases and  the  slow  econo- 
my dents  sales.  The  Big 
Three  say  that  tougher 
mileage  rules — particularly 
for  SUVs — could  cost  each 
several  billion  dollars  over 
the  next  few  years  and  seri- 


ously crimp  profits.  But  stopping  the 
push  for  higher  standards  may  be  hard. 
Auto  makers  opened  the  door  for 
tougher  regulations  when  they  didn't  ask 
Congress  for  a  freeze  on  fuel  economy 
standards  this  year.  Further,  they  have 
already  pledged  voluntary  mileage  gains 
for  SUVs  and  will  soon  launch  a  wave  of 
highly  efficient  new  hybrid  vehicles  (page 
34),  so  they'll  have  a  tough  time  con- 
vincing lawmakers  it  can't  be  done. 

New  technology  alone  won't  suffice. 
To  meet  a  higher  average-fuel-efficiency 
level,  carmakers  will  have  to  start  selling 
many  more  compact  suvs.  Otherwise, 
they  could  be  forced  to  limit  production  of 
the  polluting  behemoths  to  keep  overall 
fleet-mileage  standards  in  line.  The  draw- 
back? Smaller  vehicles  are  also  less  prof- 
itable. With  consumers  still  craving  big 
trucks,  buyers  may  defect  to  models  sold 
by  Japanese  and  European  carmakers 
who  have  no  trouble  meeting  fuel-econo- 
my standards.  "The  imports  would  be  in 
a  good  position  to  pick  up  customers," 


GAS 
GUZZLERS 

America's  top  10  best-selling 

trucks,  SUVs,  and  minivans 

all  fall  far  short  of 

current  gas  standards, 

as  measured  by  their  combined 

average  highway  and  city 

miles  per  gallon. 

CAFE  STANDARD  FOR  TRUCKS 


says  dri-wefa  analyst  Bruce  Harri 
What  happened?  The  sea  chang 
partly  a  consequence  of  rising 
prices,  rolling  blackouts  in  Califoi 
and  the  lack  of  a  global  agreemen 
move  ahead  with  the  Kyoto  accon 
limit  greenhouse  gases.  All  have 
vinced  consumers — and  many  pc 
cians — of  the  need  to  improve 
mileage.  In  an  early  June  poll  by 
Washington  Post,  90%  of  Amerh 
claimed  to  favor  tougher  standards 
Once  improving  gas  mileage  is 
goal,  suvs  and  trucks  make  a  pr 
easy  target.  They  get  the  worst 
economy  of  almost  any  vehicle  on 
road — as  low  as  13  mpg  on  Ford  M 
Co.'s  massive  Excursion  suv.  Non 
America's  10  best-selling  trucks — 
egory  including  pickups,  suvs,  and 
vans — comes  close  to  meeting  cur 
mileage  standards.  And  as  their  p 
larity  has  grown,  overall  U.  S.  fuel 
omy  and  gas  consumption  have  gc 
worse.  Of  the  11.4  million  vehicles 
troit  sold  last  year,  59%  were  trucl 
CROSSHAIRS.  That  has  led  to  a  bad 
of  new  legislation,  with  trucks  and 
increasingly  in  the  crosshairs.  Both 
of  Congress  propose  that  cafe 
dards  be  stiffened  for  the  first  time 
years.  The  standards  require  compa 
total  mix  of  vehicles  average  at 
20.7  mpg  for  trucks  and  27.5  mpj 
cars.  In  May,  Senator  Dianne  Fein 
(D-Calif.)  proposed  a  bill  requiring 
trucks  to  match  existing  passenge 
mpg  standards  by  2007.  In  the  Hoi 
U.S.  Representative  Lee  Terrj 
Neb.)  is  also  about  to  introduce 
that  would  freeze  fuel  economy 


. 
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Data: 


Environmental  Protection  Agency, 
Energy  Dept. 
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s  until  2006.  But  then 
ould  mandate  a  25%  in- 
se  for  trucks,  to  25.8 
and  a  15V,  hike,  to  31 
for  passenger  cars, 
stroit  had  hoped  it 
d  get  relief  from  the 
onal  Academy  of  Sci- 
I,  Convened  by  the 
e  House  to  review  the 
,  the  NAS  will  report  to 
jress  by  early  August 
vhether  to  raise  gas 
ige  rules.  Auto  industry 


CAFE  Meeting  higher  fuel-efficiency 

■  lTTr  D  o        standards  will  be  tough  for 
J  ITT  t  Ko        Detroit's  Big  Three.  Here's 
what  they'll  have  to  do: 


IMPROVE  SMALL  CARS  GM,  Ford,  and  Chrysler  have  all 
upped  rebates  to  sell  their  unpopular  small  cars.  With  larger 
vehicles  penalized  for  gas  guzzling,  they'll  have  to  redouble 
efforts  to  develop  cars  that  consumers  want. 

SACRIFICE  HORSEPOWER  Auto  makers  increased  horse 
power  throughout  the  1990s  at  the  expense  of  fuel  efficiency, 


,  \      particularly  for  SUVs.  Now  they'll  have  to  reverse  that  trend 
utives,   who   expected 


;as  panel  to  recommend 
tangos,  are  in  for  a  sur- 
.  Panel  members  have 
BusinessWeek  that  they 

urge  that  cafe  be 
d.  They  will  also  push 
lators  to  close  huge 
loles  that  have  allowed 
aft  to  produce  less  fuel- 
ent  suvs  without  pay- 
ines  for  exceeding  cafe. 

one  committee  member:  "We  will 
.hat  a  gradual  increase  in  fuel  econ- 
standards  is  viable  and  plausible." 
ith  all  these  moves,  Detroit  has  sud- 
I  realized  it  has  a  big  lobbying  job  to 
everal  top  Big  Three  execs  have  al- 
y  gone  to  Washington  to  make  the 
against  raising  standards.  GM's  brass 
Cheney  that  boosting  truck  stan- 
3  by  even  3.3  mpg,  to  24  mpg,  would 
i  it  to  lose  sales  of  one  million  large 
ips  and  sport  utilities.  Those  trucks, 
h  include  the  best-selling  Chevrolet 
rado  pickup  along  with  the  Chevy 
irban  and  Tahoe  suvs,  kick  in  up  to 


BOOST  FUEL-EFFICIENCY  R&D  The  Big  Three  lag  the 
Japanese  in  developing  fuel-efficient  engines  for  cars  and  SUVs. 
To  catch  up,  they'll  need  to  devote  far  more  money  to  improving 
technologies  such  as  hybrid  vehicles  and  to  designing  more 
SUVs  on  car  platforms. 

CURB  PRODUCTION  Large  SUVs  such  as  the  Chevrolet 
Suburban  lower  Detroit's  average  fuel  efficiency  for  trucks.  The 
Big  Three  may  have  to  cut  production  of  their  biggest  gas-chug- 
gers  to  meet  the  new  standards. 


20%  of  gm's  4.9  million  cars  sold  and  a 
big  chunk  of  the  $5  billion  the  company 
earned  in  profits  last  year.  Daimler- 
Chrysler,  too,  has  said  that  CAFE  in- 
creases would  cost  the  sales  of  several 
hundred  thousand  large  trucks. 

The  industry  also  warns  that  it  won't 
be  the  only  one  hurt.  Lobbyists  are  ad- 
vising Congress  that  cafe  increases 
such  as  those  currently  proposed  by 
Feinstein  and  Terry  would  add  $2,750  to 
the  price  of  every  vehicle.  They  also 
say  they'll  cost  up  to  280,000  jobs. 

Not  everyone  is  making  doomsday 
predictions.  Ford  Chairman  William  Clay 


Ford  has  boasted  of  Ford's 
environmental  record.  But 
while  Ford  has  said  it  will 
voluntarily  improve  gas 
mileage,  it  still  opposes 
mandatory  cafe  increases. 
Instead,  Ford  is  lobbying 
for  tax  credits  to  help  con- 
sumers buy  new  fuel-effi- 
cient hybrid  cars. 
"BUNK."  Detroit  is  also 
falling  back  on  the  old  no- 
can-do  line.  Snaps  Thomas 
G.  Stephens,  gm's  group 
vice-president  of  engine  de- 
velopment: "There  aren't 
any  technologies  that  could 
get  us  there."  But  that 
could  be  a  hard  sell.  Law- 
makers and  environmental 
lobbyists  recall  how  Big 
Three  execs  told  Congress 
during  the  1970s  oil  crisis 
that  the  original  cafe  pro- 
posals would  be  impossible 
to  meet — then  made  big 
gains  when  the  standards  were  imposed. 
"It's  the  same  kind  of  bunk  the  industry 
has  been  saying  for  years,"  says  Sierra 
Club  lobbyist  Dan  Becker. 

Besides,  Detroit  does  have  the  tech- 
nology to  make  big  gains — and  said  so.  A 
year  ago,  Ford  ceo  Jacques  A.  Nasser 
vowed  Ford  would  improve  the  combined 
average  fuel  economy  of  its  SUVs  by  25% 
by  2005.  How?  By  making  its  big  truck 
engines  more  efficient  and  selling  more 
compact  suvs.  In  response,  GM  and 
Daimler  vowed  to  follow  suit. 

In  fact,  gm  may  be  leading  the  De- 
troit pack  in  fuel-efficient  engines.  In 


FORD  RANGER 
SMALL  PICKUP 


MPG 
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2004,  the  auto  giant  will  introduce  its 
new  V-8  engine  for  its  big  pickups  and 
snvs.  By  shut  ting  off  half  the  cylinders 
when  the  vehicle  is  cruising  at  highway 
speeds,  the  engine  increases  the  average 
pickup's  mpg  tn  16.  The  cost:  just  a  few 
hundred  dollars  a  vehicle,  says  David  E. 
Cole,  director  of  the  Center  for  Automo- 
tive Research  in  Ann  Arbor,  Mich.  Daim- 
lerChrysler  will  start  selling  a  similar  en- 
gine soon  after  gm.  Meanwhile,  Ford  has 
been  increasing  the  average  fuel  efficien- 


cy of  its  truck  fleet  by  successfully  mar- 
keting smaller,  less  thirsty  SUVS. 

The  big  winners  in  any  shift  to  high- 
er mpg  standards  could  well  be  the 
Japanese,  who  feature  smaller,  more 
fuel-efficient  cars  and  trucks.  Only  Toy- 
ota Motor  Corp.  sells  full-size  suvs  and 
pickups,  but  sales  of  smaller  suvs,  pick- 
ups, and  minivans  keep  it  safely  below 
overall  cafe  ceilings.  "We'll  have  to 
make  a  bigger  move  on  fuel  economy 
than  the  Japanese  will,"  admits  Daimler 


director  of  energy  and  environm 
policy  Reg  Modlin. 

Before  all  is  said  and  done,  the 
Three  are  likely  to  lean  heavil 
Washington  to  limit  stricter  stand 
But  given  the  Capitol's  new  mood, 
time  and  money  might  be  better  E 
developing  more  energy-efficient  5 

By  David   Welch  in  Detroit, 
Kathleen  Kerwin,  Laura  Cohn, 
Lorraine  Woellert  in  Washington 
Larry  Armstrong  in  Los  Angeles 


HYBRIDS  ARE  HEADED  FOR  MAIN  STREET 


electric  motor  is  directly  connected  v\ 
to  the  wheels.  In  some  cars,  such  a  pi 
the  Toyota  Prius,  the  electric  motoi 
can  drive  the  car  on  its  own  at  low 
speeds  if  the  battery  is  fully  charge 
In  others,  such  as  Honda's  Insight, 
the  battery-driven  motor  acts  more 
like  a  supercharger,  adding  bursts  < 
power  to  mimic  a  much 
larger  engine  when  acc< 
erating  from  a  standstil 

But  there  are  also 
"mild"  or  "soft"  hybrid 
nicknamed  "mybrids."  G 
is  planning  one  as  an  oj 
tion  on  its  full-size  pick- 
ups. Chrysler  has  a  sim 
lar  system  in  the  works 
for  its  Dodge  Ram,  and 
Ford  will  offer  it  on  th 
Explorer  suv. 

With  a  bigger  batter 
and  electric  motor,  a  mi 
hybrid  takes  some  of  tr 
load  off  the  gasoline  en 
gine.  Typically,  the  elec- 
trie  motor  will  take  ove 
the  starter  motor,  powi 
steering,  and  heating  and  air-condi- 
tioning— all  functions  that  now  dra: 
power  from  the  engine.  "You  get 
lower  emissions  and  better  fuel  ecc 
omy,"  says  Bruce  Harrison,  an  ana- 
lyst at  market  researcher  dri-wef; 
Still,  the  fuel-economy  gains  are 
modest — maybe  15%,  vs.  30%  or 
more  for  a  true  hybrid.  But  these 
hybrid  wannabes  cost  a  lot  less  to 
build,  resulting  in  as  little  as  $500 
$1,000  more  on  the  sticker.  The  at- 
tractive pricing,  along  with  a  feel- 
good green  image,  may  lure  enougl 
buyers  to  let  Detroit  squeak  by  an 
tougher  fuel-economy  rules.  For  a 
tie  while  longer,  at  least. 

By  Larry  Armstrong 
Los  Angs 


No  matter  what  Congress  might 
mandate  as  newer,  tougher  fuel- 
economy  standards,  the  course 
Detroit  will  steer  to  get  there  is  al- 
ready clear.  So-called  hybrid  cars, 
which  combine  a  conventional  gaso- 
line engine  with  a  battery-powered 
electric  motor,  are  on  the  verge  of 
going  mainstream. 

Until  now,  hybrids 
have  been  the  playthings 
of  a  handful  of  technology 
and  environmental 
zealots.  They're  pretty 
much  custom-built  cars. 
Be  it  Honda  Motor  Co.'s 
swooshy  two-seat  Insight 
or  Toyota  Motor  Corp.'s      &\ 
funky  Prius,  they're  de- 
signed as  technology 
showcases  with  eye-pop- 
ping mileage:  68  miles  per 
gallon  on  the  highway  for 
the  Insight,  while  the 
Prius  does  its  best,  52 
mpg,  in  city  driving.  Al- 
though fewer  than  20,000 
have  been  sold  in  the 
year  and  a  half  that  they  have  been 
on  the  market,  demand  picked  up  as 
gas  prices  rose  this  spring,  and  the 
Prius  is  sold  out  through  the  end  of 
the  2001  model  year. 
GREAT  EXPECTATIONS.  Now,  the  race 
for  the  average  consumer  is  on.  On 
June  25,  Honda  said  that  next  March 
it  will  drop  its  hybrid  powertrain 
into  its  Civic  compact.  "This  is  going 
to  be  huge,"  says  Thad  Malesh,  di- 
rector of  alternate-power  technology 
for  market  researcher  J.  D.  Power  & 
Associates.  "Ultimately,  the  hybrid 
engine  will  be  nothing  more  than  an- 
other engine  option."  Malesh  says 
that  once  the  manufacturers  start 
putting  hybrids  in  popular  models, 
by  2003  or  so,  hundreds  of  thousands 


will  be  sold  in  the  first  five  years. 
Detroit  isn't  far  behind.  Its  first 
hybrid  will  come  out  in  2003,  a  ver- 
sion of  the  Escape  sport-utility  vehi- 
cle that  Ford  Motor  Co.  promises 
will  get  40  mpg  in  the  city,  up  from 
the  current  23  mpg.  DaimlerChrysler 
will  offer  a  hybrid  Durango  SUV  that 


EYE-POPPING:  The  Insight's  highway  mileage  is  6'<S'  mpg 


year,  too.  General  Motors  Corp.  will 
follow  in  2004  with  a  simple  hybrid 
powertrain  in  its  big  pickups,  the 
Chevrolet  Silverado  and  gmc  Sierra, 
and  a  more  powerful  version  for  such 
midsize  cars  as  the  Chevy  Malibu 
and  Buick  Rendezvous. 

Even  if  going  green  will  get  easi- 
er, it  won't  be  cheap.  The  premium 
on  the  sticker?  Anyone's  guess,  but 
maybe  $1,500  to  $3,000,  analysts  say. 
For  that,  though,  buyers  will  likely 
get  a  performance  bonus  as  well:  Be- 
cause electric  motors  give  out  a  lot 
of  low-end  power,  a  hybrid  four-cylin- 
der engine  often  accelerates  as  well 
as  a  conventional  VG. 

Hybrids  work  in  various  ways.  In 
its  purest  form,  a  hybrid  vehicle's 
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APORATING  PANIC 
THE  PUMPS 

i  planets  seem  to  be  lining  up  for  a  solid  drop  in  prices 


i 


ji' 


hen  the  national  average  price 
for  regular  unleaded  gasoline 
spiked  20%  in  six  weeks  to  hit  a 

rd   $1.71    in    mid-May,    headlines 

ted  that  prices  might  reach  $3  a 

n  by  July  4,  when  Americans  hit 

•oads  in  force.  Springtime  invento- 

were  at  their  lowest  level  in  seven 

s,  and  refineries  were  running  at 

fcacity.  The  runup  in  prices  lent 

;  weight  to  President  George  W. 

i's  argument  that  more  refineries 

■gently  needed. 

iddenly,  though,  the  crisis  atmos- 

e  has  evaporated.  Over  the  past 

weeks,  wholesale  gas  prices  have 

l  38%,  to  71#  a  gallon,  their  lowest 
in  17  months.  Prices  at  the 

p,  in  typical  fash- 
are    falling   more 

ly,  but  the  national 

age  was  still  down 

1.54  in  the  week 

d  June  22,  a  decline 

70.  Now,  with  re- 

ies  still  running  at 

;h  rate  and  gasoline 

>rts   from   Europe 

Asia  on  the  rise, 

summer's  biggest 

ntial  drag  on  the 

omy  and  travel — 

high  prices — seems 

ive  been  averted. 

hy     the      sudden 

?  Prices  soared  this 

ig   for    two    main 

ons.  First,  refiners 

gasoline  inventories 

too  low  because 
were  focused  on 

ing  heating  oil  last 

er.  Second,  margins 

.11  petroleum  prod- 
were  so  good  last 
that  many  refiners 

poned  maintenance 

they    could    keep 

ping.  By  spring,  re- 

5  could  be  delayed 

onger,  and  lots  of 

leries  went  out  of 

ice  at  once — result- 
in  panic  buying. 

ow,  those  problems 
over.     Refineries 

?     finished      their 

itenance  cycle  and 

-  had  time  to  re- 


build stocks.  Meanwhile,  the  U.  S.  slow- 
down has  kept  demand  for  gasoline 
roughly  even  with  a  year  ago.  And  eco- 
nomic weakness  in  Asia  and  Europe  has 
left  refineries  there  with  lots  of  excess 
capacity.  So  they've  increased  shipments 
of  finished  gasoline  to  the  U.  S.  Gasoline 
imports  recently  hit  record  levels,  aver- 
aging 725,000  barrels  a  day  in  the  two 
months  ended  June  15,  20%  higher  than 
a  year  ago. 

That  may  not  sound  like  a  lot,  but  it 
takes  time  for  foreign  refiners  to  redi- 
rect output  to  the  U.S.  And  once  they 
do,  it  can  tip  the  balance  of  power  from 
seller  to  buyer.  "The  bottom  line  is,  re- 
fining is  a  global  business.  Gasoline  will 


BALANCE:  Supply  is 
demand 


tend  to  find  its  way  to  the  U.S.,"  says 
Paul  B.  Ting,  an  analyst  at  Salomon 
Smith  Barney  in  New  York. 

Will  the  good  news  last?  It  looks  that 
way.  Gasoline  supplies  have  been  rising 
faster  than  analysts'  expectations  and 
are  8%  larger  than  they  were  a  year 
ago.  So  even  a  disruption  such  as  a  big 
refinery  fire  wouldn't  have  the  impact  it 
had  last  spring  when  inventories  were 
depleted.  And  that's  not  the  only  good 
news.  With  weak  worldwide  demand, 
crude  oil  prices  have  fallen  to  around 
$26  a  barrel  from  roughly  $30  in  Janu- 
ary. That's  likely  to  feed  through  to 
still  lower  wholesale  gasoline  prices. 
WHY  BUILD?  But  even  if  the  cost  of 
wholesale  gasoline  doesn't  go  any  lower, 
prices  at  the  pump  are  clearly  headed 
down.  True,  retailers  have  been  eager  to 
keep  prices  high  as  long  as  possible  to 
compensate  for  the  spring,  when  rising 
wholesale  prices  sliced  their  margins. 
But  in  the  coming  month,  competition 
between  gas  stations  will  force  prices 
downward  100  to  150,  predicts  Fred 
Rozell,  retail  analyst  for  opis  Energy 
Group  in  Lakewood,  N.J. 

That  means  the  likelihood  that  more 
refineries  will  be  built  any- 
time soon,  as  the  Bush 
Administration  advocates, 
is  fading  fast.  The  sky- 
high  gross  profit  margins 
of  $12  a  barrel  that  re- 
fineries were  earning  on 
gasoline  last  spring  have 
rapidly  shrunk  to  about 
a  barrel,  says  Ting. 
So  refiners  will  be  less 
motivated  to  build  re- 
fineries, which  can  cost 
$1  billion  or  more  and 
require  years  of  bureau- 
cratic   wrangling    over 
permits.      Plus,      with 
pump  prices  falling,  it 
will  be  even  harder  for 
the  President  to  drum 
up  enthusiasm  in  Con- 
gress for  measures  to 
speed  the  approval  of 
refinery  sites. 

On  the  other  hand, 
the  plunge  at  the  pump 
is  good  news  for  the 
economy.  It  frees  up 
money  for  consumers  to 
spend  on  other  things, 
while  giving  the  Federal 
Reserve  more  confidence 
that  its  quarter-point 
rate  cute  on  June  27 
won't  rekindle  inflation. 
Guess  folks  had  better 
be  prepared  for  lots  of 
traffic  jams  this  summer. 
By  Peter  Coy 
in  New  York 
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COMMENTARY 


By  Rich  Miller  and  Laura  Cohn 

IT'S  THE  WAIT-AND-SEE  RATE  CUT 


w 


Mien  Federal  Reserve 
Chairman  Alan 
Greenspan  launched 
the  central  bank  on  its 
campaign  to  cut  interest 
rates  in  January,  2000,  he 
was  determined  not  to  re- 
peat the  mistake  he  made 
during  the  recession  10 
years  earlier.  Back  then, 
Greenspan's  Fed  at  first 
hesitated  to  ease  credit, 
then  reduced  rates  in  baby 
steps  of  a  quarter-percent- 
age-point each.  This  time, 
the  monetary  maestro  has 
pursued  a  different  strategy. 
He  cut  rates  early  and  of- 
ten— five  straight  times  in 
half-point  increments. 

Now,  it's  time  to  sit 
back,  watch,  wait,  and 
hope  all  that  stimuli  will 
do  the  trick.  That's  the 
message  of  the  Fed's  deci- 
sion to  cut  rates  by  just  a 
quarter-point  on  June  27.  Is 
a  quarter-point  too  little, 
too  much,  or  just  right? 
While  a  growing  camp  at 
the  Fed  has  increasingly 
argued  that  it's  time  to  turn  off  the 
tap,  the  truth  is  that  no  one,  includ- 
ing Greenspan,  can  yet  know. 
DELAYED  REACTION.  It  usually  takes 
six  months  or  longer  for  changes  in 
interest  rates  to  affect  the  economy. 
By  that  measure,  much,  if  not  all,  of 
the  25£  percentage  points  in  monetary 
juice  that  the  Fed  has  pumped  into 
the  economy  has  yet  to  work  its 
wonders  on  growth.  And  don't  forget 
about  the  $38  billion  in  tax-refund 
checks  Uncle  Sam  will  start  mailing 
out  at  the  end  of  July.  "What 
Greenspan  is  saying  is:  'We've  got  a 
lot  in  the  pipeline,  it  hasn't  kicked  in 
yet,  just  be  patient,' "  says  Stephen 
D.  Slifer,  chief  economist  at  Wall 
Street  broker  Lehman  Brothers. 

At  least  initially,  the  financial  mar- 
kets seemed  prepared  to  give 
Greenspan  &  Co.  the  benefit  of  the 
doubt.  After  selling  off  briefly  on  dis- 
appointment that  the  rate  cut  wasn't 
bigger,  stock  prices  recovered,  to 
close  on  June  27  virtually  unchanged. 

But  it  would  be  wrong  to  read 


f 


With  five  half-point 
cuts  in  the  pipeline, 
Greenspan  figures  a 
quarter-point  will  do 


into  the  Fed's  latest  action  that  the 
central  bank  is  by  any  means  confi- 
dent about  a  second-half  rebound. 
Nor  is  it  ready  to  call  it  quits  on 
rate  cuts.  "This  was  not  a  vote  of 
confidence  in  the  economy,"  says 
Louis  B.  Crandall,  chief  economist  at 
New  York-based  consultant  R.  H. 
Wrightson  &  Associates.  Indeed,  the 
short  statement  the  Fed  issued  an- 
nouncing its  reduction  was  a  litany  of 
economic  woes:  falling  corporate 
profits,  declining  business  invest- 
ment, weak  consumer  spending,  and 
slowing  growth  abroad.  And  don't 
forget  that  the  quarter-point  cut, 
small  as  it  was,  was  the  Fed's  sixth 


move  in  six  months — the  most  con 
certed  rate-cutting  crusade  by  tl 
central  bank  in  nearly  20  years 
If  anything,  the  quarter- 
point  rate  cut — and  the  terse 
statement  released  by  the  cen 
tral  bank  explaining  the 
move — suggests  that  Fed  polj 
cymakers  are  more  uncertain 
than  ever  about  the  economic 
outlook.  There's  no  doubt  it's 
confusing  time.  What  the  U.  S 
has  is  a  Jekyll-and-Hyde  econ 
omy  that  continues  to  send  oi 
conflicting  signals.  Consumer 
confidence  is  holding  up,  the 
housing  market  remains 
strong,  and  energy  prices  are 
falling  sharply  after  hikes  pul 
a  big  dent  in  growth  over  th( 
past  year.  Yet  manufacturers 
particularly  high-tech  compa- 
nies, are  still  mired  in  their 
own  brand  of  recession.  And 
corporate  profits  in  general 
remain  under  pressure, 
prompting  companies  to  slash 
spending  and  pare  payrolls. 
NO  ONE  KNOWS.  There's  also 
uncertainty  about  when  the 
double  dose  of  monetary  and  fiscal 
medicine  will  take  effect — and  how 
much  of  an  impact  it  will  have  when 
it  does.  Traditional  macroeconomic 
models  suggest  that  it  should  be 
enough  to  put  the  economy  on  a  re- 
covery path  later  this  year.  But  the 
unusual  nature  of  this  slowdown — 
triggered  by  a  stock  market  bubble 
that  burst  and  an  investment  boom 
gone  bust — may  mean  that  the  rate 
cuts  won't  pack  as  much  punch  as 
they  did  in  the  past.  "The  Fed  has 
done  about  as  much  as  anybody  couli 
reasonably  expect,"  says  Allen  Sinai, 
chief  global  economist  at  Boston-bast 
consultant  Decision  Economics.  "Yet 
remain  uneasy  about  the  outlook." 

So,  too,  do  Greenspan  and  the  rei 
of  the  Fed.  Although  they're  hoping 
their  big  monetary  push  will  lift  the 
economy  out  of  its  doldrums  in  the 
second  half  of  the  year,  they're  not 
counting  on  it.  And  they  stand  read 
to  act  again  if  it  doesn't. 


Miller  and  Cohn  cover  econorM 
from,  Washington,  D.C. 
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By  Richard  S.  Dunham 


WHEN  COURTING  THE  RIGHT  TURNS  OFF  THE  MIDDLE 

From  the  first  day  he  put  his  conservative,"  Bush  risks  alienating  Pennsylvania,  Michigan,  and  Wiscon- 
boots  up  on  the  big  desk  in  the  centrist  and  independent  voters  by  sin  could  tip  those  states  into  his  col- 
Oval  Office,  George  W.  Bush  has  the  busloads.  A  June  3  ABC  umn  in  2004. 
been  dead  set  on  avoiding  one  of  his  News/Wasfmigton  Post  Poll  found                 Still,  the  Bush  Administration 
father's  biggest  headaches:  getting  that  68%  of  those  responding  say  isn't  likely  to  do  anything  to  distance 
crosswise  with  Republican  die-hards.  that  Bush  should  compromise  with  itself  from  its  Republican  right-wing 
The  Texan  is  convinced  that  his  the  Democratic  opposition,  while  29%  base.  For  both  parties,  cementing 
Dad's  disdain  for  "extra-chromosome"  want  him  to  stay  the  conservative  the  loyalty  of  core  constituencies  is  a 
conservatives  and  his  1990  move  to  course.  "Much  is  at  stake,"  says  Gary  key  factor  in  raising  campaign  cash 
raise  taxes  splintered  the  Reagan-era  E.  Langer,  ABC  polling  director,  "be-  and  firing  up  grassroots  volunteers. 
GOP  coalition  and  led  to  Bill  Clinton's  cause  control  of  the  center  is  so  cru-  A  similar  strategy  helped  former 
ascent.  Party  activists  "never  cial  in  politics."  Vice-President  Al  Gore  win  the  pop- 
thought  they  had  a  seat  at  the  Bush  advisers  are  quick  to  point  ular  vote  and  come  within  a  whisker 
table,"  recalls  former  White  House  out  that  the  President  is  focusing  on  of  the  Presidency  last  year.  And  be- 
political  operative  David  Carney.  "In  far  more  than  gop  ultras.  Case  in  cause  midterm  elections  often  are  de- 
the  end,  they  became  very  distrust-  point:  Bush  is  courting  Latino  voters  cided  by  voter  turnout,  Republicans 
ful  of  us."  and  African  American  ministers  who  reckon  that  victory  in  2002  requires 

That  bit  of  history,  more  than  back  his  plan  to  funnel  federal  funds  an  outpouring  of  support  from  GOP 

anything,  explains  Dubya's  continued  to  church  groups  that  provide  social  core  voters — among  them  the  antitax 

courtship  of  hard-core  conservatives  services,  gop  strategists  believe  that  crusaders,  religious  conservatives, 

long  past  the  time  when  many  politi-  a  Bush  increase  of  a  few  percentage  small-business  execs,  gun  owners, 

cal  strategists  expected  him  to  begin  points  among  blacks  and  Hispanics  in  and  pro-defense  males  that  Bush  has 

moving  more  toward  the  center.  In-  ^^^  worked  hard  to  fire  up.  "The  first 

deed,  Bush  has  given  conservatives  ^Bl  ^I^L  ru'e  °^  P°titics  is:  Never  offend  your 

a  passel  of  high-level  jobs  and  enor-  '             B|.  base,"  says  House  Majority  Leader 

mous  access  to  Administration  deci-  *i.  H     0  Dick  Armey  (R-Tex.),  who  seldom 

sion-making.  And  he  has  won  raves  has  offended  his. 

on  the  right  by  pushing  issues  such  ^T  "NIXON  RULE."  Besides,  even  if  some 

as  across-the-board  tax  cuts,  abor-  ^^^L^         ^11^*  centrists  are  down  on  the  President 

tion  curbs,  faith-based  social  pro-  ^^^                                  ^^  today,  his  team  believes  in  the 

grams,  and  a  Star  Wars  antimissile  I            K|>    ^k              B  "Nixon  rule,"  which  holds  that  you 

system.  ^M                                               Jk                                          the  base 

Not  surprisingly,  true  believers  are  M                                                                      *       then  tack  toward  the  cen- 

^M  E^M                         iW.         ^   -~  ter  as  the 

V  v                   __^  El                               ^^          I   By  that 

^Aggj  Kljl      moves  to  the  be 

prove  of  the        ^     ^               i^^^M  B^^fflB^v^^               i^^^^^^  m&  P°Pular 

job  Bush                         «^^^^  W  /X^MSm                             The  White  House  feels  that 

doing,  according  to  a  June  13-17  poll  Will  there's  plenty  of  time  ahead  for  repo- 

conducted  by  the  Pew  Research  Cen-  i   ^V"T07   .A                I  sitioning  itse'lf-  Savs  Bush  pollster 

ter  for  the  People  &  the  Press.  Culti-  KpB^I                 I  Matthew  Dowd:  "People  in  the  mid- 

vating  the  conservative  base  "is  terri-  I                     B^H^^H                     I  die  tend  to  pay  attention  at  the  last 

bly  important"  to  Bush's  political  ^^^^^^^^^^^^^^^^^^^™  minute." 

future,  contends  gop  activist  Phyllis  PREACHING  TO                         But  they  do  Pay  attention  eventu- 

Schlafly,  president  of  the  conservative  «,,-^mS~„L  a11^  In  1993'  another  politician  who 

advocacy  group  Eagle  Forum.  "He's  THE  CONVERTED?  ran  as  a  refreshing  practitioner  of  fu- 

going  to  lose  [in  2004]  if  he  doesn't  sion  disappointed  voters  by  assidu- 

do  that-"  JOB  APPROVAL  RATING*  ously  courting  base  voters.  The  re- 

REAGAN  REDUX.  But  2004  is  a  long  approve    disapprove  suit  for  Bill  Clinton  was  a  stinging 

way  off,  and  Bush's  strategy  could  CONSERVATIVE                070/       co/  Democratic  rebuke  in  the  '94 

backfire.  The  question  is  whether  the  REPUBLICANS  midterm  elections— and  a  subsequent 

President  needs  the  hard-core  right quick  sprint  back  toward  the  center 

as  much  as  he  and  his  advisers  be-  INDEPENDENTS               51        31  of  the  political  spectrum.  The  irony 

neve  they  do— or  whether  the  costs -~ ---------  0f  Bush's  current  course  is  that,  de- 

of  the  strategy  are  starting  to  out-  MODERATES  (Any  Party)     47        61  spite  positioning  himself  as  the  un- 

weigh  the  benefits.  By  governing  as  Clinton,  he  is  tempting  a  similar  fate. 

Reagan  Redux  just  months  after  „  ,   D  "Survey  of  1200  adults  June  13-17                        mth  t      Walczak       j  Tarraine 

p*™™,,™; „        u                ■       i  Data:  Pew  Research  Center  or  the  Peope  &  the  Press                vvun  L,ee  vvaiczaK  ana  L,orraine 

campaigning  as  a  'compassionate  Woellert  in  Washington 
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COMMENTARY 


By  Peter  Burrows  and  Andrew  Park 

CAN  COMPAQ  ESCAPE  FROM  HARDWARE  HELL? 


Ever  since  margins  for 
many  kinds  of  comput- 
ers began  tumbling  in 
the  late  1990s,  a  variety  of 
companies  have  begun  to 
look  "beyond  the  box"  for 
succor.  Most  have  focused 
on  selling  technology  ser- 
vices— everything  from 
help-desks  that  charge  $25 
per  call  and  $175-per-hour- 
consulting  gigs  to  multibil- 
lion-dollar  outsourcing 
deals  to  run  entire  corpo- 
rate information  technolo- 
gy departments. 

Eager  to  emulate  IBM's 
success,  the  likes  of  Dell, 
Hewlett-Packard,  and 
Gateway  are  taking  a 
crack.  In  the  latest  such 
move,  Compaq  Computer  Corp.  ceo 
Michael  D.  Capellas  on  June  25  un- 
veiled his  plan  to  spend  $500  million  to 
create  services  units.  "I  see  this  as  a 
great  opportunity — if  we  step  up  to  it," 
said  Capellas  in  a  memo  to  employees. 
"A  BUSINESS  LIFETIME."  Capellas  is 
surely  on  to  something.  As  IT  spending 
for  hardware  has  plunged  in  recent 
months,  the  race  is  on  for  manufactur- 
ers to  tap  into  the  lucrative  services 
market.  It's  a  huge  and  growing  indus- 
try with  countless  possibilities.  High- 
priced  consultants  from  Accenture, 
PricewaterhouseCoopers,  and  others 
help  clients  dream  up  IT  systems  that 
solve  business  needs — say,  by  cutting 
costs  through  centralizing  procurement. 
Other  firms  called  systems  integrators 
specialize  in  figuring  out  what  comput- 


ers, software,  and  other  de- 
vices to  use  to  construct  such 
systems.  And  then  there's 
outsourcing,  in  which  compa- 
nies such  as  Electronic  Data 
Systems  Corp.  and  Cap 
Gemini  actually  run  and 
maintain  systems  for  clients. 

Trouble  is,  breaking  in  is  no  easy 
task.  And  even  if  PC  makers  succeed, 
selling  services  will  not  provide  a  quick 
escape  from  hardware  hell.  First,  these 
companies  must  confront  daunting  cul- 
tural, organizational,  and  competitive 
challenges  that  will  take  years  to  work 
through.  "For  a  newcomer  [like  Com- 
paq], it  would  take  at  least  a  business 
lifetime"  to  become  a  major  player,  says 
Richard  H.  Brown,  ceo  of  EDS. 

Just  ask  Big  Blue,  which  is  only  now 


reaping  the  benefits 

Have  We  Got  a  Service  for  You  of  a  g™?11^  ei^*r, 

year  makeover.  While 
Computer  makers  vie  for  lucrative  tech  services:  it  still  makes  a  vast 
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downturn,  it  ha 
first  quarter  ev 
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2001 — as  many 
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hardware  at  di 
up  to  70%  to  land  services  gi 
dustry  sources.  "They're  eras! 
of  parties  with  their  annoying 
discount  beyond  anything  any 
can  do,"  says  one  rival.  "No  o 
has  a  $40  billion  services  busi 
fall  back  on." 

Now  it  wannabes  like  Com 
want  to  get  in  on  the  fun.  Le 
like  Sun  Microsystems,  Oracl 
EMC,  though  not  as  big  in  ser 
IBM,  use  service  contracts  for 
like  training  classes  or  quick 
ment  installation  to  drive  salt 
their  products.  Such  contracts 
also  provide  a  cushion  in  a  dc 


PRICE  SQUEEZE 

Tech  services  might 
be  a  refuge  from  thin 
PC  margins,  but  not 
in  the  near  future 


IBM 

Big  Blue  has  achieved 
IT  nirvana:  40%  of 
sales  and  48%  of  prof- 
its come  from  its  huge 
148,000-person  Glob- 
al Services  division. 
The  unit  should  grow 
10%  to  $37  billion  in 
sales  in  2001. 


COMPAQ 

Its  latest  push  into 
services  will  target 
such  big  markets  as 
health  care  and  media. 
But  it  already  tried  to 
shift  into  services  with 
its  $8.4  billion  pur- 
chase of  DEC  in  '98; 
that  move  flopped. 


HEWLETT-PACKARD 

A  takeover  of  Pricewa- 
terhouseCoopers fell 
through,  and  much  of 
its  $8  billion  service 
revenues  are  in  low- 
margin  repair.  Still,  HP 
is  gaining  ground,  from 
consulting  to  running 
IT  operations. 


UNISYS 

Despite  hard  times  for 
this  onetime  main- 
frame giant,  its  ser- 
vices division  remains 
strong.  Outsourcing 
and  systems  integra- 
tion today  make  up 
69%  of  the  company's 
$6.1  billion  in  sales. 


SUN 

Its  $2.3  billion 
vices  business 
geared  to  boost 
sales  of  its  higf 
profitable  serve 
Services  includ 
installation,  rer 
monitoring,  an 
training. 
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racle's  better-than-expected 
the  second  quarter,  for  in- 
•re  largely  a  result  of  its  lucra- 
:e  contracts. 

more  of  the  same.  Corporations 
hardware  during  the  Net 
now  sales  of  computer  gear 
fid  to  fall  from  15%-plus  annual 
tes  to  the  high  single  digits, 
orations  are  now  focused  on 
financial  gains  out  of  those  in- 
— not  on  buying  more.  That 
q  more  spending  on  services, 
s  the  $437  billion  it  services 
grow  12%  a  year  through  2005. 
■re.  plenty  of  opportunity  exists 
niches:  Market  leader  IBM  has 
market  share.  "There's  lots  of 
■trong  players  to  come  in  and 
>,"  says  HP  services  chief  Ann 
lore.  "Customers  need  solutions 
s  problems — not  just  another 
•  piece  of  software." 
RY.  Still,  it's  not  an  easy  shift. 
Compaq  has  already  tried — and 
a  frontal  assault  on  the  services 
main  reason  for  its  $8.4  billion 
i  of  Digital  Equipment  Corp.  in 
;o  get  its  army  of  technicians, 
aq's  share  of  the  services  mar- 
mained  fiat  at  around  2%. 
er,  even  a  successful  move  into 
ron't  necessarily  make  much 
on  the  bottom  line.  It's  simply 
'  large  numbers.  Having  grown 
;uan  size,  product  companies 
on  still-small  services  units  to 
out,  no  matter  how  fast  they 
consulting  unit,  for  example, 
in  the  first  half  of  2001,  even 
corporate  revenues  shrank  1%. 
more,  manufacturing  compa- 
t  always  naturally  suited  for 
ato  services.  Hardware  compa- 
ier  by  building  a  handful  of 
models  at  as  low  a  cost  as  pos- 
I  the  fewer  people  employed, 
•.  That's  why  most  have  out- 
verything  from  manufacturing 
s  in  recent  years.  The  critical 
he  services  giants,  on  the  oth- 
s  managing  the  armies  of  peo- 
i  to  solve  the  limitless  prob- 
ts  want  solved.  Admits  HP's 
i:  "It's  very  difficult  to  be  a 
that  has  outsourced  most  of 
akes  vs.  being  a  company 
)ple  are  the  competitive  advan- 
t  Compaq  and  its  ilk,  that 
irs  of  hard  work  and  hard 
ind  no  quick  financial  lift  for 
time  high  fliers. 
avid  Rocks  in  New  York,  and 
ports 


THE  INTERNET 


FROM  RIDING  HIGH 
TO  RUNNING  SCARED 

Exodus,  the  giant  Web  host,  fights  for  its  life 


When  Exodus  Communications  Inc. 
wrapped  up  its  $1.9  billion  pur- 
chase of  rival  GlobalCenter  Inc. 
in  January,  it  stood  firmly  atop  the  blos- 
soming $5  billion  industry  that  handles 
Web  operations  for  other  businesses. 
With  43  hosting  centers  nationwide  and 
4,500  customers,  including  the  likes  of 
Yahoo!  Inc.,  it  was  primed  to  own  an  in- 
dustry expected  to  grow  to  $20  billion  by 
2003.  Better  yet,  even  as  prospects  plum- 
meted for  most  dot-coms,  many  analysts 
figured  this  as  one  sector  that  would  do 
O.  K.  After  all,  Web  operations  would  be 
the  last  thing  customers  shut  down. 

Turns  out  such  optimism  was  short- 
lived. On  June  25,  the  company's  board 
of  directors,  led  by  Chairman  and  ceo 
Ellen  M.  Hancock,  who  was  unavailable 
for  comment,  held  a  gut-wrenching  con- 
ference to  deal  with  radically  different 
prospects:  Spending  by  dot-com  and  Old 
Economy  customers  alike  has  rapidly 
dried  up,  prices  have  declined  sharply, 
and  capacity  is  now  estimated  by  in- 
dustry observers  to  be  50%  above  de- 
mand. As  a  result,  the  company  is  burn- 
ing through  cash,  customers  are  getting 
leery,  and  like  its  Web-hosting  rivals 
before  it,  its  days  as  a  stand-alone  com- 
pany may  be  numbered. 
RAPID  DESCENT.  Indeed,  Exodus  has 
been  forced  to  take  a  machete  to  its 
overhead  as  it  scrambles  to  find  ways  to 
boost  sales.  But  the  moves  could  be  too 
little,  too  late.  "It's  surprising  how  quick- 
ly their  business  has  deteriorated,"  says 
Jeff  Camp,  an  analyst  with  Morgan 
Stanley  Dean  Witter  &  Co.  who  recent- 
ly took  the  rare  step  of  apologizing  to 
clients  for  not  downgrading  Exodus  ear- 
lier. Its  stock  has  slid  from  a  high  of  69 
last  September  to  $2.13  today. 

No  surprise  there.  After  18  quarters 
of   supercharged    rev- 
enue growth,  on  June  OUCH 
20  Exodus  announced  it 
will  miss  second-quar- 
ter  revenue  estimates             'dot       ll        in 
of  $355  million  by  some 
$40  million  and  will  post 
a  loss  of  $140  million. 

More  alarming  is  the 
company's  weakening 
cash  position.  In  the 
past  three  months,  Ex- 
odus burned  through 
nearly  half  of  its  $1  bil- 
lion in  cash  reserves.  In 
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Data:  Bloomberg  Financial  Markets 


part,  that's  be- 
cause Exodus 
was  forced  to 
pay  back  a  $150 
million   loan   to 
avoid  covenants 
that  would 
have  re- 
quired   it 
to  maintain  $100 
million  in  cash.  The  company 
also  pays  $75  million  in  quarterly  inter- 
est on  its  remaining  $3  billion  debt,  ac- 
crued while  it  built  up  huge  capacity  in 
data  centers. 

Now  the  difficult  job  of  saving  Exodus 
falls  squarely  on  Hancock,  a  three-year 
veteran.  One  of  high  tech's  most  power- 
ful women,  she  has  developed  a  reputa- 
tion for  brass-tacks  organizational  man- 
agement during  a  career  that  included  29 
years  at  IBM  and  a  stint  at  Apple  Com- 
puter Inc.  That's  a  big  selling  point  for 
customers  wary  of  inexperienced  dot- 
commers. "Hancock  is  the  key  to  future 
corporate  sales,"  says  Exodus  board 
member  Dan  Lynch. 

Her  first  goal,  though,  is  slashing 
spending.  Exodus  has  begun  a  second 
round  of  job  cuts,  on  top  of  the  675 
jobs — 15%  of  the  workforce — it  already 
cut  in  May.  But  even  more  may  be 
needed.  Analysts  say  the  company's 
burn  rate  will  drop  to  only  $80  million 
per  quarter,  from  an  anticipated  $180 
million.  That  would  only  delay  an  empty 
till  until  the  third  quarter  of  2002. 

Hancock's  efforts  to  build  sales  could 
also  prove  daunting.  Although  big  cus- 
tomers such  as  eBay  Inc.  say  they 
aren't  worried  about  Exodus'  financial 
weakness,  others  who  use  it  to  out- 
source critical  Web  operations  are  get- 
ting antsy.  GFlnet,  a  maker  of  online 
marketplaces,  is  mov- 
ing  to   another   Web 
host.  "We  needed  to 
go  to  a  [financially]  se- 
cure firm,"  says  Russ 
Lewis,  GFlnet's  chief 
information  officer.  If 
financial  hemorrhaging 
doesn't    stop,    losing 
customers  may  be  the 
least  of  Hancock's  con- 
cerns; she's  likely  to 
lose  her  independence. 
By   Ben   Elgin    in 
San  Mateo,  Calif. 
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If  Millard  S.  "Mickey"  Drexler  has  his 
way,  Gap  Inc.'s  flagship  chain  is  about 
to  undergo  a  swift  transformation 
from  stores  that  flog  the  known  and 
predictable  to  a  cutting-edge  retailer 
selling  the  latest  and  hippest  trends. 
But  the  CEO  of  the  struggling  apparel 
company,  operator  of  the  Gap,  Banana 
Republic,  and  Old  Navy  chains,  has  a 
pretty  big  task  ahead  of  him.  For 
starters,  he'll  have  to  contend  with  the 
likes  of  30-year-old  Pia  Bresnen.  "I  don't 
think  of  it  as  the  place  to  come  for  fash- 
ion— just  for  basics,  just  jeans  and  T- 
shirts,"  says  Bresnen,  a  telecommuni- 
cations manager  in  Millbrae,  Calif. 

Drexler's  problem,  of  course,  is  that 
there  are  countless  other  shoppers  who 
feel  the  same  way.  Reeling  from  13  con- 
secutive months  of  declining  sales  at 
stores  open  at  least  a  year,  he's  strug- 
gling to  stem  the  retailer's  lengthiest 
downturn  yet. 

MELLOW  YELLOW.  The  biggest  problems 
are  at  the  core  Gap  chain,  which  has 
lost  its  focus  by  trying  to  appeal  to  too 
wide  an  audience.  Its  sister  chains, 
though,  have  their  own  woes.  Old  Navy 
has  alienated  customers  with  high  prices 
and  confusing  marketing.  Banana  Re- 
public has  blundered  by  offering  clothes 
in  unpopular  colors  that  fit  too  tightly. 
All  three  have  been  hurt  by  a  rickety 
logistics  and  distribution  system.  Worse, 
amid  the  slump,  Drexler  has  pressed 
ahead  with  an  ambitious  expansion  plan 
that  many  outsiders  view  as  foolhardy 
at  best.  Add  it  all  up,  and  for  the  year 
ended  Feb.  3,  net  earnings  fell  22%,  to 
$877  million.  First  quarter  earnings 


NEW  SITES:  But  new 

threads  may  help  more 


were  off  another  51%,  to  $115.5  million. 

Moreover,  he's  leaning  on  a  team  that 
includes  many  new  execs  with  little  or 
no  experience  in  retailing.  A  shakeup 
last  year  sent  five  key  executives  pack- 
ing, including  the  coo  and  the  head  of 
product  design  at  the  Gap  division. 
Both  the  Gap  and  Old  Navy  chains 
have  new  marketing  heads,  respective- 
ly, in  Peter  Hempel,  who  hails  from  ad 
agency  Lowe  Lintas  &  Partners,  and 
Tom  Clendenin,  who  headed  marketing 
at  Walt  Disney  unit  ESPN. 

The  latest  to  join  is  Terry  Kramer,  a 
former  executive  from  paging  company 
AirTouch  Communications  Inc.,  now 
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TOO  MUCH 
OF  A  GOOD  THING? 

As  Gap,  Banana  Republic,  and  Old  Navy 
chains  proliferate,  existing  stores  suffer 
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part  of  Vodafone 
Kramer  has  sign 
as  chief  operating 
cer  of  the  Banan 
public  unit.  Anion; 
first  jobs:  impleme 
Drexler's  fashion 
egy,  a  complex 
taking  that  req 
speeding  up  the  fl 
new  goods  onto 
and  improving  ere 
logistics  and  inve 
systems.  "It's  a  I 
a  green  manage 
team  to  handle, 
Emme  P.  Kozloff, 
alyst  at  Sanfor 
Bernstein  &  Co. 
But  Drexler's 
problem  may  b 
he  doesn't  eve 
Gap  continues  t 
hundreds  of 
stores  at  a  torric 
despite  the  slu 
economy  and  siji 
market  saturate 
2000,  Gap,  Bj 
Republic,  and  Old  Navy  hiked  their 
square  footage  by  a  huge  30% 
on  top  of  gains  nearly  as  big  the  ye 
fore.  Although  Drexler  has  scaled 
he's  still  expanding  about  20%  this 
Yet  the  proliferating  stores  may  s 
be  cannibalizing  one  another  and  sj 
ing  confusion  among  consumers 
STOCK  GAIN.  Drexler,  who  declin 
comment  for  this  story,  vows  that 
sales  will  improve  during  the  uj 
ing  back-to-school  season.  Probk 
he  has  been  saying  that  recov< 
just  ahead  for  more  than  a  year, 
company  has  lost  credibility,' 
Richard  N.  Baum,  an  analyst  at 
Suisse  First  Boston. 

Still,  don't  count  Drexler  out.  T 
largely  to  his  earlier  track  record, 
investors  bet  he'll  get  Gap's  house 
in  order.  After  falling  from  $53  in 
2000  to  $19  in  October,  shares  lur 
covered  to  about  $29. 

So  what  is  his  new  team  prom 
This  fall,  Gap  plans  to  put  new 
out  every  two  or  so  weeks  to  a 
trendier.  Meanwhile,  it's  downpl 
such  basics  as  khakis  and  plain 
jeans  in  favor  of  items  like  tops 
matching  belts.  "The  difference  \n 
fewer  basics  and  more  fashion,"  sail 
division  head  Kenneth  S.  IMlot  in  a 
11  speech  to  institutional  investors 
tunately,  if  that  gets  Gap  shoppgj 
cited  again,  they  will  have  plenty 
cations  to  choose  from. 

By  Louise  Lee  in  S<ui  Mateo, 
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Higher  speed  internet. 


LET'S  FACE  I  T,  the  internet  is  going  to  change  big  time.  Think 
streaming  video.  On  demand,  anytime,  anywhere.  Think  instant. 

Infineon  is  the  only  high  tech  company  with  all  the  semiconductor 
technologies  needed  to  bring  this  brave  new  internet  together,  and  that  in- 
cludes high-speed  wireline  and  wireless  technologies. 

It  also  means  leading  edge  security  and  encryption  systems,  like 
biometric  sensors,  because  security  for  your  data  is  going  to  be 
crucial  when  the  internet  is  everywhere.  And  then  there's 
storage  and  memory.  You're  going  to  need  not  just  mass  stor- 
age, but  reliable  mass  storage.  And  memory  that  is  dense  and  fast  enough 
to  make  it  all  work. 

How  fast  will  it  be?  Well,  you  can  either  start  boarding  up  your  win- 
dows oryou  can  think  Infineon,  then  contact  us. 


www.infineon.com/convergence 
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Never    stop    thinking 


Thinking  about  your  future?  www.infineon.com/careers 
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ENERGY 


THE  POWER 
PARTY  MAY  BE 
WINDING  DOWN 

If  price  caps  spread,  profits 
could  drop  industrywide 

Another  week,  another  clash  between 
California  and  its  power  suppliers. 
On  June  25,  state  officials  and  rep- 
resentatives of  the  nation's  power  com- 
panies began  federally  ordered  settle- 
ment talks  involving  nearly  $9  billion 
in  alleged  overcharges  for  wholesale 
power.  Those  negotiations  come  on  the 
heels  of  a  June  18  ruling  by  the  Feder- 
al Energy  Regulatory  Commission  that 
imposed  limited  price  controls  through- 
out California  and  the  rest  of  the  West- 
ern U.  S.  power  market. 

As  California  succeeds  in  reining  in 
rampant  prices,  investors  fear  that  gov- 
ernment intervention  will  erode  the 
booming  earnings  of  power  generators 
that  own  plants,  such  as  Duke  Energy 
North  America,  as  well  as  power  mar- 
keters such  as  Enron  Corp.  that  buy 
output  from  plants  and  sell  it  to  other 
customers.  "There's  a  lot  of  investor 
skepticism  in  this  area  right  now,"  says 
Roger  Mortimer,  a  portfolio  manager 
with  AIM  Global  Resources  in  San  Fran- 
cisco, which  holds  stakes  in  several  pow- 
er companies. 

Small  wonder.  For  most  of  the  indus- 
try, profits  soared  last  year.  Now,  fearing 
the  party  is  over  for  everyone,  investors 
have  pushed  shares  of  power  genera- 
tors and  marketers  down  about  30% 
since  June  1.  But  some  observers  say  in- 
vestors have  overreacted,  penalizing  all 
indiscriminately  even  though  some  in- 
dustry players  are  likely  to  fare  better 
in  the  new  environment  than  others. 

Most  of  the  concern  stems  from  fears 
that  price  caps  in  the  West  could  spread 
to  other  states,  stifling  the  deregulation 
that  has  fueled  profits  all  over  the  coun- 
try. For  example,  New  York's  attorney 


VULNERABLE:  The  new  regs  co 


general  has  already  asked  FERC  for  sim- 
ilar price  caps  there.  "Controls  tend  to 
breed  further  controls,"  says  analyst 
Raymond  Niles  of  Salomon  Smith  Bar- 
ney. "It  is  now  increasingly  likely  that 
regulators  will  attempt  to  regulate, 
rather  than  letting  market  forces  correct 
the  problem." 

In  the  West,  it  appears  FERC  had  little 
choice  but  to  act  after  the  California  mar- 
ket spun  out  of  control.  The  June  18 
ferc  order,  effective  through  September, 
2002,  limits  the  price  that  power  compa- 
nies can  charge  on  spot  markets  through- 
out the  West.  But  many  analysts  agree 
that  the  new  price  ceilings  won't  limit 
the  ability  of  most  power  companies  to 
make  a  profit  in  the  region.  The  main 
reason:  A  shift  toward  long-term  buying 
is  already  under  way  in  California.  These 
days,  only  about  20%  of  the  state's  power- 
is  bought  on  the  spot  market,  vs.  100%  a 
year  ago.  Long-term  contracts,  which 
usually  last  5  to  10  years,  tend  to  be 
more  profitable  because  producers  can 
lock  in  fixed  prices. 

Analysts  say  power  producers  such  as 
Calpine,  Dynegy,  and  Duke  Energy, 
which  have  tied  up  virtually  all  of  their 
production  capacity  through  long-term 


Payback 
Time 

Here's  &w>  FERC's 
nrir  price  rap  regit 
liiliaus  cquld  hit 
tlir  industry: 


LONG-TERM  PLAYERS  ■  SHORT-TERM  PLAYERS 


Independent  power  gen- 
erators such  as  Calpine, 
Dynegy,  and  AES  now 
have  most  of  their  capac- 
ity locked  up  in  long- 
term  contracts,  so  the 
new  regs  won't  do  them 
any  damage. 


Other  producers  such  as 
Reliant  haven't  nailed 
down  as  many  long-term 
deals.  They  trade  most 
of  their  capacity  on  the 
price-capped  spot  mar- 
ket, so  earnings  could 
be  hit. 


contracts,  should  do  well.  But  cc 
nies  such  as  Houston-based  Relian 
sources  Inc.,  which  don't  have  long 
contracts  in  place  for  most  of  the 
pacity  or  still  have  contracts  per 
could  be  hurt.  "For  people  who 
have  their  economics  locked  in,  cl 
earnings  will  come  down  quite  a 
says  Stephen  Bergstrom,  Dynegy's 
ident  and  chief  operating  officer. 
FEWER    MIDDLEMEN.    But    the    bi 
losers  under  the  new  ferc  regs  m| 
power  traders  such  as  Enron  and 
Inc.  Some  analysts  now  expect  tj 
lower  trading  activity  in  the  W 
power  grid  because  long-term  con 
make  the  market  less  volatile, 
means  less  need  for  middlemen  to 
Nevertheless,  both  Enron  and 
argue  that  they  don't  have  signi 
exposure  in  the  West  and  that 
too,  have  wrapped  up  long-ter 
tracts.  Meanwhile,  both  are  movin 
other  markets  that  should  boost  tr 
volume.  Aquila  is  building  power 
in  the  Midwest  and  Southwest,  f 
ample,  while  Enron  is  expandin 
new  markets  such  as  metals,  j. 
and  pulp.  "We're  not  moving  o 
earnings  outlook  at  all,"  says 
CEO  and   Di 
Keith       Stl 
But     until 
outlook  bei 
reality,  invJ 
will  likely  i'(| 
skeptical. 

By    Step] 

Anderson    /i 
in     Dallas, 

bureau  tvpdk 


With  trading  likely  to 
slow  sharply  in  the  West- 
ern market,  power  mar- 
keters and  traders  such 
as  Enron  and  Aquila 
could  see  trading  vol- 
umes and  profits  decline 
in  the  region. 
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WITH  EQUIPMENT  LIKE  THIS, 

I  MIGHT  HAVE  MADE 

SOMETHING  OF  MYSELF. 


* 
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Arnold  Palmer  plays  the 
Hawk  Eye  VFT  Driver  and  the  "Rule 
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A  SOFTWARE  GIANTS 
10-GALLON  TANGLE 

FLAMBOYANT  TEXAS  INVESTOR 

Sam  Wyly  thinks  he  knows 
how  to  heat  up  revenue 
growth  at  software  giant 
Computer  Associates:  Fire 
the  bosses.  Wyly  launched  a 
proxy  fight  June  21  to  take 
control  of  ca,  which  has 
struggled  through  fiat  rev- 
enues and  accusations  of 
questionable  accounting  prac- 
tices. The  company  believes 
moving  to  subscriptions  from 
upfront  license  fees  is  the  an- 
swer. But  Wyly,  who  owns 
about  1%  of  ca,  says  the 
problem  is  the  "autocratic" 
management  team  of  Chair- 
man Charles  Wang  and  ceo 
Sanjay  Kumar,  Wang's  pro- 
tege. Get  rid  of  them,  he 
says,  and  Islandia  (N.Y.)- 
based  CA  can  be  fixed.  Good 
luck.  On  June  25,  Swiss  bil- 
lionaire Walter  Haefner,  who 
owns  21%  of  ca,  backed  Wang 


CLOSING    BELL 


HALTING  HERD 

Merrill  Lynch's  share  price 
sank  11.3%,  to  $58.91,  on 
June  26,  after  it  warned  that 
second-quarter  earnings  will 
be  as  much  as  37%  below 
consensus  expectations  of 
820  per  share.  The  drop  re- 
flected Wall  Street's  surprise 
that  even  America's  No.  1  re- 
tail brokerage  is  having  a 
tough  time  coping  with  weak 
markets.  By  June  27,  its 
shares  inched  up  to  $57.86. 


'.Mm  Merrill  Lynch 

f STOCK  PRICE 

JUNE  ?1, '01  JUNE  27 

Data:  Bloomberg  Financial  Markets 


and  Kumar  in  advance  of  the 
company's  Aug.  29  annual 
meeting. 

A  SILVER  LINING 
FOR  LOUDCLOUD 

GIVE  INTERNET  PIONEER  MARC 
Andreessen  a  little  credit: 
The  former  Netscape  co- 
founder  puts  his  money 
where  his  mouth  is.  Even 
though  Andreessen's  Web-op- 
erations company  Loudcloud 
fizzled  in  its  March  initial 
public  offering — which  went 
off  at  $6  a  share — the  29- 
year-old  chairman  in  June 
bought  1  million  Loudcloud 
shares  on  the  open  market, 
the  company  disclosed  on 
June  27.  That  bolsters  An- 
dreessen's stake  to  about 
13%,  with  a  value  of  roughly 
$20  million.  Loudcloud's  stock 
climbed  21%  on  June  27  to 
$2.45  on  the  news. 


FLASH:  WRITERS 
TO  BE  PAID 

IN  A  SLAP  TO  THE  PUBLISH- 
ing  industry,  the  U.  S. 
Supreme  Court  ruled  on  June 
25  that  newspapers  and  mag- 
azines must  compensate  free- 
lance writers  for  articles  that 
were  sold  to  electronic  data- 
bases without  explicit  per- 
mission. The  decision,  in  Tasi- 
ni v.  The  New  York  Times, 
was  the  first  case  in  which 
the  justices  applied  copyright 
principles  to  digital  media.  A 
lower  court  judge  will  now 
determine  how  much  money 
the  publishers  owe  the  writ- 
ers. The  National  Writers 
Union,  one  of  the  plaintiffs  in 
the  case,  estimated  that  dam- 
ages may  be  in  the  billions. 
Publishers  say  that  number 
is  greatly  inflated. 

CANADA  GOES 
FOR  THE  GOLD 

TORONTO'S  BARRICK  GOLD 
snapped  up  one  of  America's 
oldest  gold   miners,   Home- 


HEADLINER:  KERRY  KILLINGER 


IF  HE  CAN  MAKE  IT  THERE... 


KERRY    K.    KILLINGER,    WHO 

plays  the  trumpet  at  em- 
ployee gatherings,  is  making 
plenty    of    noise    these 
days.  The  ceo  of  Seat- 
tle-based Washing- 
ton Mutual  agreed 
on  June  25  to  buy 
New  York's  Dime 
Bancorp  for  $5.2 
billion. 

The  50-year-old 
Killinger,  once  an 
enthusiastic  fixer-up- 
per of  old  homes,  now 
aims  to  remodel  consumer 
banking  in  the  Big  Apple. 
WaMu,  the  nation's  largest 
thrift,  plans  to  lure  middle- 
income  New  Yorkers  with 
free  checking  accounts,  no 
ATM  fees,  and  friendly  ser- 
vice. Killinger  says  his  re- 
search shows  that  average 
New  Yorkers  are  the  most 


dissatisfied  bank  custom* 
in  the  country. 

Despite  his  success  in 
other  markets, 

Killinger  may  fact 
his  toughest  cha 
lenge  in  New 
York.  At  the 
very  least,  the 
city's  two  ban] 
giants — J.  P. 
Morgan  Chase 
and  Citigroup— 
are  formidable  ri- 
vals with  deep  pocke 
And  New  Jersey's  Com- 
merce Bancorp  has  vowe 
to  use  stellar  customer  a 
vice  to  woo  the  same  cus 
tomers  he's  targeting.  Tl 
biggest  question:  Will  ha 
bitten  New  Yorkers  em- 
brace Killinger's  warm-a: 
fuzzy  service  strategy? 
Stanley  Holn 


stake  Mining,  for  about  $2.2 
billion  in  stock  on  June  25. 
The  move  turns  the  Canadian 
company  into  North  Ameri- 
ca's biggest  gold  miner.  To- 
gether, Barrick  and  Home- 
stake  produced  6  million 
ounces  of  gold  last  year.  The 
merged  outfit  will  rank  be- 
hind only  Britain's  Anglo 
American  in  production.  Bar- 
rick is  known  for  its  low  pro- 
duction costs.  Although 
Homestake's  costs  are  higher, 
the  companies  together  still 
turn  out  gold  for  just  $156 
an  ounce,  far  lower  than  the 
recent  $274  selling  price. 

COFFEE,  TEA,  OR 
LEGAL  INTERVENTION 

AMERICAN  AIRLINES  PASSEN- 
gers  are  suddenly  a  first-class 
concern  in  Washington.  On 
June  25,  the  White  House 
confirmed  that  President 
Bush,  as  expected,  will  ap- 
point a  Presidential  Emer- 
gency Board  that  would  block 


a  possible  strike  by  fligh 
tendants  on  July  1.  If  ne 
ations  fail  to  produce  a 
tlement  by  then,  the  u 
could  face  a  60-day  wai' 
fore  it  can  strike.  Also  g 
to  bat  for  American  pas 
gers  is  the  Justice  Dept 
June  26,  it  said  it  will  app 
federal  judge's  decision  tc 
miss  a  predatory  pricing 
against  American.  The  fe 
government  had  cha 
American  with  slashing 
and  adding  flights  to 
low-cost  carriers  out  o 
Dallas  hub.  American  sa 
expects  to  win  on  appeal 


ETCETERA... 


■  The  Nasdaq  Stock  M 
will  lay  off  140  employee 
about  10%  of  its  workfoi 

■  Lucent  and  Nortel  both 
$1  billion  contracts  to  SI 
wireless  gear  t<i  Sprint  h 

■  Pennzoil-Quaker  state 
restructure  because  of  v 
demand  for  auto  product 


EJ 
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RESCUING  DR.  SHEMENSKI  FROM  THE  SOUTH  POLE  TOOK  A  SPECIAL 
KIND  OF  COURAGE.  IT  ALSO  TOOK  A  SPECIAL  KIND  OF  PHONE. 


The  darkness  goes  on  and  on.  Radios  are  mostly  useless.  And  the  air  is  so  cold,  it  can  turn  a 
plane's  hydraulic  fluid  to  jelly.  But  if  the  doctor  didn't  get  out  before  winter  really  closed  in,  his 
gall  stones  could  have  returned  with  fatal  consequences.  So  when  the  third  rescue  attempt  took 


OR.  RONALD  SHEMENSKI 
tecued  from  the  South  Pole,    Qff  in  Jate  Aprjj    me  t£am  countec}  on  Tridiurn  to  keep 

Wednesday,  April  25, 2001.  r  r 

Indium  kept  the  lines  of 

communication  open        mejr  ijnes  Qf  communication  open.  It's  the  only  system 

through  the  entire  effort. 

capable  of  sending  and  receiving  voice  and  data  globally.  Actually,  Iridium 
helped  the  good  doctor  twice.  Weeks  earlier,  he  used  it  to  contact  the 
Denver  specialist  who  helped  diagnose  his  condition.  To  learn  how  Iridium 
can  be  there  for  you,  simply  call  1-866-947-4348  toll-free,  or  visit  our  website. 


FLAT  GLOBAL  RATES. 
*1.50  A  MINUTE  OR  LESS. 

With  no  roaming  or 
long-distance  charges. 
Iridium  is  more  powerful 
and  affordable  than  ever. 


•  • 


IRIDIUM 


NEC  has  over  one  hundred  years  of  experience  integrating  multiple  technologies  into  world  leading  products. 

From  the  largest  flat  panel  LCD  monitors  offering  the  widest  viewing  angles  available,  to  ultra-thin  plasma 
screens  and  super-bright  digital  projection  systems,  NEC  consistently  leads  the  world  in  image  display  solutions. 
NEC's  excellence  in  communications,  semiconductors  and  computers  lets  NEC 

"Imagination. 

provide  solutions  sooner  and  develop  technologies  further.  Display  solutions  are  ---|s..iutions. 

just  one  reason  why  NEC  is  the  first  choice  of  so  many  world  class  organizations. 

Let  NEC  show  you  the  vision  that  comes  only  through  intelligence  and  innovation. 

For  more  information  visit  www.necus.com  or  call  1-800-338-9549.  www.necus.com 
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/ashington  Outlook 


rED  BY  RICHARD  S.  DUNHAM 


ME  BUDGET  SURPLUS: 

DW  YOU  SEE  IT,  NOW  YOU  DON'T 


his  2000  campaign,  George  W.  Bush  talked  about  federal 
rpluses  stretching  as  far  as  the  eye  could  see.  Even  as  the 
onomy  started  to  stall  earlier  this  year,  White  House  and 
ressional  forecasters  figured  the  2001  surplus  would  cover 

big  tax  cuts  and  big  spending  increases  on  popular  pro- 
is  such  as  education  and  medical  research.  Now,  in  the  face 
nving  growth,  the  tax  cut  just  passed,  and  new  spending 
aires,  the  much  hyped  surplus — excluding  money  for  So- 
Security  and  Medicare — could  vanish  within  months  (page 
Says  Senate  Budget  Committee  Chairman 
,  Conrad  (D-N.  D.):  "It's  slowly  dawning  on 
le  that,  hey,  we  may  have  a  problem." 
lat  eventuality  would  have  dramatic  polit- 
ind  policy  consequences.  It  will  doom  any 
sect  for  business  tax  cuts  in  the  near  term, 
ill  make  it  harder  for  Bush  to  fund  his 
y  defense  buildup  and  for  Democrats  to 
t  social  spending.  And  it  has  Dems  ready 
atter  Bush  and  the  GOP  for  "raiding" 
icare  to  fund  "tax  cuts  for  the  rich." 
obody  is  predicting  a  rerun  of  the  deficits 
le  '80s.  The  total  surplus  for  fiscal  year 
— which  ends  Sept.  30 — may  still  top  $175 
•n.  But  $156  billion  is  earmarked  for  Social 
rity  and  $28  billion  for  Medicare.  The  mon- 
ctually  is  used  to  pay  down  the  federal 

but  is  credited  to  those  trust  funds. 
i!(IICK  TIME.  Where  did  the  surpluses  go?  ~ 
i  the  economy  growing  at  less  than  half  the  3%  pace  Con- 
3  estimated,  revenues  could  fall  short  by  as  much  as  $20 
n.  The  big  reason?  "Corporate  profits  are  plunging,"  says 
i  M.  Zandi,  who  heads  the  consulting  firm  Economy.com. 
len  there's  the  tax  cut:  Rebate  checks  will  drain  an  addi- 
J  $40  billion.  Add  to  that  a  budget  gimmick  of  the  first  or- 
When  it  passed  the  tax  cut,  Congress  was  worried  that  it 
d  cost  too  much  in  fiscal  2002.  So  to  offset  some  of  the  ex- 
e,  it  delayed  a  scheduled  Sept.  15  corporate  tax  payment 


I  CAPITAL  WRAPUP 


RANGEL:  "I  told  you  so" 


until  Oct.  1.  That  will  shift  $33  billion  into  fiscal  '02  but  reduce 
the  '01  budget  by  an  equal  amount.  Hill  Democratic  budget  an- 
alysts predict  $10  billion  in  red  ink.  Congress  has  "a  mighty 
thin  margin  for  error,"  says  Robert  L.  Bixby  of  the  Concord 
Coalition,  an  advocacy  group  for  fiscal  conservatism. 

The  squeeze  will  tighten  in  fiscal  '02,  when  the  tax  cut  re- 
duces revenues  by  $37  billion  more  and  Bush  wants  $18  bil- 
lion in  extra  defense  outlays.  Even  if  the  economy  rebounds, 
the  effects  of  this  year's  slump  could  drain  more  than  $30  bil- 
lion from  federal  coffers  in  '02. 

Bottom  line:  The  '02  deficit,  excluding  Social 
Security  and  Medicare,  could  top  $20  billion.  "I 
thought  Democrats  might  be  saying  'I  told  you 
so,'  but  I  hoped  we  wouldn't  be  saying  it  this 
soon,"  says  Charles  B.  Rangel  (D-N.Y.),  senior 
Democrat  on  the  House  Ways  &  Means  panel. 
Democrats  think  they  have  a  winning  po- 
litical issue.  According  to  a  June  11-13  survey 
by  Democratic  pollster  Stanley  B.  Greenberg, 
two-thirds  of  likely  voters  would  rather  roll 
back  top-bracket  tax  cuts  than  borrow  from 
the  Medicare  surplus.  Says  Greenberg:  "This  is 
potentially  very  dangerous  for  Bush." 

Republicans  think  Democrats  are  to  blame 
for  any  raid  on  the  Medicare  trust  fund.  Says 
House  Majority  Leader  Richard  K.  Armey: 
"The  strategy  of  the  Democrats  is  to  try  to 
spend  Congress  into  the  trust  funds  so  they 
can  spin  it  as  the  fault  of  tax  reduction." 

The  threat  of  deficits  may  help  Bush  hold  down  spending. 
But  with  Republicans  in  control  of  the  White  House  and  the 
House,  any  reappearance  of  deficits  could  come  at  a  huge  po- 
litical price.  That's  why,  when  budget  negotiations  start  in 
the  fall,  look  for  the  Bushies  to  do  almost  anything — in- 
cluding reprising  the  worst  of  the  1980s'  budget  gimmicks — 
to  avoid  dipping  into  those  Medicare  funds. 

By  Howard  Gleckman 


RN  UP  THE  AIR,  BILLY  BOB  CAMPAIGN  FINANCE 

California  Governor  Gray  Davis 
:es  that  he  can  solve  his  state's  en- 
jy  woes  by  buying  an  extension 
"d  long  enough  to  reach  Texas.  But 
?sident  Bush  isn't  laughing.  His  poll 
mbers  are  sinking  fast  in  the  West, 
cording  to  an  abc  News/Washington 
st  Poll,  just  28%  of  voters  in  West- 
l  states  approve  of  Bush's  handling 
energy  policy,  and  just  44%  say  the 
ez  is  doing  a  good  job.  But  the  for- 
r  Texas  governor  gets  a  thumbs-up 
m  two-thirds  of  Southerners. 


►  With  campaign-finance  reform  look- 
ing like  a  good  bet  this  year,  business 
and  conservative  groups  are  gearing  up 
to  defeat  it  in  court.  So,  Senator  John 
McCain  (R-Ariz.),  Representative  Amo 
Houghton  (R-N.Y.),  and  Trevor  Potter, 
ex-chairman  of  the  Federal  Election 
Commission,  have  created  the  Reform 
Institute  to  help  counter  court  chal- 
lenges to  the  likely  new  law  and  give 
moderate  GOPers  an  alternative  to  exist- 
ing campaign-reform  groups,  considered 
liberal  bastions  by  many  Republicans. 


ANCHORS  AWAY? 

►  Will  the  U.  S.  Navy  torpedo  its  new 
destroyer?  Some  admirals  believe  that 
the  stealthy,  $20  billion  DD21  isn't  that 
innovative.  The  cash-strapped  Navy 
brass  are  therefore  considering  the 
use  of  DD21  technology  on  existing 
ships — perhaps  instead  of  building 
new  ones.  One  possible  omen:  The 
Navy  has  delayed  a  decision  on 
whether  a  General  Dynamics  Corp.  or 
Ingalls  Shipbuilding  Inc.  team  would 
build  the  DD21,  pending  a  review  of  all 
shipbuilding  plans. 
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Spo:  ts  Business 


CHINA  HAS 
LOBBIED 
HARD 


THE  OLYMPICS 


GUESS  WHO  WANTS 
BEIJING  TO  GET  THE  GAMES 

For  Corporate  America,  the  choice  is  a  no-brainer 

critics  fear  Beijing  will  turn  the  Games 
into  a  propaganda  triumph  reminiscent  of 
the  1936  Olympics  in  Nazi  Berlin. 

The  counterview  is  that  the  Olympics 
will  help  democratize  China,  as  the  1988 
Games  did  for  South  Korea.  "The  Olym- 
pics would  be  a  significant  catalyst  for 
change — first,  by  upgrading  the  infra- 
structure . . .  and  second,  by  changing  the 
mentality  to  become  more  outward-look- 
ing," predicts  Fred  Hu,  a  Goldman  Sachs 
&  Co.  managing  director  in  Asia.  And 
even  some  human-rights  activists  can 
support  Beijing's  bid  if  journalists  are 
allowed  reasonable  access  and  the  regime 
promises  to  avoid  crackdowns 
on  dissidents  before  and  during 
the  Olympics.  "Beijing  wants 
the  Games  so  badly  that  I 
think  if  the  ioc  insisted  on 
these  measures,  China  would 
at  least  try  to  meet  them 
halfway,"  says  Mike  Jendrze- 
jczyk  of  Human  Rights  Watch. 

Instead  of  opening,  though, 
a  victorious  China  could  ignore 
world  opinion  and  continue  its 
religious  persecutions  and 
crackdowns  on  dissidents,  con- 
fident that  the  Games  would  probably 
not  be  taken  away.  Moscow,  for  example, 
was  not  denied  the  1980  Olympics  even 
though  the  Soviets  invaded  Afghanistan 
after  being  awarded  the  Games.  Beijing 
has  made  the  2008  Olympics  such  a  lit- 
mus test  of  its  acceptance  into  the  fami- 
ly of  nations,  however,  that  to  deny  it  the 
Games  would  be  an  insult  of  global  pro- 
portions. And  for  Corporate  America, 
what's  the  upside  to  an  angry  China? 

By  William  Echikson  in  Brussels, 
with  Alysha  Webb  in  Shanghai  and 
Diwata  Fonte  in  Washington 


On  July  13  in  Moscow,  the  Interna- 
tional Olympic  Committee  will  make 
one  of  the  most  momentous  deci- 
sions in  its  107-year  history:  It  will  decide 
whether  to  award  the  2008  Summer 
Games  to  Beijing.  China  has  mounted 
such  an  intense  drive  to  be  host  city  that 
the  other  principal  contenders — Paris  and 
Toronto — often  get  scant  attention.  Now 
Corporate  America,  Washington,  even 
some  human-rights  activists  seem  to  be 
signaling  that  Beijing  should  be  allowed 
the  defining  moment  it  has  long  sought. 

For  Big  Business,  "it's  a  no-brainer: 
China  is  a  much  bigger,  faster-growing 
market  than  France  or  Canada,"  says  an 
executive  at  one  major  sponsor.  Top  spon- 
sor Coca-Cola  Co.,  for  example,  has  made 
a  major  investment  in  China  that  could 
get  a  boost  from  the  Games.  "Sponsors 
would  definitely  benefit  by  having  the 
Olympics  in  China,"  says  Lisa  Delpy- 
Neirotti,  professor  of  sports  management 
at  George  Washington  University  in 
Washington.  "In  Japan,  Fuji  really  had  a 
lock  on  the  film  category,  but  because 
Kodak  was  an  Olympic  sponsor  [at 
Nagano],  they  were  able  to  get  into  the 
Japanese  market." 

PROPAGANDA.  While  the  Olympics  has 
tried  to  reduce  its  dependence  on  the 
U.  S.,  7  of  its  10  chief  sponsors,  giving  an 
average  of  about  $60  million  over  four 
years,  are  still  American.  Bowing  to  this 
reality,  the  Bush  Administration  has  ig- 
nored congressional  voices  opposed  to  a 
Chinese  victory — many  of  them  Republi- 
can— and  declared  neutrality  on  the  issue 
of  whether  Beijing  should  get  the  Games. 

Still,  reservations  about  China  go  be- 
yond the  awarding  of  a  prestigious,  mul- 
ticultural event  to  a  nation  with  such  an 
abysmal  record  on  human  rights.  Some 


STRAIGHT  TALK 
FROM  A  SP0NS0I 

David  D'Alessandro,  an  outspi 
ken  critic  of  the  Internatio 
Olympic  Committee  (ioc)  d 
ing  the  Salt  Lake  City  scandals 
two  years  ago,  talked  with  Bost 
Bureau  Chief  William  C.  Symo 
on  June  26.  The  chairman  and 
ceo  of  John  Hancock  Financial 
Services  Inc.,  one  of  the  top  10 
Olympics  sponsors,  continues  to 
pull  few  punches  about  the  Ga 

Where  should  the  [2008]  Garni 
be  held? 

From  the  sponsors'  standpoint] 
it's  simple:  It  doesn't  matter 
where  they  are  held  as  long  as  t 
main  events  air  during  prime  tii 
in  the  U.  S.  The  reason  is  that  i. 
U.  S.  pays  70%  of  the  ioc's  bills 
Wouldn't  that  pose  scheduling 
problems  if  the  Games  were  in 
Beijing? 

They  would  have  to  change  tb 
times.  They  would  have  to  have 
the  flexibility  to  say  that  instead 
of  holding  the  finals  at  9  p.m.  [B 
jing  time],  they  might  have  to  b 

at  7  or  8  in  the  morning Do  y 

satisfy  100,000  people  in  the 
stands  in  Beijing  or  the  millions 
[watching  TV]  in  the  Western 

Hemisphere?  You  have  t< 
pay  attention  to  who  pay 
the  bills. 

Should  human  rights  fi 
ure  into  the  decision? 

We  have  politicians  sa; 
ing  it  can't  be  in  China. 
Yet  clearly  the  prior  Ad 
ministration  and  this  [one 
are  not  about  to  stop  trac 
with  China.  So  what  are 
we  saying?  That  we  can 
trade  with  a  country,  but 
we  don't  want  the 
Olympics  there?  Politicians  shoul 
stay  out  of  it. 

What  are  you,  as  a  sponsor, 
looking  for  in  the  next  IOC  chief? 

I  would  look  toward  [a  candi- 
date] who  can  guarantee  income. 
The  Olympics  [will]  have  a  much 
deeper  economic  problem  longer 
term  than  they  may  understand 
...if  they  fail  to  deliver  [TV]  rat- 
ings for  the  2004  Games  and 
through  the  balance  of  2008. 
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DRUGSTORES 


CVS:  WILL  ITS 
GROWTH  ELIXIR  WORK? 

It's  closing  in  on  Walgreen,  but  the  race  is  getting  tougher 


Sitting  in  the  back  office  of  a  new 
cvs  Corp.  drugstore  in  Chicago, 
Hanley  H.  Wheeler  III  opens  a 
folder  to  reveal  pages  that  rival 
Walgreen  Co.  would  love  to  see.  High- 
lighted are  the  addresses  of  20  outlets 
cvs  will  open  in  Chicago  this  year. 
Scores  of  other  addresses  represent 
cvs's  wish  list  of  possible  new  sites  in 
its  assault  on  the  heart  of  Walgreen, 
based  in  Deerfield, 
111.  "We  wouldn't  be 
here  if  we  didn't  think 
we  could  compete 
with  Walgreen,"  says 
the  cvs  regional  vice- 
president. 

In  less  than  five 
years,  cvs  Corp., 
based  in  Woonsocket 
R.  I.,  has  gone  from  a 


regional  player  to  a  challenger  for  Wal- 
green's  position  as  the  nation's  top 
drugstore  chain.  But  to  get  there,  it 
has  taken  a  different  route,  ceo 
Thomas  M.  Ryan  has  proved  a  master 
at  growth  by  acquisition.  After  snap- 
ping up  Revco  ds  Inc.  in  1997  and  Ar- 
bor Drugs  Inc.  the  following  year,  Ryan 
more  than  doubled  the  cvs  store  count 
and  geographic  base.  During  the  same 


DRUG  RIVALS:  WHAT'S  BEHIND  THE  COUNTER 


WALGREEN 


SALES*  $20.1  billion  (up  11%)        SALES**  $21.2  billion  (up  19%) 


NET  INCOME  $746  million  (up 
18%) 

STORES  4,133  in  34  states 

'Fiscal  year  ended  Dec.  30,  '00 


NET  INCOME  $776.9  million  (up 
25%) 

STORES  3,165  in  43  states 

"Fiscal  year  ended  Aug.  31,  '00 


period,  Walgreen 
L.  Daniel  Jorndt 
proved  adept  at  in- 
nal  growth,  expanc 
34%  by  opening  stc 
on  its  own.  cvs  sh; 
holders  have  been  r 
ly  rewarded.  In 
past  four  years, 
stock  has  risen  a 
compounded  anr 
growth  rate  of  30.; 
But  the  going 
about  to  get  a 
harder.  With  la 
acquisition  candid* 
gone,  Ryan  is  i 
turning  to  the  more 
pensive  strategy  of 
tering  new  market! 
building  stores  him 
This  year,  the  4, 
store  chain  plan; 
open  65  new  outle 
after  accounting 
store  closings  and  r 
cations — mostly  in 
markets  such  as  Chic 
and  Sunbelt  cities  in 
zona,  Florida,  Nevada, 
Texas.  Even  though 
chains  are  running  aln 
neck  and  neck  in  sales,  with  cvs's  i 
billion  last  year  approaching  Walgre 
$21.2  billion,  Walgreen  has  an  im 
tant  advantage:  It  has  already  absoi 
much  of  the  cost  of  entering  new  r 
kets.  It  has  stores  in  43  states 
Puerto  Rico,  well  ahead  of  cvs's  ] 
ence  in  34  states. 
A  GRUDGE  MATCH?  This  raises  a 
question:  Can  cvs  continue  to  mee 
target  for  earnings  growth  of  16*3 
18%  a  year?  Recent  history  sugg 
not.  On  June  27,  Ryan  told  analyst 
dial  back  earnings  expectations  for 
second  quarter.  And  although  Walg 
posted  disappointing  third-quarter 
suits,  investors  have  long  preferrec 
prospects  to  those  of  cvs.  That's 
reason  cvs  stock  commands  a  pi 
earnings  ratio  of  only  23  vs.  Walgn 
43.  Ryan  insists  cvs  will  match, 
eventually  exceed,  Walgreen's  p-e  ) 
as  it  meets  expectations.  An  avid 
kees  fan,  he  tr 
the  contest  like  an 
tended  grudge  m 
against  the  Mets. 
are  in  the  fifth  in 
of  a  nine -inn 
game,"  Ryan  says 

The    playing 
may  be  the   hcs 
retail.       Driven 
an  aging  populal 
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At  Fannie  Mae,  it  has  been  our  mission  for  over  30  years  to  break  down  as  many  barriers  to 
homeownership  as  possible.  Along  the  way  we've  realized  that  there  are  certain 
rights  that  are  necessary  in  a  family's  pursuit  of  the  American  Dream. 


^  FannieMae 


jnniemae.com 


The  right  to  have  access  to  mortgage  credit. 

The  right  to  the  lowest-cost  mortgage  for  which  a  consumer  can  qualify. 

The  right  to  know  the  true  cost  of  a  mortgage. 

The  right  to  be  free  of  regulatory  burden. 

The  right  to  know  what's  behind  a  lender's  mortgage  decision. 

Fannie  Mae's  Mortgage  Consumer  Bill  of  Rights  is  the  foundation  to  making  sure 

that  all  people  are  treated  equally  in  the  home-buying  process.  And  in  the  end, 

given  the  same  opportunity  to  not  only  dream  the  American  Dream,  but  to  live  it  as  well. 

o  learn  more  about  Fannie  Mae's  Mortgage  Consumer  Bill  of  Rights  visit  www.fanniemae.com/consumerrights. 


t  Fannie  Mae,  we  support  the  Mortgage  Consumer  Bill  of  Rights. 
So  the  memories  that  begin  with  the  Campbells'  first  home 
will  be  those  of  honesty,  opportunity,  and  fairness. 
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(buster  new  drugs,  and  a  rising 
ber  of  people  with  prescription 
•ance  coverage,  traffic  at  the  neigh- 
Dod  pharmacy  is  surging.  J.  P.  Mor- 
Chase  &  Co.  estimates  prescrip- 
sales  are  increasing  by  10%  a 
"The  wind's  at  our  back,"  Ryan 
,s. 
ie  two  drugstores'  star  players  are 

•  in  many  ways:  Ryan,  48,  and 
dt,  59,  have  spent  their  careers  at 

•  chains,  starting  as  pharmacists 
rising    without    business-school 

ting.  But  the  two  have  pursued 

jy  different  strategies.  While  Ryan 

made  bold  acqui- 

ns,     Jorndt     has 

led  them  because 

does     not     want 

;one  else's  real  es- 

mistakes.  Ryan 
;d  first  into  e-com- 
;e  with  the  acqui- 
i  of  Soma.com  in 
,  but  Jorndt  wait- 
;o  develop  Wai- 
n's own  Web  site, 
l  has  also  pushed 
er  into  third-party 
cription  manage- 
;,  and  he  is  alone 
irectly  targeting 
specialty  pharmacy 
ness,  with  the 
l's  ProCare  stores. 

yet  profitable, 
e  stores  cater  to 
)mers  with  acute 
sses,  such  as  aids 
cancer  patients. 
it  is  going  to  pay 
in  the  future," 
i  says. 

BITE.  Ryan  has  executed  the  strat- 
flawlessly  so  far.  He  integrated  the 
billion  Revco  and  $1.5  billion  Arbor 
isitions  without  missing  a  beat  in 
ings.  That's  no  mean  achievement: 
ble  integrating  acquired  chains  is 
reason  J.C.  Penney  Co.'s  Eckerd 
).  has  struggled. 

ow,  Ryan  faces  a  tougher  test. 
e  its  last  big  acquisition  three 
s  ago,  cvs  has  increased  its  store 

by  just  11.  The  chain  has  closed 
outlets  and  opened  304  new  ones — 
Jy  in  existing  markets — since  the 
of  1998.  It  has  managed  to  boost 
5  and  profits  largely  by  relocating 
dditional  529  outlets  from  smaller 
es  in  strip  malls  to  larger  street- 
er  units,  which  the  company  says 
30%  more  lucrative.  But  reloca- 
5  can't  drive  growth  forever,  cvs 
t  enter  new  markets.  "There  is  no 
r  way  to  grow  long  term,"  says 


A  RISKY  Rx  FOR 
EXPANSION  AT  CVS 

In  developing  new  markets, 

several  hurdles  loom  in 

the  drug  chains  path: 

LAND  WAR  CVS's  need  for 
prime  sites  to  compete  with 
Walgreen  is  already  driving 
up  real-estate  costs. 

PRICEY  STORES  Walgreen 
is  mostly  filling  in  existing 
markets  with  new  stores — 
but  CVS  has  to  spend  more 
to  break  into  new  markets. 
At  such  new  locations,  it 
takes  longer  to  turn  a  profit. 

CORNERING  THE  MARKET 

Only  39%  of  CVS  stores  are 
at  lucrative  street-corner 
locations,  vs.  69%  for 
Walgreen.  CVS  aims  to  have 
80%  corner  stores  by  2006. 


Salomon  Smith  Barney  analyst  Lisa  F. 
Cartwright. 

That  puts  cvs  at  a  distinct  disad- 
vantage. New  stores  in  new  markets 
usually  take  three  or  four  years  to 
show  a  profit.  And  in  markets  where 
the  two  chains  are  going  head  to  head, 
the  cost  of  real  estate  has  been  surg- 
ing—by 20%  to  30%  over  the  past 
three  years  for  prime  corner  sites,  ac- 
cording to  Daniel  B.  Hurwitz,  executive 
vice-president  at  Developers  Diversi- 
fied Realty  Corp.,  which  has  sold  sites 
to  both  chains.  That's  why  some  ana- 
lysts doubt  Ryan  can  meet  both  his 
earnings  and  growth 
goals.  Eric  Bosshard, 
an  analyst  at  Midwest 
Research  Co.  in  Cleve- 
land, contends  that 
"16%  to  18%  earnings 
growth  isn't  achievable 
while  funding  new- 
store  growth  and  con- 
tinuing the  store-relo- 
cation program." 

Compounding  the 
challenge  for  cvs:  Its 
existing  stores  are  less 
productive  than  Wal- 
green's.  While  its 
growth  in  prescription 
sales  nearly  matches 
Walgreen's,  cvs  has 
lagged  in  high-margin, 
"front-end"  items,  such 
as  cosmetics,  seasonal 
merchandise,  and  over- 
the-counter  medica- 
tions. And  while  Ryan 
criticizes  below-cost 
promotions  at  Eckerd, 
Walgreen  has  also 
been  turning  up  the  heat.  It  quietly 
cut  its  cosmetics  prices  by  10%  to  20% 
last  month — after  earlier  reducing 
prices  on  skin-care  products  and 
vitamins. 

Ryan  intends  to  recover  ground 
through  better  merchandising,  a  newly 
rolled-out  loyalty  card,  and  expanded 
cosmetics  and  photo-processing  sections. 
But  those  are  the  least  of  his  prob- 
lems. While  he  terms  the  latest  devel- 
opments just  a  "temporary  setback," 
cvs  already  has  cut  by  27%  the  num- 
ber of  stores  it  will  add  this  year  and 
scaled  back  square-footage  growth  go- 
ing forward.  Because  of  a  pharmacist 
shortage,  cvs  is  deferring  expansion  in 
some  established  markets,  where  new 
stores  pay  off  the  fastest.  What's  clear 
is  that  Ryan  is  going  to  need  plenty  of 
extra  innings  to  make  his  plan  work. 
By  Robert  Berner 
in  Woonsocket,  R.I. 
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Economics 


TRADE 


NAFTA'S  SCORECARD: 
SO  FAR.  SO  GOOD 
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The  pact  created  jobs  on 
both  sides  of  the  border — 
and  didn't  cause  as  much 
damage  as  critics  feared 

In  January,  1994,  when  the  North 
American  Free  Trade  Agreement 
went  into  effect,  the  economy  was 
stuck  in  the  "jobless  recovery."  The  un- 
employment rate  was  6.7%,  with  about 
13%  of  black  workers  jobless.  It  was 
not  the  best  time  to  open  up  borders. 

Or  so  it  seemed.  From  that  moment 
until  fairly  recently,  the  U.S.  economy 
boomed.  Unemployment  fell  sharply  for 
every  group  and  wages  rose,  making 
NAFTA  a  nonissue.  Attempts  by  politi- 
cians such  as  Pat  Buchanan  to  play  on 
trade  fears  came  to  naught. 

But  now,  as  the  economy  stalls  and 
unemployment  starts  to  rise,  trade  is 
again  showing  up  on  the  political  agen- 
da. Americans  are  worried  about  their 
jobs,  especially  in  manufacturing,  moving 
overseas.  President  George  W.  Bush  is 
considering  moving  against  steel  im- 
ports. It's  only  a  matter  of  time  before 
nafta  comes  under  attack. 

Nevertheless,  the  scorecard  for  NAF- 
TA so  far  seems  positive.  On  its  major 
objective — promoting  trade  between  the 
U.S.  and  Mexico — it  has  been  a  huge 
success.  It's  far  harder  to  track  naf- 
ta's  precise  impact  on  jobs  and  wages. 
While  some  U.  S.  workers  have  lost 
their  jobs  because  of  it,  the  number  has 
been  far  fewer  than  opponents  predict- 
ed. And  the  best  available  studies  show 
that  on  balance  NAFTA  has  boosted  jobs 
and  cut  inflation  without  hurting  wages. 

On  the  Mexican  side,  nafta  looks  like 
an  even  bigger  success.  Exports  to  the 
U.  S.  account  for  about  25%  of  Mexico's 
economy,  up  from  13%  in  1993.  Maquila- 
doras — assembly  factories  that  enjoy 
special  duty-free  status — have  created 
almost  800,000  jobs  since  1993.  More- 
over, the  export  boom  nafta  caused  ac- 
counts for  more  than  half  the  3.5  million 
jobs  created  in  Mexico  since  August, 
1995.  And  Mexican  real  wages  have 
risen  quite  strongly  in  recent  years. 
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TIJUANA:  Backed-up  traffic  bound  for  the  U.S. 


In  trade  flow  terms,  nafta  has  far 
exceeded  expectations.  U.S.  merchan- 
dise exports  to  Mexico  in  2000  are  up  al- 
most 170%  from  1993,  far  above  the  68% 
gain  for  overall  U.  S.  exports  (chart, 
page  56).  Mexican  exports  to  the  U.S. 


grew     even      more — 2 
"Trade  has  expanded  at 
high  end  of  anyone's  pr   * 
tions,"  says  Gary  C 
bauer,  senior  fellow  at  th 
stitute     for     Internat   [|2 
Economics,    a    Washin  ^ 
think  tank. 

U.S.  trade  with  MexilS 
far  better  balanced  than 
other  partners.  In  2000 
U.S.  ran  a  $25  billion 
chandise  trade  deficit 
Mexico,  compared  withliCP 
billion  with  China  and  £A! 
billion  with  Japan.  Anc  [[f 
U.S.  deficit  with  Mexi  jflj 
only  10%  of  total  trade 
that  country  (exports 
imports).  By  contrast, 
U.S.  deficit  with  the 
pean  Community  equals 
of  trade;  with  Japan, 
and  with  China,  72%. 
SUCKING  SOUND?  Econ  g 
theory  suggests  that  the 
increase  in  trade  with  M 
should  benefit  both  coun 
Nevertheless,  finding 
evidence  of  its  effects  ii 
U.S.  is  not  easy.  Despifc 
explosion  in  trade,  U 
ports  from  Mexico  in 
amount  to  less  than  1. 
U.  S.  gross  domestic  pro) 
That  means,  for  exa: 
that  the  direct  effect  on 
jobs — either  negative  o: 
itive — has  been  relat 
small.  There's  been  no 
of  a  "giant  sucking  s 
caused  by  millions  of 
moving  across  the  bord 
the  words  of  NAFTA  oppi 
H.  Ross  Perot.  Sine 
treaty  went  into  effe 
1994,  the  U.S.  Labor 
has  certified  about  31 
jobs  as  threatened  or  lost  due  to 
with  Mexico  and  Canada.  That 
ber — which  economists  such  as 
bauer  see  as  a  good  measure  of  I 
impact  of  this  trade — is  quite 
since  the  U.S.  economy  has  added 
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THE  NAFTA  EFFECT:  SOARING 
U.S.  TRADE  WITH  MEXICO... 
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20  million  jobs  over  that  time  period. 

But  the  claims  by  some  NAFTA  pro- 
ponents that  the  treaty  would  create 
enormous  numbers  of  new  jobs  in  the 
U.  S.  turned  out  to  be  far  from  the  truth 
as  well.  About  100,000  net  new  jobs 
have  been  added  to  date,  according  to 
Raul  Hinojosa-Ojeda,  research  director 
of  the  North  American  Integration  & 
Development  Center  at  University  of 
California  at  Los  Angeles,  which  has 
published  the  most  detailed  studies  of 
the  agreement's  employment  impact. 

Similarly,  low-priced  Mexican  imports 
have  held  down  inflation,  but  only  mod- 
estly. NAFTA  has  shaved  about  0.1  per- 
centage points  off  the  annual  inflation 
rate,  says  David  A.  Wyss,  chief  econo- 
mist at  Standard  &  Poor's  Corp. 
CHEAP  LABOR.  But  the  relatively  small 
direct  impact  of  nafta  conceals  its  per- 
vasive but  subtle  beneficial  effects.  Out- 
sourcing of  low-skill  jobs  to  low- wage 
countries  is  an  unstoppable  trend.  But  it 
turns  out  that  the  NAFTA  free-trade  zone 
has  given  U.  S.  companies  a  way  of  tak- 
ing advantage  of  cheap  labor  while  still 
keeping  close  links  to  U.S.  suppliers. 
Mexican  assembly  plants  get  82%  of 
their  components  from  U.  S.  suppliers, 
according  to  the  U.S.  International 
Trade  Commission.  By  contrast,  factories 
in  Asia  use  far  fewer  U.S.  parts.  If 
General  Motors  Corp.  relies  on  a  plant 
in  Matamoros,  Mexico,  to  build  wire 
harnesses  for  car  audio  systems,  that's 
far  better  for  the  U.  S.  economy  than  if 
the  carmaker  buys  its  harnesses  from, 
say,  Taiwan.  Without  nafta,  "entire  in- 
dustries might  be  lost,  rather  than  just 
the  labor-intensive  portions,"  says  econ- 
omist Gordon  H.  Hanson  of  the  Uni- 
versity of  California  at  San  Diego. 

That  helps  U.S.  border  cities  such 
as  San  Diego  and  El  Paso.  For  example, 
plants  specializing  in  plastic  injection 
molding,  used  to  make  outer  shells  and 
knobs  for  electronics  equipment,  have 
seen  explosive  growth  in  El  Paso,  ac- 
cording to  Hanson.  The  operations  pros- 
per by  making  parts  that  are  shipped 


over  the  border  for  others  to  assemble. 

The  shift  toward  higher-skill  jobs  in- 
duced by  nafta  fits  well  with  the  Amer- 
ican workforce's  rising  skills.  In  1993, 
20%  of  people  in  the  U.S.  over  25  had 
less  than  a  high  school  education.  By 
2000,  that  fraction  had  fallen  to  16%. 

This  decline  has  been  driven  by  the 
increased  education  of  native-born 
Americans.  At  the  same  time,  however, 
less  educated  Hispanic  immigrants, 
many  of  them  Mexican,  have  become 
more  important  in  the  U.  S.  labor  force. 
From  1999  to  2000,  for  example,  the 
number  of  native-born  Americans  with 
less  than  a  high  school 
education  fell  5%.  Mean- 
while, the  number  of 
Hispanic  immigrants 
without  a  high  school 
diploma  rose  by  5%.  In 
the  critical  25-to-44  age 
category,  foreign-born 
Hispanics  now  account 
for  a  full  33%  of  the 
U.S.  population  without 
a  high  school  degree. 

As   a  result,   nafta 
has  meant  the  U.S.  low- 
skilled  workforce  is  ef- 
fectively integrated  with 
the   Mexican  economy. 
The  inflow  of  Mexican 
workers  is  "pretty  much 
set  by  labor-market  de- 
mand in  the  U.  S.,"  says 
Hinojosa-Ojeda.     Still, 
wage  growth  between  1994  and  2000 
has  been  somewhat  faster  for  those  in 
the  bottom  10%  of  the  earnings  spec- 
trum than  for  those  among  the  top  10%. 

To  be  sure,  that's  no  consolation  to 
Americans  who  find  their  jobs  leaving 
for  Mexico.  According  to  new  research 
by  economist  Lori  G.  Kletzer  of  the  In- 
stitute for  International  Economics,  dis- 
placed manufacturing  workers  who  had 
to  take  jobs  in  the  retail  sector  saw 
their  wages  fall  by  an  average  of  34%. 

Nevertheless,  notes  Kletzer,  a  sizable 
number  of  factory  workers  displaced  by 


w 


KEY  BENEFIT 


Since  Mexican 
assembly  plants 
get  far  more 
parts  from  U.S. 
suppliers  than 
Asian  factories 
do,  outsourcing 
there  is  better 
for  the  U.S. 


trade  find  other  manufacturing  jobs, 
those  workers  see  their  earnings  fall 
an  average  of  only  about  5%.  In 
about  one-third  of  the  reemployed  s 
no  earnings  loss  at  all. 

For  Mexico,  NAFTA  looks  to  be  a 
plus  for  wages,  especially  in  reo 
years.  The  peso  devaluation  sent  l 
wages  there  tumbling  in  1995  and  IS 
but  since  then  manufacturing  wa; 
have  regained  almost  all  their  grou 
Moving  from  a  rural  village  to  on 
the  maquiladoras  often  doubles  a  wc 
er's  income,  notes  Hufbauer.  "It's  a  g 
step  up  for  most  Mexican  workers,'' 
says.  Indeed,  real  manufacturing  wa 
in  Mexico  rose  almost  6%  in  2000. 
SPEEDY  RECOVERY.  Since  NAFTA  bej 
$85  billion  in  foreign  investment 
gone  into  the  Mexican  economy.  Inl 
national  investors  "simply  weren't  wil 
to  commit  any  money  in  Mexico"  w 
out  NAFTA's  legal  framework,  says 
Rubio,  a  trade  expert  at  the  Cente: 
Research  for  Development,  a  Me: 
City  think  tank. 

nafta  is  often  cited  as  a  key  re 
Mexico  recovered  rapidly  after  the 
cember,  1994,  peso  devaluation.  In 
national  banks  were  willing  to  lenc 
Mexican  businesses 
in  seven  months — in  ] 
because  those  compa 
would  have  access 
U.  S.  markets, 
quick  recovery 
everything  to  do  \ 
nafta  and  the  closer 
tegration  with  the  I 
economy,"  says  econo: 
Joseph  E.  Stiglitz 
Stanford  University. 

Of  course,   the 
U.  S.-Mexico    econ 
ties  have  not  yet  h 
tested  by  a  U.S.  re 
sion.  NAFTA  means  ]\i    I 
ico  is  being  hit  hare 
the  U.S.  slowdown 
dustrial    productio: 
Mexico  in  April  is  d 
about  3%  over  a 
earlier,  and  maquiladoras  have  a] 
trimmed  workforces  by  about  & 
since  October,  2000,  according  to 
Mexican  government.  At  the  same 
U.  S.  workers  fear  the  tough  times 
send  more  work  across  the  borde 
cut  costs. 

These  fears  are  only  natural 
trade  is  never  easy,  especially  in  a  s] 
ing  economy.  But  so  far,  NAFTA's  ■ 
is  a  good  one. 

By  Charles  J.  Whalen  in  Neie 
with  Paul  Magn/usson  in  WasMM 
and  Geri  Smith  i>i  Mexico  City 
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TIME  TO  CUT  THIS  UTILITY'S 


The  speech  was  classic  John  E. 
Bryson.  Speaking  to  a  civic  group 
in  Los  Angeles  on  June  19,  Edi- 
son International's  chairman  delivered 
a  thoughtful  explanation  of  why  tax- 
payers should  support  a  deal  he  and 
Governor  Gray  Davis  crafted  to  save 
his  financially  troubled  utility.  "To  fail 
to  act  will  impose  massive  costs  on 
Californians.  It  would  indelibly  stamp 
California  as  a  state  that  is  unable  to 
overcome  partisan  differences  and 
work  for  the  common  good,"  Bryson 
said.  As  often  before,  the  environmen- 
talist and  former  regulator  was  seek- 
ing compromise  and  consensus-build- 
ing to  solve  a  vexing  problem. 

As  head  of  the  second-largest  U.  S. 
utility,  Bryson  has  proved  a  master 
at  crafting  political  solutions  to  his 
company's  troubles.  They've  brought 
Edison  some  short-term  victories — 
but  often  have  backfired  later.  This 
time,  the  risks  loom  larger  than  ever: 
If  Bryson  fails,  the  company's  South- 
ern California  Edison  subsidiary 
probably  will  follow  in  the  steps  of 
the  state's  largest  utility,  PG&E,  which 
declared  bankruptcy  in  April. 
EDISON  UNPLUGGED?  The  problem  is 
that,  as  Bryson  has  demonstrated 
time  and  again,  he's  pushing  for  im- 
mediate relief  without  considering 
the  long-term  consequences.  This 
crisis,  however,  might  be  the  time  to 
rethink  that  strategy.  It  may  be 
time  for  Edison  to  bite  the  bullet, 
file  for  Chapter  11,  and  let  the 
courts  take  over,  instead  of  relying 
on  the  political  and  regulatory  mech- 
anisms that  have  failed  California 
consumers  so  spectacularly. 

Bryson's  management  approach  is 
partly  a  product  of  his  unusual  back- 
ground. A  Yale-educated  lawyer  and 
co-founder  of  the  Natural  Resources 
Defense  Council,  a  prominent  envi- 
ronmental group,  he  served  as  presi- 
dent of  California's  Public  Utilities 
Commission  before  joining  Edison  in 
1984.  That  training — as  activist,  reg- 
ulator, and  corporate  executive — has 
tended  to  reinforce  a  sunny  "let's- 
make-a-deal"  attitude.  Says  his  long- 
time friend  Mary  D.  Nichols,  the 
head  of  the  California  Resources 


Agency:  "He  sincerely  believes  in 
smart  regulation." 

Edison's  crisis  began  with  Califor- 
nia's 1996  deregulation  law,  which 
capped  the  company's  retail  rates  but 
allowed  competition  at  the  wholesale 
level  for  power  generation.  When 
wholesale  prices  began  to  soar  last 
year,  Edison  found  itself  paying  five 
and  six  times  more  for  electricity 
than  it  received  from  its  4.3  million 
customers.  The  state  began  buying 
power  for  California's  three  biggest 
utilities  this  January.  But  Edison 
claims  customers  still  owe  it  $3.5  bil- 
lion for  last  year's  purchases.  The  re- 
sult: a  $1.9  billion  loss  in  2000. 

Yet  Edison  played  a  major  role  in 
crafting  the  1996  deregulation  law. 
Encouraged  by  industrial  customers 
who  were  unhappy  with  California's 
high  rates,  regulators  unveiled  their 
first  deregulation  proposal  in  1994. 
Edison  initially  fought  deregulation 
but  ultimately  put  together  a  coali- 


SHORT  CIRCUITS 

Some  of  Edison's  biggest 

lobbying  victories  have  come 

back  to  haunt  the  company 

and  its  customers 


Edison  gets  regulators  to  op- 
pose new  independent  power 
plants.  The  result:  power  short- 
ages and  rolling  blackouts. 


1994-1998 

Edison  helps  craft  California's 
deregulation  law.  That 
ill-designed  plan  may  well 
bankrupt  the  company. 


Edison  aggressively  lobbies  for 
in-state  price  caps.  Those  low 
prices  encourage  suppliers  to 
sell  their  power  out-of-state. 


tion  to  push  the  legislation  through. 
Edison  subsequently  spent  more  tha 
$31  million  on  campaign  contribution 
and  lobbying,  much  of  it  aimed  at  ei 
acting  and  defending  the  law  that  hi 
now  nearly  drained  the  company.  "I| 
was  a  political  compromise,"  says 
Vikram  S.  Budhraja,  an  Edison  exe«| 
utive  at  the  time  and  now  a  private 
consultant.  "It  was  nobody's  idea  of  | 
preferred  solution." 

To  escape,  Bryson  hammered  out  I 
deal  with  Governor  Davis  early  this  | 
year.  Among  its  major  provisions,  tl 
agreement  would  allow  Edison  to  re 
cover  the  entire  $3.5  billion  over  ti 
from  customers  while  the  state  buya| 
Edison's  transmission  lines  for 
billion.  But  consumer  groups  chargel 
that  the  transmission-line  price  is  to| 
generous,  that  Edison  has  already 
made  $1.2  billion  from  selling  some 
plants,  and  $2.4  billioj 
from  a  special  boj 
offering  being  pa 
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$S.5  hill  ion  from 
its  customers 


1 


58  l',ir,iii''V,Ww-k  /   lu^M    '/0<)\ 


our  supplier  cot 

four  aces.  Then  again, 
t  could  be  a  pair  of 


It's  no  secret.  The  better  informed  you  are  about 
your  suppliers,  the  better  your  chances  of  having 
a  profitable  relationship.  Unfortunately,  getting 
the  whole  story,  especially  when  it  spans  multiple 
locations  and  contracts,  has  never  been  easy.  But 
now,  SAS,  the  worldwide  leader  in  data  mining 
and  e-Intelligence,  has  joined  forces  with  Dun  & 
Bradstreet  to  bring  a  whole  new  level  of  insight 
and  certainty  to  your  many  supplier  relationships. 
Knowledge  that  can  save  you  as  much  as  15%  on 
your  total  supplier  costs.  Just  imagine  what  that 
could  do  for  your  company's  bottom  line.  For  more 
details  about  this  and  other  solutions  from  SAS,  call 
us  at  1-800-727-0025.  Or  stop  bywww.sas.com. 
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THERE'S  AN  ADVANTAGE 
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SHIP  INDUSTRY. 


Wouldn't  you  rather  fly  on  a  new  jet?  Bombardier  Flexjet®  aircraft 
average  just  2.5  years  in  service.  and  every  one  is  equipped  with  advanced 
safety  features.  just  a  few  of  the  many  advantages  of  doing  business  with 
the  world  leader  in  business  aviation.  for  more  information  on  flexjet 
fractional  ownership.  visit  www.flexjet.com.  or  call  1-80oflexjet. 


BOMBARDIER  FLEXJET 


Source:  Jetnet,  LLC 


fYou  can't  save  the  world,  but  you  can  help 
Save  the  Children® 

l-800-SAVETHECHILDREN  www.savethechildrtn.org 


off  by  rate  payers.  And  as  for  tha 
uncollectible  $3.5  billion?  That's 
just  too  bad,  say  consumer  ac- 
tivists. "We  need  to  get  together 
and  find  a  means  to  have  a 
healthy  utility  now,"  counters 
Bryson.  Without  a  deal,  he  says, 
the  state  could  be  left  buying  Edd 
son's  power  indefinitely. 
RESISTANCE.  Legislators  have 
been  debating  the  proposal  for 
weeks,  with  a  vote  likely  by 
midsummer.  "We  have  the  frame] 
work,"  says  Robert  M.  Hertzbera 
the  speaker  of  the  California 
State  Assembly.  "I'm  very  hopefil 
that  we'll  craft  a  solution."  Still,  I 
it's  almost  certain  that  the  best   I 
Bryson  can  come  away  with  is  a  I 
partial  victory.  State  Democratic  I 
leaders  either  oppose  the  plan  orj 
want  to  modify  it,  while  the  gop  I 
has  its  own  proposal. 

So  why  is  Bryson  pressing  hia 
case  among  legislators  and  regu-l 
lators  again?  Good  question.  Edil 
son's  history  suggests  that  the  I 
public  advocacy  route  doesn't 
serve  anyone  very  well.  In  the  I 
early  1990s,  the  company  argued] 
that  it  should  not  have  to  give  I 
preferential  treatment  to  new  inl 
dependent  power  plants  over  nel 
facilities  of  its  own.  Edison  won  I 
before  federal  regulators,  but  its! 
new  capacity  never  got  built,  a  I 
factor  contributing  to  the  preserl 
shortages.  And  just  last  year, 
Edison  argued  aggressively  for  I 
wholesale  caps  on  power  prices.  I 
Authorities  approved,  only  to  sel 
independent  producers  sell  theirl 
power  out  of  state. 

You  have  to  wonder  if  every- 1 
one  wouldn't  be  better  off  this    I 
time  if  Edison  lost.  A  bankrupt™ 
would  allow  a  nonpolitical  settlel 
ment  of  the  company's  immediatl 
crisis  by  letting  a  judge  take 
charge.  More  important,  it  woull 
also  give  the  industry  and  the    I 
state  breathing  room  to  come  1 1 J 
with  the  one  thing  everybody    1 
wants:  a  viable  long-term  solutiJ 
that  won't  soak  the  customers  ol 
the  taxpayers.  Three  times  in  til 
past  decade,  Bryson  has  mus- 
tered his  considerable  political    I 
skills  to  further  the  aims  of  Edil 
son.  Three  times  he  has  come 
away  with  Pyrrhic  victories.  It'M 
time  to  try  something  different.! 

Correspondent  Palmeri  con-rW 
energy  issues  from  Los  .\ni/ilrsM 


60  BusinessWeek  /  July  9,  ?001 


■ 


■ 


jVV' 


Our  steel  is  the  world's  purest, 
because  the  landing  has  to  be  flawless. 


iigh-stress,  narrow-tolerance  situations, 

ken"  steel  performs.  For  the  hypercritical 

ds  of  transportation,  medicine,  and  industry, 

ken  provides  the  widest  range  of  engineered 

ys  in  the  world. Where  steel  just  won't  do, 

iken  specialty  steel  is  performing  every  day.         WORLDWIDE  LEADER  IN  BEARINGS  AND  STEEL 
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EXECUTIVE  SUITE 


A  DIFFERENT  KIND 
OF  ANDREAS  AT  ADM 


Allen  Andreas  took  the  reins 
amid  an  agriculture  slump 
and  a  corruption  scandal. 
Can  he  get  profits  back  up? 

When  Dwayne  0.  Andreas,  the 
chairman  who  turned  Archer 
Daniels  Midland  Co.  into  one  of 
the  world's  most  powerful  cor- 
porations, retired  in  1999  at  age  80,  he 
gave  his  successor  a  modest  present. 
The  new  chairman  was  G.  Allen  An- 
dreas, his  55-year-old  nephew,  an  unas- 
suming bean  counter  and  lawyer  who 
had  taken  over  as  chief  executive  two 


years  earlier.  The  gift  was  a  small  pil- 
low. On  one  side  were  the  words:  "Some 
days  it's  great  to  be  king";  on  the  other 
it  said:  "Some  days  it's  not  so  great." 

For  Allen  Andreas,  it  mostly  hasn't 
been  so  great.  He  was  appointed  to  a 
position  he  wasn't  groomed  for  at  a  time 
no  one  would  have  chosen  to  take  the 
helm.  The  giant  agribusiness  company 
had  just  pleaded  guilty  to  price-fixing 
and  paid  a  $100  million  fine  to  the  U.S. 
government.  The  man  who  was  expect- 
ed to  be  ceo,  Dwayne's  son  Michael  An- 
dreas, was  awaiting  sentencing  for  his 
participation  in  the  scheme.  Today,  the 
scandal  still  lingers;  ADM  faces  many 
civil  lawsuits.  But  even  more  pressing 


are  the  slumping  demand,  oversu 
and  low  prices  for  adm's  main 
modifies,  soybeans  and  corn  prod 
Says  Andreas  with  typical  unders 
ment:  "Problems  are  what  make  lif< 
teresting  and  make  you  motivate 
build  on  the  successes  of  prior 

Besides  his  pedigree  and  24  ye 
the  company,  Andreas  offered  ADM 
needed  integrity,  says  Robert  S.  Sti 
the  former  head  of  the  Democratic 
tional  Committee  and  an  adm  dire 
Andreas  does  seem  to 
opened  up  the  company, 
jor  decisions  are  no  lo 
made  by  only  the  top  t 
executives,  as  they  wer 
Dwayne  and  Michael's 
And  he  has  set  up  adm's 
department  of  corporate 
pliance  and  regulatory 
HEALTH  PLAN.  Andreas 
trying  to  get  adm  into 
nesses  that  don't  have  i 
quent  or  as  dramatic 
shifts  as  commodities  d 
is  committed  to  develo 
new  health  and  nutriti 
products,  ranging  from 
gie  burgers  to  natural 
min  E.  Trouble  is,  a  com 
adm's  size  would  have 
an  awful  lot  of  veggie  b 
to  feel  any  real  impact, 
hopes  that  in  five  years, 
products  could  bring  in 
of  profits;  right  now,  the; 
count  for  less  than  10%, 
While  Andreas  was  fc 
ing  on  rehabilitation,  A 
core  business  deterior 
sharply.  Sales  in  the 
commodity-processing  1 
ness,  which  accounts  for 
of  the  company's  $20  bi 
annual  revenues, 
dropped  in  each  of  the 
six  years.  The  Bush  Adm 
tration's  decision  to  cont 
backing  ethanol  fuel  additives  will 
in  fact,  growing  demand  for  ethan 
one  reason  analysts  project  that  A 
net  income  will  rise  22%  in  the 
ending  June  30,  to  about  $367  mil 
adm's  increasing  ability  to  squeeze  I 
money  out  of  soybean  processing  is 
other.  But  profits  are  still  way  d 
from  $795  million  in  1995.  And  the 
pany's  shares  are  trading  near  $13, 
pared  with  a  high  of  a  split-adju 
$21  in  September,  1997. 

Andreas  has  promised  to  boost  A 
return  on  shareholders'  equity  fron 
to  its  historic  high  of  12%.  Analyst,*- 
that's  too  ambitious,  since  the  bul 
ADM's  profits  arc  still  tied  to  a  depnj 
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That's  what  they  call  Duke  Energy  in  Tasmania  - 

fair  dinkum  -  the  real  thing,  the  original  article.  Honest.  True. 
They  respect  Duke  Energy's  guts  -  opening  up  a  new  market 

by  building  a  pipeline  from  mainland  Australia  to  its  island  state. 
Not  just  any  company  would  mount  that  expedition. 
But  then,  not  just  any  company's  committed  to  growing  energy  market  share  in  key  worldwide  markets. 
Fact  is  -  we're  not  waiting  for  regions  like  Tasmania  to  develop  energy  markets. 

We're  creating  those  markets.  We're  generating  a  new  source  of  energy. 
The  energy  of  turning  tomorrow  into  now.  In  Tasmania,  we're  digging. 
It  looks  like  we're  building  a  natural  gas  pipeline. 

But  we  know,  as  the  Tasmanians  know,  it's  more  than  that. 
We're  cultivating  a  future.  Creating  jobs. 
Opening  up  a  whole  new  marketplace.  And,  mate,  that's  fair  dinkum. 


ft 


Duke 
Energy 

we  generate  what's  next 


t  can  Duke  Energy  generate  for  you?  Visit  us  at  www.duke-energy.com  or  1-800-use-duke. 
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Michael 
Andreas,  who 
was  groomed 
for  the  CEO 
job,  is  in  prison 
for  price-fixing. 
He's  set  for 
release  in  2002 


farm  economy.  An- 
dreas has  taken  only 
"baby  steps"  to  im- 
prove adm's  growth 
prospects,  says  John 
M.  McMillin,  a  food-in- 
dustry analyst  at  Pru- 
dential Securities  Inc. 
"Whether  it's  his  fault 
or  not,  Andreas  hasn't 
yet  moved  the  nee- 
dle," he  says. 

In  addition,  An- 
dreas has  something 
of  an  image  problem 
of  his  own.  When  he 
was  promoted  to  CEO 
from  vice-president 
and  counsel  to  the  ex- 
ecutive committee, 
some  stockholders 
weren't  thrilled  to  see 
another  Andreas  in 
charge.  "I  thought  it  was  classic  nepo- 
tism," says  Timothy  E.  McKinney,  a 
New  Hampshire  investor  whose  family 
owns  tens  of  thousands  of  shares. 
POLITICALLY  LOW  KEY.  For  others, 
though,  the  problem  is  that  Allen  isn't 
enough  of  an  Andreas — that  is,  he  does 
not  have  the  political  clout  or  the  force- 
ful personality  of  his  uncle.  Dwayne, 
who  was  granted  immunity  from  prose- 
cution in  the  price-fixing  case,  was  so 
well-connected  that  he  helped  broker  a 
meeting  between  Ronald  Reagan  and 
Mikhail  Gorbachev  in  1985.  Throughout 
that  decade  and  into  the  1990s,  Dwayne 
was  one  of  Washington's  biggest  political 
contributors,  giving  money  to  both  De- 
mocrats and  Republicans  in  the  hope 
that  they  would  defend  gov- 
ernment price  supports  for 
ADM  products  such  as  high- 
fructose  corn  syrup  and 
ethanol.  ADM  and  its  execu- 
tives are  still  regular  con- 
tributors— they  gave  some 
$935,000  during  the  last  elec- 
tion cycle.  But  Allen  doesn't 
cultivate  relationships  the  way 
his  uncle  did.  "I  have  friends 
in  Washington,  but  I  meet  with 
them  only  occasionally,"  he  says. 

Allen  is  the  anti- Andreas.  Even  when 
he  was  the  company's  treasurer  and 
chief  financial  officer  in  Europe,  he  went 
about  his  work  quietly.  He  is  still  un- 
easy promoting  himself,  and  certainly 
more  comfortable  talking  to  small 
groups  than  large.  In  Decatur,  111.,  a 
company  town  if  there  ever  was  one, 
Andreas  can  walk  around  unrecognized. 
He  grew  up  not  too  far  away,  in  rural 
Iowa,  and  was  educated  at  Christian 
schools.  His  father  was  president  of  the 


CHAIRMAN  EMERITUS 

DWAYNE  (INSET)  AND 

SON  MICHAEL  (ABOVE) 


local  bank;  Allen  worked  as  a  teller  on 
weekends  and  during  the  summers.  The 
way  his  mother  tells  it,  Allen  was  a 
scrawny  kid  who  the  high  school  football 
players  used  to  carry  to  class  on  their 
shoulders. 

Today,  he's  as  disciplined  as  his  uncle 
was  flamboyant.  When  in  the  office,  sel- 
dom does  he  vary  his  lunch  of  an  ADM 
veggie  burger  and  a  salad.  And  when  he 
and  his  wife,  Toni,  go  boating  with 
friends,  Andreas  sticks  to  his  dress  code. 
"Casual  to  Al  is  a  nice,  crisply  ironed 
pair  of  khakis  with  a  sports  shirt  and  a 
blue  blazer,"  says  attorney  A.  James 
Shatter.  Even  family  friends  say  Allen 


G.  ALLEN  ANDREAS 

BORN   June  22,  1943,  Cedar  Rapids,  Iowa. 

EDUCATION    BA,  Political  Science,  1965, 
and  JD,  1968,  Valparaiso  University  in 
Indiana. 

CURRENT  JOB   Chairman  and  CEO, 
Archer  Daniels  Midland  Co. 

HOW  HE  GOT  STARTED   Uncle  Dwayne 
Andreas,  ADM's  chairman  and  CEO, 
asked  him  to  join  the  legal  department  in  1973. 

CAREER  LEAP   In  1997,  Dwayne  stepped  down  as 
CEO  amid  a  price-fixing  scandal  that  resulted  in 
prison  terms  for  his  son  and  two  other  ADM  execu- 
tives. Allen  was  promoted  from  vice-president  and 
counsel  to  the  executive  committee  to  CEO  of  ADM. 

PARTING  GIFT   His  uncle  gave  him  a  pillow  that 
reads:  "Some  days  it's  great  to  be  king"  on  one 
side  and  "Some  days  it's  not  so  great"  on  the  other. 

ANNUAL  TREK   The  tulip  festival  in  Pella,  Iowa. 

FAMILY  Wife  Toni,  two  daughters,  and  a  son. 


doesn't  quite  measure  up  to  his  un 
"The  truth  of  the  matter  is,  you  d 
replace  a  Dwayne  Andreas,  who 
the  icon  of  the  industry  for  years 
years  and  years,"  says  Strauss. 

Dwayne  remains  involved  with  A 
He  is  chairman  emeritus,  but  more 
portant,  he  is  adm's  largest  single  sh 
holder.  Dwayne  owns  4.2%  of  the  c 
pany  stock;  the  family  owns  about 
altogether.  Allen  remains  loyal  to 
clan  and  deeply  respectful  of 
uncle.  "I  speak  with  him  frequ 
ly  and  have  lunch  with  him  air 
every  day  when  I'm  in  the  off 
he  says.  Allen  also  occasion 
calls  to  see  how  his  cousin  Mie 
is  faring  in  a  Duluth  (Minn.) 
eral  prison,  where  he  is  servir 
three-year  sentence  that  should  en 
May,  2002. 

Every  Andreas  at  adm  has  hai 
contend  with  the  vagaries  of  the  c 
modifies  business,  adm  lost  at  leas 
third  of  its  export  business  in  the  S 
et  Union  after  the  empire  disintegri 
in  the  early  1990s.  As  luck  would  1 
it,  Allen  took  over  just  as  the  agr 
tural  economy  took  a  turn  for  the  w 
in  1997.  ADM  was  caught  unprepj 
and  distracted.  It  had  opened  sev 
new  grain-processing  plants  in  N< 
America  to  handle  orders  from  the  I 
Pacific  region  just  as  markets  there 
lapsed.  Now,  analysts  expect  mucl 
adm's  earnings  growth  over  the  i 
five  years  to  come  from  the  region. 
On  top  of  that,  repercussions  f 
the  price-fixing  scandal  continue, 
class  action,  brough 
food-and-beverage 
ers  involving  the 
of  prices  of  corn  s 
in  the  1980s  and 
set  to  go  to  trial  in 
tember.  "To  managi 
that  and  take  over 
reins  of  a  company 
remarkable  thing," 
Ray  A.  Goldberg,  a 
fessor  at  Harvard 
ness  School  and  a: 
ADM  board  member] 
But  as  Andreai 
well  aware,  invesl 
still  want  the  ret 
they  had  in  the 
old  days.  His  answi 
patience.  While  tl| 
an  admirable  quali 
you're  watching 
grow,  it  may  no 
what  investors  \va 

hear  from  tlic  CKi). 
By  Julie   Forsl 

Decatur,  III. 
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The  Silhouette5  7  with  SoftSp.n™  wheels  -  it's  like  floating  on  air.  www.samsonitR.r.nm 


I*  7 


(jpi/j&z-CC&r  OF     // 


.A/PVOLA&.  p&=>\e?^     \ 


pot}  p&g.  gAsVsewica 


it 


M*U«;  kf>  CortljciofpC-lf? 


ApLBlV p&UvJ£  -fit? 


vO/o  -TWiA. 


JAJCU.  0^^,  ^6^1  AU  *•  PACJ-Xutw  f&PT-i 


pentium®/// 


w 


Our  best  thinking,  eagerly  awaiting  yours. 


m 


invent 


AT&T 
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service 


Any  way  you  look  at  it,  it's  a  great  deal. 

Fairfield  Inn  has  room  for  everything  that  matters  for  business  travel. 

Sure,  business  on  the  road  can  be  a  drag.  But  where  you  stay  at  night  doesn't  have  to  be.  Fairfield  Inn  offers  the  be| 
value  for  the  business  traveler.  Like  clean,  comfortable  rooms  with  a  work  area  and  a  free  continental  breakfast. 

Plus,  when  you  sign  up  for  the  AT&T  WorldNet*  Service  i495SM  Offer  for  just  $4.95*  a  month, 

you'll  get  5,000  Marriott  Rewards  bonus  points1  good  toward  free  vacations. 

Log  on  to  www.att.net/marriott  or  call  1-800-686-6500  to  sign  up. 

Want  to  earn  25,000  extra  Marriott  Rewards  bonus  points? 

Register  for  the  Marriott  Rewards  25K  Bonus  promotion.  Then  stay  at  a  Fairfield  Inn  from  June  15th-September| 
and  you'll  earn  an  extra  5,000  Marriott  Rewards  bonus  points  for  every  third  stay.  Up  to  25,000  bonus  points  in 
You  must  call  1-888-977-7012  or  visit  www.marriottrewards.com  to  sign  up  for  this  special  promotion. 

So  the  next  time  you're  out  on  business,  stop  by  a  Fairfield  Inn.  It's  the  best  value  on  the  road. 

For  reservations  at  Fairfield  Inn,  call  1-800-228-2800 

or  visit  www.marriott.com 


"(495  Offer  includes  150  hours  of  Internet  access  per  month  ($0.99  for  each  additional  hour).  Telephone  access  (including  local,  long  distance  or  800/888  facility  charges)  and  other  i 
and  taxes  may  apply  Other  terms  and  conditions  apply.  Offer  subject  to  change  without  notice.  Offer  not  available  to  Macintosh'*1  users  at  this  time. 
'Marriott  Rewards  points  will  be  awarded  after  two  months  as  an  AT&T  WorldNet  Service  member  in  good  standing.  Bonus  points  offer  expires  12/31/01  and  is  valid  only  in  the  United 
<&  2001  Fairfield  Inn 
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lash  is  drying  up. 
intrepreneurs  are  dwindling. 
Heas  are  being  shelved. 

What  does  this  mean  for 
tie  economy? 
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WEB  SMART 
Get  Help  from 
Your  Customers 

CLICKS  &  MISSES 
Will  the  Orbitz 
Travel  Site  Fly? 


WE  DIDN'T  JUST  JUMP  ON  THE 
INFRASTRUCTURE  BANDWAGON 

WE  BUILT  IT 


It's  time  to  set  the  record  straight.  Long  before  our  competitors  even  added  the  word 
"infrastructure"  to  their  vocabulary,  we  were  busy  creating  it.  Since  we  first  launched 
Unicenter,'  it  has  become  the  de  facto  global  standard  for  managing  eBusiness 
infrastructure.  But  we  didn't  stop  there-we're  also  the  world  leader  in  security  and  storage 
software.  Every  day,  our  software  handles  over  180  million  transactions,  protects  $50  billion 
in  wire  transfers  and  stores  40  million  security  exchanges.  Expertise  doesn't  happen 
overnight.  It's  taken  25  years  of  hard  work  and  leadership  to  get  to  be  the  best.  So 
when  we  say  you  can  trust  every  one  of  our  18,000  employees  around  the  world  to  deliver 
the  software  and  service  that  your  eBusiness'  success  depends  on,  we  really  mean  it. 
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►  Data  Mine 
Gifts  That  Keep  Giving 

E-tailers  that  want  to  woo  customers  should  try 
slipping  a  little  something  extra  in  the  mail.  But 
don't  let  the  promo  overwhelm  the  gift 

►  Clicks  &  Misses 
Oi-bitz  Doesn't  Soar 

The  travel  site  is  fine  for  low-cost  flights,  but 
compared  with  its  rivals  it  comes  up  short  on 
service  and  advice 

({)  ►  The  Digital  Lifestyle 
Where's  the  Leadership? 

It's  time  for  Silicon  Valley  honchos  to  stop  whining 
that  the  future  is  murky.  What  they  need  are  some 
killer  products  and  top-notch  marketing 

©  ►  Cutting  Edge 
Let  Us  Toast  the  Dead 

Sure,  the  crash  was  tough.  But  without  the 
dot-com  frenzy,  the  Net  would  have  taken  many 
more  years  to  develop 


cover_jstory 

(J>  The  Innovation  Drought 

There's  a  harsh  new  reality  in  techdom:  From  network- 
ing and  e-commerce  to  software  and  consulting  servic- 
es, the  startups  that  have  been  fueling  innovation  in 
America  are  getting  snuffed.  Some  deserve  it,  some 
don't.  But  with  cash  and  willing  entrepreneurs  getting 
scarce,  where  will  the  economy  get  its  juice? 
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Readers'  opinions  on  Amazon  turning  a 
profit,  Capitol  Hill  becomes  Mt.  Spam,  play- 
ing the  stadium  name  game  without  a  helmet 

O  ►  Web  Smart  Companies 

Friendly  Spies  on  the  Web 

Corporate  eavesdroppers  are  sponsoring  chat  rooms 
and  getting  plenty  of  marketing  smarts  in  return 

►  Upstarts 

It's  Make-OT-BTeak  Time 

for  Autoby  tel 

A  Web  site  it's  testing  for  General 

Motors  could  yield 

the  new  business 

model  the 

sputtering 

company  needs 
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Gifts  That  Keep  Giving 

Want  to  curry  ioyai  customers?  Slip  a  little  something  extra  in  the  mail 

irst  impressions  count.  For  my  wedding  in  May,  the  gifts  I  received  from  the  or 
arm  of  department  store  Marshall  Field's,  Fields.com,  came  wrapped  in  stylish  whij 
paper  with  matching  bows  and  elegant  greeting  cards.  And  when  a  coffee  mug  ai 
rived  chipped,  Field's  dispatched  another  in  a  snap.  Other  e-tailers  botched  deliver] 
sending  gifts  late,  without  a  card,  or  unwrapped.  As  my  bride  said,  ever  so  delicatel 


"They  sucked" — which  made  Fields.com  look  that  much  better. 
I  had  never  bought  from  the  site  before,  but  now  I'm  hooked. 

That's  why  the  online  gift  business  should  matter  to  e-tailers. 
If  done  right,  it  can  attract  not  one  but  two  sources  of  future 
sales.  A  satisfied  buyer  is  likely  to  return.  And  if  the  recipient  is 
pleased,  she  may  try  out  the  site  as  well.  Another  reason  it 
should  matter:  Gift  giving  is  big  business.  Nearly  60%  of  cyber- 
shoppers  will  buy  presents  online  this  year,  spending  some  $13 
billion,  according  to  Forrester  Research  Inc.  And  gift  buyers  are 
better  customers:  Last  year,  they  laid  out  an  average  of  $1,141  on- 
line, compared  with  $833  that  typical  Web  shoppers  spent.  "I 
don't  like  to  go  to  the  mall  for  gifts,"  says  Dawn  Monfries,  a  busy 
mother  of  two.  Buying  presents  online  "is  a  huge  convenience." 

Convenient  or  not,  customers  will  buy  only  if  the  total  expe- 
rience is  good.  That's  why  Fields  scored  so  big  with  me.  Every- 
thing about  receiving  presents  from  the  site  felt  special.  "It's 
important  for  people  to  feel  like  they're  getting  a  gift  and  not  a 
ups  box  wrapped  in  brown  paper,"  says  Forrester  analyst  Carrie 
Johnson.  "Otherwise,  they  might  as  well  be  getting  pet  food." 

Savvy  sites  know  gifts  aren't  just  puppy  chow,  so  they  woo  re- 
cipients with  a  taste  of  their  products.  Luxury  goods  e-tailer 
Ashford.com  Inc.  inserts  a  brochure  showcasing  products  at  the 
site  along  with  a  20%-off  coupon.  Targeting  gift  recipients  helped 
push  sales  from  $30  million  in  1999  to  $65  million  last  year,  says 
Kim  A  Richard,  Ashford's  vice-president  for  marketing.  "More  of- 

H 


ten  than  not,"  she  says,  "recipients  check  us  out  and  buy 
Here's  the  caveat:  Some  recipients  feel  that  pamphlets  aij 
coupons  taint  the  gift.  You  can  market,  just  don't  let  the  pror 
overwhelm  the  present.  On  Secretaries  Day,  1-800-Flowers.col 
Inc.  slipped  an  unobtrusive  note  in  bouquets  sent  to  secretaries 
minding  them  that  Boss's  Day  was  coming  up.  Nearly  10% — 
higher  than  the  1%  or  2%  typical  of  direct  mail — bought  I 
gift.  "We  believe  [recipients]  are  fertile  ground,"  says  Joe  Pittij 
a  1-800  vice-president.  "But  it  has  to  be  handled  with  care. 

The  key  is  to  make  sure  people  find  nothing  but  pleasure  I 
their  gift  boxes.  Hallmark.com,  for  example,  has  dropped  sug 
cookies  into  its  gifts.  With  its  flowers,  it  sometimes  includes  a  di 
sical  CD.  "You  can't  be  blatant,"  says  John  W.  Sullivan,  senior  vid 
president  of  e-commerce  for  Hallmark  Cards  Inc.  "You  want 
romance  them."  Hallmark's  romancing  helped  boost  Mothe| 
Day  orders  this  year  by  165%  over  last  year,  Sullivan  says. 

The  bow  on  the  package  for  e-tailers  is  that  targeting  gift 
cipients  can  cut  costs.  Online  merchants  spend  anywhere  frc 
$25  to  $100  to  land  a  new  customer,  says  analyst  Ke 


I 


neth  R.  Cassar  of 
Media     Metrix 


Wrap  It  Up 


Cyber-shoppers  are  expected  to  spend  some 

$13  billion  buying  gifts  online  this  year  and 

$25  billion  in  2003.  Better  yet,  gift-buyers  purchase 

more  from  e-tailers  than  average  online  shoppers  do. 


— 


Online  gift  buyer: 

ONLINE  PURCHASES  IN  2000:  1/\. 
AMOUNT  SPENT  ONLINE  IN  2000:  $1,14-1 


Typical  online  shopper: 

ONLINE  PURCHASES  IN  2000:   6 
AMOUNT  SPENT  ONLINE  IN  2000: 


$833 


I  l.it.i    f  olH'-.trr  kr-.c.lh  h 


Net  researcher  Jupil 
Inc.  By  marketing 
gift  recipients,  md 
chants     avoid 
biggest  expense: 
quiring      custor 
names  and  maili| 
the  promotion.  Th 
simply  drop  the  pror 
in  a  box  that's  already  hea) 
ed  out  the  door.  They  only 
for  the  coupon  or  cookie — usui, 
less  than  $1   per  customer, 
critical  that  merchants  think 
this,"  Cassar  says.  Remember,  ] 
it  took  for  Fields.com  to  nab 
was  some  pretty  white  paper,  a 
ribbons,  and  a  little  punctualitj 
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Now,  everything  is  possible. 

Local 


And  open  is  secure. 

Whatever  else  ihe 

Internet  has  done,  it's  shrunk  the 

world  considerably.  Anyone,  anywhere. 

can  purchase  virtually  anything  online.  But  for 

your  e-business  to  succeed,  your  customers  need 

to  rest  assured  their  data  will  safely  get  where  it's  going. 

And  nowhere  else.  That's  why  Check  Point's  Secure 

Virtual  Network  incorporates  not  only  the  best  VPN 

technology,  but  all  the  critical  elements  necessary  for  a 

secure  Internet  environment.  Our  SVN  architecture  forms 

a  comprehensive  layer  that's  fully  aware,  not  just  of 

your  extended  network,  but  of  every  user,  system 

and  application  on  it.  Which,  in  turn,  explains 

why  we  have  more  security  installations  than 

anyone  else  in  the  world.  To  feel  more 

secure  immediately,  check  out 

www.checkDoinl.com  todav. 


Check  Point 


We  Secure  the  Internet. 
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CLICKS&MISSES 


BY  TIMOTHY  J.  MULLANEY 

tim_mullaney@ebiz.businessweek.com 


Orbitz  Doesn't  Soar 

It's  fine  for  low-priced  flights  but  comes  up  short  on  travel  service  and  advice 

year  ago,  casual  observers  thought  online  travel  agencies  such  as  Expedia.com  ar 

Travelocity.com  were  going  to  crash  and  burn.  They  were  dot-coms,  no?  But  instea 

both  have  positive  operating  cash  flow  There  is,  however,  a  new  threat  on  the  ho 

zon:  Orbitz.com,  the  month-old  site  owned  by  five  U.  S.  airlines  that  has  vowed 

discount  its  way  into  consumers'  hearts.  Will  Web  travel  soon  orbit  around  Orbi 


To  dope  out  Orbitz'  impact,  we  dispatched  a  crack  research 
team — me — to  scout  15  fantasy  trips  of  BusinessWeek  staffers, 
from  Steve  Hamm's  Alaskan  fishing  reverie  to  Heather  Green's 
jaunt  to  Zanzibar.  Oh  yes:  My  boss,  Kathy  Rebello,  asked  me  to 
send  her  to  Fiji.  (Uh,  how  long  would  you  like  to  stay  there, 
Bosseroo?)  The  idea  was  to  get  a  sampling  that  would  cover  all 
the  things  a  full-service  travel  site  should  do  well. 

The  verdict:  Orbitz  does  some  things  well  some  of  the 
time,  but  has  significant  disadvantages,  too.  It's  very  com- 
petitive if  you  want  cheap  flights,  a  la  carte.  It  has  most 
of  the  basics  you  want  from  an  online  travel  site:  airlines, 
hotels,  cruises,  and  rental  cars.  But  if  you  want  a  full- 
service  travel  agency  with  a  full  range  of  package  trips 
and  savvy  advice,  it  lags. 

Let's  start  with  the  good 
part.  When  I  just  wanted 
flights  at  the  lowest  prices, 
Orbitz  did  fine.  In  most 
comparisons,  it  was  cheaper 
than  the  competition. 
Kathy's  flight  from  San 
Francisco  to  Fiji  came  up  at 
$1,392,  vs.  $1,406  on  Expe- 
dia  and  $1,541  on  Traveloc- 
ity.  Heather's  flight  to  Zan- 
zibar came  up  at  $3,262  on 
Orbitz  and  $3,924  on  Expe- 
dia.  My  flight  from  Newark, 
N.  J.,  to  Jacksonville,  Fla.,  to 
visit  in-laws  who  want  to  see  a  lot  of  my  new  son,  came  up  at 
$172  on  Orbitz,  $171  on  Expedia,  and  $171.50  on  Travelocity. 

I  found  Orbitz  pretty  bad  for  the  vacation  packages  so  favored 
by  bargain-hunters.  It  offers  some  standard  deals  for  estab- 
lished tourist  havens  in  the  U.  S.,  Europe,  and  the  Caribbean,  but 
it  stumbles  when  it  comes  to  anything  off  the  beaten  track. 
Expedia  has  far  more  options — thanks  partly  to  its  alliance 
with  adventure-travel  specialist  Away.com  Inc.  (Tip:  Look 


under  adventure  travel  on  Expedia  or  Travelocity,  rather  thl 
under  "packages,"  if  you  want  trips  that  are  at  all  unusua 
Consider  Kathy's  trip  to  Fiji:  For  $3,385,  all  expenses  includd 
Expedia  could  send  her  on  an  all-women  tour  of  Fiji  aJ 
nearby  New  Zealand  that  would  have  her  singi 


native  songs 
doesn't  offer 
Alaska,  leaving 


-^ 


Rating  Orbitz^BM 


New,  airline-backed  travel  site  0rbitz.com 
vows  to  shake  up  rivals  Travelocity  and  Expedia 
But  consumers  may  be  less  than  stirred. 


cvQ* 


Prices:  Cheaper  for  about  half  our 
trips,  competitive  on  the  rest. 


Selection:  Fewer  hotels  than  rivals, 
weak  on  off-the-beaten-track  picks. 


Advice:  Lacks  the  content  about  cities 
that  Expedia  and  Travelocity  offer. 


with  the  Maori  people.  Orbl 
packages  in  Africa  or  ev| 
Steve  out  in  the . . .  uh,  cold. 
Orbitz  also  falls 
short  in  helpi| 
people  sift  the 
cation  options 
there.  When 
wife  and  I  last  wd 
to  the  Caribbean, 
travel  agent  asked  a  si^ 
pie  question:  Do  you  wa 
nightlife,  or  someplace  quij 
Quiet,  we  said.  Off  we  went  to  Grand  CJ 
man,  which  is  nothing  if  not  quiet,  foj 
price  so  low  it  should  be  illegal.  Traveloc 
and  Expedia  also  gather  very  basic  inf<| 
mation  from  you  about  the  trip  you  wa 
Despite  all  that  Web  personalization  sc 
ware  can  do,  it's  curious  that  Orbitz  does 
help  you  craft  a  trip  to  even  such  simj 
specifications.  Recommendations  are  wl 
travel  agents  do. 

Like  its  rivals,  Orbitz  does  little  to  book  I 
tivities  in  cities  you  visit.  BusinessWeek's  Digital  Lifestyle  coluj 
nist,  Joan  Hamilton,  can  get  a  package  to  take  pals  to  Chicagc 
August  but  can't  buy  Cubs-Giants  tickets  on  Orbitz  or  the  otl 
travel  sites.  None  offers  Broadway  tickets,  hampering  my  shd 
weekend  package.  A  travel  agent  can  take  care  of  these  thingsl 
Orbitz  has  enough  virtues  to  be  competitive,  though,  al 
that's  a  good  thing.  You  and  I  will  benefit  from  extra  compt| 
tion  through  better  service  and  lower  prices.  / 
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Finding  information  is  one  thing. 

How  about  the  information  you  need  finding  you? 


/e  got  e-mails.  Calls.  Faxes.  A  thousand 
sages  that  bog  you  down  and  make  you  lose 
ething  extraordinary:  your  time.  Avaya  gives 
e  of  that  back  to  you.  We  put  all  that  information 
le  place.  So  you  can  access  it  wherever  you  are. 
ritize  messages  however  you  like.  And  tell  the  most 
lal  ones  to  find  you.  The  result?  You're  just  as  productive 
)f  the  office  as  you  are  in.  You  serve  your  customers  better. 
:ker.  Powerful  messaging  solutions  are  only  the  beginning. 
i  out  where  Unified  Communication  from  Avaya  can  take 
'  business.  Call  us  at  866-GO- AVAYA,  or  visit  avaya.com 

lmunication  without  boundaries 


avava 

I  communicati 


BusinessWeek  e.biz 


BY  JOAN  O'C.  HAMILTON 

joan_hamilton@ebiz.businessweek.com 


Where's  the  Leadership? 

Tech  leaders  should  stop  whining  that  they  can  no  longer  read  the  future 

ilicon  Valley  workplaces  today  are  bursting  with  all  the  cheer  and  optimism  of 
Dorothea  Lange  Depression  photograph.  In  one  poignant  tableau,  I  witnessed 
salvage  man  in  the  parking  lot  of  a  troubled  dot-com  using  discarded  networj] 
wiring  to  lash  a  load  of  PCs  and  office  furniture  to  his  truck  And  for  those  left  behinc 
the  dimmed  lights  and  switched-off  air  conditioning  has  imbued  many  cubiclel 


with  the  ambiance  of  a  sweat  lodge.  A  wry  graffito  is  popping  up 
in  lunchrooms,  too:  "Due  to  the  energy  crisis,  the  light  at  the  end 
of  the  tunnel  has  been  turned  off." 

If  top  execs  are  dismayed  by  such  wisecracking,  they  ought  to 
realize  that  in  their  own  public  comments,  many  keep  parroting 
a  sanitized  version  of  the  same  droll  slogan:  "We're  continuing  to 
experience  limited  visibility." 

Countless  high-tech  execs  have  been  repeating  this  pickle-in-the- 
punchbowl  of  a  phrase  in  the  last  few  months.  Overnight,  it  el- 
bowed aside  all  that  whizzy  New  Economy  jargon  like  viral 
marketing  and  became  high  tech's  lament  Translation:  We  can't  fig- 
ure out  when  or  if  anybody  will  want  our  products,  and  we  can't 
figure  out  when  or  if  we'll  ever  make  money  again. 

Call  me  a  stickler,  but  somehow  I  expect  a  little  more  leadership 
and  yes,  vision,  from  the  well-compensated  folks  running  multi- 
billion-dollar  corporations  who  spent  the  last  decade  reinventing  the 
way  the  world  works.  Instead,  Silicon  Valley's  business  culture  has 


flopped  from  turbo-testosterone  into  the  passive  voice.  With  few 
ceptions,  such  as  Oracle's  ceo  Larry  Ellison,  who  now  seems 
cused  on  pushing  his  company's  new  products  and  services  rathd 
than  debating  the  weather  forecast,  many  execs  seem  terrified  to  pkj 
a  new  course  and  get  moving  on  it. 

I  guess  if  we  take  the  techies  at  their  words,  their  success  to  dad 
was  due  to  a  clairvoyance  they  once  possessed  about  the 
tomers'  intentions.  Apparently,  they  used  to  just  hole  up  wilj 
their  Magic  8-Balls  and  simply  order  up  products  to  meet  the  op 
portunities  that  floated  into  the  little  window.  No  leadership  nedj 
essary.  No  marketing  required.  Innovation  optional. 

A  few  practical  voices  aren't  buying  into  this  image  of 
Valley  as  helpless  and  hapless  economic  victim.  "This  talk  about 
ibility  is  b.s.,"  says  Christopher  Lochhead,  a  former  market 
executive  at  both  Scient  and  Vantive.  "They  have  as  much 
ity  as  they  had  before,  they  just  don't  like  what  they  see."  And 
they  see  is  more  demanding  buyers,  excess  inventories  they  shou 
have  anticipated,  and  a  dearth  of  new  killer  products  custome 
can't  live  without. 

So  go  to  work,  gang.  Instead  of  putting  the  brakes  on  spenc 
and  hoping  for  the  air  to  clear,  it  seems  like  an  excellent  tir 
show  up  with  a  compelling  proposition  and  products  to  he 
companies  get  more  efficient. 

George  C.  Parker,  assistant  dean  of  the  Stanford  Gradua^ 
School  of  Business,  notes  that  managing  during  times  of  grov 
and  prosperity  demands  different  skills  than  leading  during  ha 
times:  "Some  leaders  find  it  possible  to  adjust  their  styles.  Others  | 
not.  That's  why  there  is  so  much  turnover  at  the  top  as  we 
through  the  normal  business  cycle — especially  in  industries  whe 
the  cycle  operates  with  a  vengeance."  No  coincidence  that  Timotl 
Koogle  bemoaned,  "We  simply  don't  have  good  visibility  on 
back  half  of  the  year,"  the  same  day  Yahoo!  Inc.  announced 
would  replace  him  as  ceo. 

For  your  own  health  and  the  Valley's  morale,  tech  leaders, 
the  "visibility"  thing,  or  at  least  start  talking  in  the  active  voice  i 
what  you're  doing.  Innovation,  passion,  and  inspired  marketing  lu\| 
always  pushed  technology  forward  Surely  you  cm  still  see  that. 
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El  Paso  Global  Networks,  we  are  powering  the 
.reformation  of  the  telecommunications  market 
benefit  our  customers. 

i  are  driving  the  transformation  of  connectivity 
id  liquidity  in  bandwidth  market.  In  the  process, 
i  are  working  to  develop  the  best  wholesale  data 
mmunications  product  suite  on  the  market. 


Paso 


I 


From  metro  to  long  haul,  we  provide  seamless  end-to-end 
bandwidth  transport  and  connectivity  at  the  speed  of  light. 
We  are  a  capital-efficient  company,  helping  create  a 
more  effective  telecommunications  marketplace  driven 
by  results. 

El  Paso  Global  Networks  is  creating  the  most  unique 
company  in  the  telecommunications  industry.  That's 
transformation,  raised  to  the  power  of  El  Paso. 


elpaso 


Global 
Networks 


illt.il    Mill     IBM,  the  e-business  logo  and  other  marks  designated  "  or '"  are  trademarks  ot  International  Business  Machines  Corporation.  Linux  Is  a  registered  trademe 


(§>  business  infrastructure 


BUILDING  AN  E-BUSINESS 

INFRASTRUCTURE 

ISN'T  BRAIN  SURGERY. 


IT'S  MUCH  HARDER. 


THE  AVERAGE  DOCTOR  is  given  fourteen 
years  to  master  the  intricate  art  of  brain  surgery. 
To  manage  the  implementation  of  an  e-business 
infrastructure  the  average  CEO  gets  all  of  twelve 
months.  Twelve  months  to  make  or  break  a  business. 

It's  no  exaggeration.  When  infrastructures  go 
down,  companies  go  down.  Networks  clog  up.  Web 
sites  crash.  Business  relationships  suffer.  Customers 
are  lost.  Infrastructure  is  not  just  an  IT  concern,  it's 
a  corporate  concern.  That's  why  even  non-technical 
types  need  to  understand  the  basics. 

So  here  they  are.  Customers,  salespeople  and 
partners  all  want  more  information  and  more  service. 
But  as  more  Web-based  services  are  introduced, 
the  demands  on  your  systems  increase.  Databases, 
company  Web  sites  and  back-end  applications 


need  to  connect.  Legacy  systems,  new  servers,  cell 
phones  and  PDAs  need  to  talk.  It's  enough  to  make 
neurosurgery  look  almost  manageable. 

Here's  where  IBM  can  help.  Our  servers:  scalable, 
flexible  and  capable  of  running  everything  from 
NT®  to  Linux?  Our  software:  industrial-strength 
and  as  open  as  it  is  powerful.  Our  storage  systems: 
capable  of  turning  forgotten  data  into  a  competitive 
advantage.  And  our  e-business  specialists:  over 
60,000  individuals  with  experience  of  over  20,000 
successful  engagements. 

Remember.  Medulla  oblongata:  hard.  Integrated 
e-business  infrastructure:  harder.  So  take  advantage 
of  the  best  help  you  can  get.  Call  800  426  7080 
(ask  for  infrastructure)  or  visit  ibm.com/e-business 
for  our  latest  white  paper. 


of  Linus  Torvalds.  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  of  others.  <B  2001  IBM  Corporation.  All  rights  reserved 
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AFTER  A  FEW  YEARS  OF  MAD  CREATIVITY, 
IT  LOOKS  LIKE  A  DESERT  OUT  THERE 


ixteen  months  ago,  Andy  Hertzfeld  launched  a  promising  compa- 
ny called  Eazel.  The  idea  was  to  make  Linux,  the  powerful  server 
software,  simple  enough  that  consumers  could  use  it  in  their  PCs. 
And  Hertzfeld  was  no  wet-behind-the-ears,  freshly-minted  mba:  He 
was  one  of  the  key  designers  of  the  software  that  made  the  origi- 
nal Macintosh  easy  to  use.  And  he  had  another  startup,  General 

Magic  Inc.,  under  his  belt.  Last  year,  he       havoc  on  more  than  just  silly  ideas.  What's 


raised  $13  million  from  big-name  ven- 
ture investors,  including  Accel  Partners 
and  Dell  Computer  Corp.  Today,  Eazel  is 
dead.  Hertzfeld  had  to  shut  it  down  in 
May  after  failing  to  raise  more  money. 
"It  was  heartbreaking  to  see  our  team  of 
talented  developers  scatter  to  the  winds," 
says  Hertzfeld.  "Especially  when  I'm  pret- 
ty sure  we  could  have  made  a  really  big 
difference  if  we  had  another  year  or  so  to 
work  together." 

No  one  will  ever  know,  and  that's 
what's  troubling.  From  one  entrepreneur- 
ial hotbed  to  the  next  are  coming  tales  of 
technological  promise  unfulfilled.  From 
networking  and  e-commerce  to  software 
and  computer  services,  the  startups  that 
have  been  fueling  innovation  around  the 
globe  are  being  snuffed  out.  Certainly, 
many  of  the  new  companies  going  belly- 
up  deserve  their  fate.  Did  we  really  need 
the  perpetually  whiney  Suckcom?  Or  cd- 
World,  the  umpteenth  site  selling  music 
online?  Still,  the  tech  wreck  is  wreaking 
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getting  thrown  out  these  days  is  the  baby, 
the  bathwater,  and  the  basin  too.  "A  cou- 
ple years  ago,  even  the  bad  ideas  were 
getting  capital,"  says  Bill  Joy,  chief  scientist 
at  Sun  Microsystems  Inc.  "Now,  we  have 
gone  too  far  in  the  other  direction,  shut- 
ting down  investment  in  good  ideas." 

Just  try  getting  a  check  for  a  tech  start- 
up these  days.  After  hitting  a  record  $100 
billion  last  year,  venture-capital  funding 
plummeted  to  $11.8  billion  in  the  first 
quarter,  or  an  annualized  rate  of  $47  bil- 
lion. Worse,  the  market  for  tech  initial 
public  offerings  is  nearly  closed:  Only  14 
companies  have  gone  public  so  far  this 
year,  one-tenth  the  number  for  the  same 
period  last  year.  "The  environment  is  the 
worst  I've  ever  seen  and  it's  not  going  to 
get  better  in  the  near  term,"  says  Frank 
Bonsai,  who  helped  found  venture  firm 
New  Enterprise  Associates  in  1978. 

It's  not  just  money  that's  scarce:  The 
ranks  of  eager  entrepreneurs  are  dwindling 
too.  Building  a  tech  startup  these  days 


X 


$ 


What  if  these  guys 
hadn't  gotten  the 
capital  they  needed? 
Clockwise  from  upper 
left:  Thomas  Edison, 
the  Wrights,  Intel 
founder  Robert  Noyce, 
Alexander  Graham  Bell 


looks  more  like  professional  suicide  than 
a  path  to  sure  riches.  Who  wants  to  be 
the  next  George  Shaheen?  It's  hard  to  re- 
member that  when  Shaheen  left  the  top 
job  at  Andersen  Consulting  (now  Accen- 
turc)  in  1999  for  the  CEO  post  at  online  gro- 
cer Webvan  Group  Inc.,  and  an  options  package  thought  to  be  worth  $100 
million,  everybody  wanted  to  follow  in  his  footsteps.  This  year,  only 
3%  of  the  grads  from  the  Massachusetts  Institute  of  Technology's  Sloan 
School  of  Management  are  going  to  tech  startups,  vs.  11%  last  year.  "En- 
trepreneurs won't  even  waste  time  trying  to  find  money,"  says  Ron 
Conway,  a  Silicon  Valley  early-stage  investor.  "Do  they  want  to  go  out 
and  spend  months  trying  to  get  money  and  then  maybe  have 
nothing  to  show  for  it?" 


he  Purse  Strin 


The  flood  of  money  for  new  tech  ideas 
largely  dried  up  in  the  past  few  mon 
Now,  innovation  will  have  to  come  fr 
corporate  labs  and  the  few  tech  sectors  t 
are  still  attracting  venture  dollars. 

Startups  Are  Getting  Less  Venture  Money 


LeSS  productivity.  All  of  this  raises  a  critical  question:  How  big  a 
toll  is  this  taking  on  innovation?  After  a  few  years  of  mad  creativity,  then 
a  market  crash,  it  looks  like  a  desert  out  there.  Is  this  a  temporary 
drought  in  novel  ideas  or  a  long-term  phenomenon?  Where  will  the 
next  tech  breakthroughs  come  from?  Who  will  pay  for  them?  And  which 
people  will  risk  their  careers  to  bring  them  to  market? 

The  answers  aren't  encouraging.  Interviews  with  more  than  100 
venture  investors,  entrepreneurs,  academics,  and  executives  suggest  that 
innovation  in  several  key  areas  of  technology  will  be  compromised  for  the 
next  three  to  five  years.  The  consumer  market,  particularly  in  broadband 
services  and  Internet  devices,  will  be  the  most  troubled,  though  new  tech- 
nologies for  businesses  won't  escape  unscathed.  Certainly,  some  sectors 
of  tech  will  sidestep  the  fallout,  but  many  will  suffer  from  a  steep 
drop  in  funding  for  18  months  to  two  years.  Once  the  money  starts 
flowing  again,  it  could  take  another  two  years  or  more  to  bring  new 
technologies  to  market.  That  means  the  innovation  dry  spell  could 
last  four  or  five  years.  "Innovation  is  going  to  be  stifled,"  says  Conway. 
The  decline  in  investment,  he  says,  is  temporary,  "but  in  high-tech,  18 
months  is  a  long  time."  The  last  time  venture  funding  slid  50%,  in  the 
early  1990s,  it  took  until  1996  before  products  were  innovative  enough 
to  prompt  corporations  to  crank  up  their  tech  spending. 

The  impact  on  the  economy  could  be  profound.  Heavy  invest- 
ment in  new  technologies  contributed  to  the  productivity  gains  that  cre- 
ated the  boom  of  the  1990s.  During  the  second  half  of  the  1990s, 
annual  productivity  growth  surged  to  about  3%,  or  double  the  rate  of 
the  prior  two  decades.  That  pushed  economic  growth  to  a  torrid  4.3% 
annual  clip,  much  higher  than  most  economists  thought  possible. 
When  innovation  suffers  and  productivity  growth  stalls,  it  ripples 
throughout  the  economy.  Already,  there  are  troubling  signs:  Productivity 
slipped  1.2%  in  the  first  quarter,  its  worst  showing  in  eight  years. 

None  of  this  is  to  say  that  innovation  is  dead.  Universities  and 
national  labs  are  plowing  ahead  with  mind-boggling  research,  mit, 
for  instance,  is  developing  micromachines  and  has  created  a  rock-        *•' 
et  engine  the  size  of  a  button.  Mapping  the  human  genome  has  set 
the  stage  for  breakthroughs  in  biotech.  At  the  same  time,  the  few  cor- 
porations with  buckets  of  cash  see  this  as  the  perfect  time  to  lap  their 
crippled  rivals  by  increasing  their  spending  on  research.  Sun  Microsystems 
is  boosting  its  research  and  development  expenditures  21%  this  year  to 
$1.9  billion.  Chip  giant  Intel  Corp.  is  hiking  its  r&d  budget  10%  to  $4.2 
billion.  And  Microsoft  Corp.  plans  to  spend  $4.3  billion  this  year,  up  14% 
from  last  year.  "We've  been  able  to  make  significant  inroads  into  (our 
competitors'  markets)  because  of  innovations  that  come  out  of  re- 
search," says  Rick  Rashid,  senior  vice-president  of  Microsoft  Research. 
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...And  the  Market  for  IPOs  is  Sluggish... 
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Leaving  Many  Tech  Upstarts  Strapped  for  C< 


The  251  tech  IPOs  withdrawn  or 
postponed  in  2000  and  2001  include 


Name 


Size  of 
Planned  IPO 


Demise 


ALTAVISTA 


$225  million 


Parent  CMGI  teetei 
on  bankruptcy 


FLASHCOM 


$125  million       Filed  for  bankruptc 
in  December 


BLUESTAR 
COMMUNICATIONS 


$200  million 


Acquired  for  $200 
million  in  June 


Data:  Thomson  Financial  Securities  Data 
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Few  Tech  Sectors  Get  Most  of  the  Funding. 
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Vhile  Corporations  Spend  Heavily  on  R&D. 


h 


90      91       92       9}       94 
k  BILLIONS  OF  DOLLARS 


'95      '96 


r      '98      '99      'i 

PRELIMINARY- 


Data:  National  Science  Foundation,  Industrial  Research  Institute 


Particularly  at  Some  Big  Tech  Companies 
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"Our  future  will  depend  on  the  technologies  we  are  developing  today." 
Even  the  drop  in  venture  financing,  at  first  glance,  doesn't  look  that 
bad.  After  all,  at  the  current  pace,  venture  firms  will  make  invest- 
ments at  a  level  that's  just  a  smidge  below  that  of  1999 — and  higher 
than  any  year  before  that.  Some  tech  sectors,  including  semicon- 
•        ductors  and  wireless  infrastructure,  are  still  getting  venture  dough. 
Veteran  vc  firms,  such  as  New  Enterprise  Associates  and  Bessemer 
Venture  Partners,  are  particularly  active.  Many  think  this  is  the  ideal  time 
to  invest  because  they  can  get  more  equity  in  startups  for  less  money 
than  at  any  time  in  the  recent  past.  "Some  of  the  best  money  can  be 
made  in  the  darkest  times,"  says  Geoff  Y.  Yang,  a  partner  at  Redpoint 
Ventures,  a  Silicon  Valley  vc  firm  that  has  invested  in  wireless  infra- 
structure and  other  new  technologies  this  year. 

But  these  times  are  darker  than  a  first  glance  reveals.  If  venture  funds 
continue  to  drop  for  another  18  months  as  many  vcs  expect,  the  $47 
billion  annual  rate  now  could  drop  to  $25  billion.  Worse,  most  of  that 
money  won't  go  into  launching  new  companies.  Rather,  it'll  be  used  to 
try  to  salvage  existing  startups.  In  the  first  quarter,  only  28%  of  the 
venture  money  went  into  companies  getting  their  first  round  of  fi- 
nancing, vs.  33%  last  year.  A  prolonged  drop  in  venture  investing 
"will  certainly  stop  good  ideas  in  their  tracks,  dry  up  the  seed  funding 
that  feeds  the  vc  industry,  and  turn  off  (investors)  for  a  good  long  time," 
says  Lewis  M.  Branscomb,  professor  emeritus  at  Harvard  University's 
John  F.  Kennedy  School  of  Government. 

Few  people  realize  how  important  the  venture  business  has  become  to 
innovation  in  the  U.  S.  While  universities,  national  labs,  and  corporations 
continue  to  develop  important  new  technologies,  it's  the  role  of  the 
venture  capitalist  that  has  become  most  crucial.  Last  year,  when  venture 
funding  reached  $100  billion,  it  accounted  for  55%  of  the  money  spent 
in  the  U.  S.  on  R&D,  according  to  the  National  Science  Foundation  and 
Venture  Economics.  By  comparison,  venture  funding  made  up  4%  of  the 
overall  research  spending  in  1990 — a  period  of  slow  economic  growth. 
What's  more,  venture  firms  are  extremely  effective  at  bringing  innovative 
ideas  to  market.  Josh  Lerner,  a  professor  at  Harvard  Business  School,  es- 
timates that  venture  financing  leads  to  three  to  five  times  more  innova- 
tions than  corporate  or  university  funding.  "Too  many  of  these 
research  labs  are  too  academic,"  he  says. 

What's  considered  innovative  often  sparks  debate.  The  classic  def- 
inition comes  from  the  mid-century  economist  Joseph  Schumpeter, 
who  described  innovation  as  the  first  commercial  use  of  a  product  or  a 
process  that  hadn't  previously  been  exploited  Someone  can  be  a  great  in- 
ventor like  Edison  but  have  a  hard  time  commercializing  inventions.  Ken 
Kennedy,  a  professor  of  computational  engineering  at  Rice  University,  es- 
timates that  product  or  process  development  costs  are  about  10  times  that 
of  research.  "It's  true  that  a  great  idea,  properly  developed  will  find  its 
way  to  the  market,"  says  Kennedy.  "But  I  would  say  this  environment 
means  some  of  the  ideas  that  could  be  quickly  developed  won't  be." 

Which  areas  of  technology  are  suffering  most  from  the  innovation 
drought?  It's  a  big  group:  application  service  providers,  business  ex- 
changes, digital-rights  management,  e-commerce,  consumer  devices, 
consumer  wireless  software  and  services,  and  broadband  information 
providers.  These  once-promising  categories  are  in  critical  straits,  typ- 
ically because  early  financiers  got  scorched  and  have  no  interest  in  try- 
ing their  luck  again,  "vcs  are  saying,  'I  lost  in  that  business  once,  it's 
a  dead  business  to  me  now,' "  says  Roy  Sardina,  who  runs  the  Silicon 
Valley  vc  firm  HighBAR  Ventures. 

Consider  application  service  providers,  a  gobbledygook  name  for  an 
important  new  sector.  These  companies  became  popular  with  venture 
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NTT 

Do  Co  Mo 


Beyond  The  Mobile  Frontier 


•Icome  to  the  world  of  i-mode. 

gme  instant  access  to  tens  of  thousands  of  sites  with  the  press 
button  on  your  compact  cellular  phone.  This  is  exactly  what 
DoCoMo  —  Japan's  leading  mobile  communications  operator  with 
over  36  million  subscribers  — 
provides  23  million  i-mode 
users  in  Japan.  By  popular 
demand,  NTT  DoCoMo  is 
now  striving  to  bring 
everyone,  everywhere  the 
same  opportunity. 

i-moders  can  take 
advantage  of  specialized 
services  that  range  from 


l  meteoric  rise  continues  unabated    By  the  end  of  April, 
if  ted  over  22  million  Japanese  subscribers 


e-mail,  online  shopping 
and  ticket  reservations  to 
>s  updates,  database  access,  entertainment  and  banking 
sections.  These  services  are  attracting  people  of  all  ages,  and 
g  utilized  by  government,  business  and  social  organizations. 
Jsers  also  appreciate  i-mode's  reasonable  fees,  which  encourage 
ler,  more  relaxed  browsing  and  more  frequent  visits:  over  90% 
mode  subscribers  access  an  average  of  1 1  sites  per  day 
ixtremely  user-friendly,  i-mode  is  a  proven  formula  for  practical 
•less  services  that  could  bring  a  new  level  of  freedom  to  people 
ind  the  globe. 

olid  foundation  for  continuous  growth. 

e-ranging  services  and  reasonable  fees  attract  new  i-mode 
•cribers  by  the  tens  of  thousands  every  day.  The  key  to  i-mode's 
ess,  however,  lies  in  the  practicality  of  its  underlying  technology. 
-mode    is    empowered    by    an    advanced    packet 
smission  system  that  handles  data  communications 
i  reliability  and  speed.  This  system  allows  fees  to  be 
ged  by  volume  of  data  received,  rather  than  time 
it  online. 

In  addition,  i-mode  content  is 
based  on  a  subset  of  HTML,  making 
conversion  from  Internet  content 
remarkably  simple  process.  This  advantage 
in  tandem  with   i-mode's  huge  user  base 
encourages  more  and  more  companies  to 
create  dynamic  new  content,  which  in  turn 
attracts  more  and  more  users. 

siness  is  reaching  for  i-mode. 

iy  companies  throughout  Japan  have  adopted  i-mode  as  a  tool  for 
ng  business  productivity.  American  Family  Life  Assurance  Company 


(AFLAC),  for  example,  makes  extensive  use  of  i-mode  in  its  daily  dealings 
with  prospective  clients. 

At  homes,  offices  or  wherever  they  meet,  agents  can  quickly  retrieve 
the  latest  information  on  wide-ranging  insurance  policies  from  a 
company  database  and  show  it  to  clients  on  their  handset  screens.  This 
fast,  efficient  approach  to  providing  information  has  reduced  the  daily 
workload  and  increased  customer  satisfaction. 

American  Family  Life  Assurance  Company  (AFLAC)  has  been  so 
impressed  with  the  advantages  of  its  wireless  Web  solution,  that  it  plans 
to  implement  the  system  in  80%  of  its  9,000  agencies  within  the  year. 

Powerful  support  for  Java  and  e-commerce. 

In  cooperation  with  Sun  Microsystems,  NTT  DoCoMo  launched  a  Java- 
based  i-mode  service  this  January  that  allows  downloading 
I       of  applets  and  other  advanced  content  that  can  be  utilized 
J       at  anytime  without  reconnecting. 
"""%)  Users  can  download  games  for  network  gameplay  or 

maps  to  assist  them  in  reaching  their  destination.  They  can 
quickly  display  charts  of  daily  stock  price  fluctuations  or 
use  agent  applications  to  receive 
—J  automatic  updates  on  stock  charts, 

^^J       weather,  traffic  or  meeting  room 
lS»?*|       availability. 

*— \  The     Secure     Sockets     Layer 

"ZZJ  protocol  (40-bit  and  1 28-bit)  adds 

a  high  level  of  security  for  trans- 
mission of  company  data  and  personal 
information  such  as  credit  card  numbers. 
These  benefits  are  expected  to  fuel  a 
dramatic  surge  in  i-mode  based  e-commerce. 
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Actual  screen  may  differ  from  that  shown 
above    Actual  screen  is  in  Japanese 


En  route  to  a  borderless  world. 

i-mode  has  the  potential  to  bring  everyone,  everywhere 
the   freedom   and   convenience   of   borderless   mobile 
multimedia  communications.  One  major  landmark  en  route 
to  this  dream  was  the  May  30th  debut  of  FOMA  as  an 
ntroductory  phase  —  NTT  DoCoMo's  first  step  in  a  rollout  of 
ide-ranging  IMT-2000  broadband  services  —  which  brings  the 
power  of  3G  to  4,500  individual  and  corporate  users  who  met 
necessary  criteria  in  the  Tokyo  area. 

Through  technological  innovation  and  strategic  international 
alliances,  NTT  DoCoMo  is  well  on  the  way  to  spreading  i-mode  around 
the  world.  Sooner  than  you  ever  thought  possible,  the  door  of 
opportunity  could  be  opening  for  you 


i-mode  is  the  name  used  in  Japan  for  NTT  DoCoMo's  mobile  Internet  service 

FOMA  (freedom  Of  Mobile  multimedia  Access)  is  the  name  used  in  Japan  for  NTT  DoCoMo  W-CDMA  services 


NTT  DoCoMo,  Inc. 


www.nttdocomo.com 
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firms  two  years  ago  because  of  a  powerful 
idea:  They  would  use  the  Net  to  let  com- 
panies outsource  their  entire  tech  depart- 
ments— from  personnel  and  computers 
to  software  and  storage.  Rather  than  dol- 
ing out  millions  to  buy  and  install  com- 
plicated computer  systems,  corporations 
could  pay  a  steady  monthly  fee  to  asps. 
The  asps  would  run  a  company's  crucial 
operations  out  of  their  own  offices,  dish- 
ing up  software  as  needed  over  the  Inter- 
net. Corporations  salivated  over  the 
prospect  of  saving  big  upfront  costs  and 
lots  of  tech  headaches.  After  $1.6  billion 
was  poured  into  asps  last  year,  vcs  cut  off 
the  money,  reducing  their  investments  to 
$121  million  during  the  first  quarter.  Now, 
Gartner  Inc.  estimates  more  than  half  of 
the  500  asps  that  were  funded  over  the 
past  few  years  will  go  under  this  year. 

The  decimation  is  taking  a  heavy  toll 
on  innovative  new  services.  NotifyMe 
Networks  Corp.,  an  18-month-old  start- 
up that  raised  $14  million  and  boasted 
an  engineering  team  out  of  at&t  and  a 
chief  executive  that  had  worked  at 
Microsoft,  shut  down  at  the  end  of  May 
when  it  ran  out  of  money.  Its  system  al- 
lowed corporations  to  send  information 
from  their  customer  databases  to  a  serv- 
ice run  by  NotifyMe,  which  would  then 
zap  updates  to  the  company's  customers 
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via  mobile  phones  and  pagers  and  e-mail. 
Travel  service  Sabre  was  trialing  NotifyMe 
to  let  passengers  know  when  flights  were 
delayed  or  cancelled,  and  package  deliv- 
ery service  Nextjet  was  using  the  system 
to  let  customers  track  packages.  "Their 
philosophy  and  strategy  made  the  service 
so  easy  to  use,"  says  Paul  Orsak,  chief 
technology  officer  at  Dallas-based 
Nextjet.  "Literally,  within  a  day  you  could 
be  using  their  service." 

That's  not  the  only  place  a  lack  of 

"The  best  time  to 


company  is 


power  of  far-flung  computers  to  mode 
influenza  vaccines  and  other  similar  proj 
ects,  went  out  of  business  in  March.  "It' 
really  hard  right  now,"  says  Clay  Shirley, 
partner  at  the  Accelerator  Group,  a  Nev 
York  incubator.  "It's  hard  to  get  people  t 
fund  infrastructure  companies." 

asps  and  P2Ps  may  sound  like  alpha 
bet-soup  companies  that  only  corpora 
tions  could  love.  But  consumers,  toe 
could  pay  for  a  slowdown  in  innovatior 
Several  tech  sectors  had  been  on  the  cus 
of  becoming  truly  mass  markets  whe 
the  bottom  fell  out  of  the  capital  maf 
kets.  Internet  devices,  wireless  data,  an 
broadband  services  seemed  ready  t 
make  the  leap  to  wide  use — much  lik 
when  television  graduated  from  bein 
an  educational  tool  to  a  mass-marke 
product  in  the  1940s. 

Remember  all  the  talk  of  an  Interne 
appliance  on  your  refrigerator  to  orde 
groceries  over  the  Net?  Or  how  yo 
would  download  all  your  music  fror 
Napster  or  some  other  Web  site  and  the 
copy  it  to  a  player  in  your  car  or  yov. 
wristwatch?  Forget  about  it.  Innovatior 
that  seemed  close  a  few  months  ago  ms 
not  materialize  for  5  or  10  years.  In  N 
appliances,  for  example,  the  capit 
crunch  has  chased  hotshot  upstarts  lii 
Netpliance  out  of  the  business.  Even  moi 
established  companies,  including  3Con 
have  dumped  their  Net-device  initiativi 
as  they  go  into  survival  mode.  "I  thin 
that  everything  that  was  happenin 
around  Napster  was  a  sign  that  [the; 
new  digital  services]  were  about  to  tur 

start  a  great 

in  a  downturn 


money  is  choking  off  innovation.  Last 
year,  venture  firms  began  trying  to  figure 
out  how  to  commercialize  peer-to-peer 
technology,  which  harnesses  thousands 
of  computers  and  huge  databases  of  in- 
formation to  tackle  big  jobs,  such  as  an- 
alyzing climate  changes,  vcs  invested  $300 
million  in  100  P2P  companies  in  2000, 
but  the  flow  of  cash  has  declined  sub- 
stantially this  year.  Already,  10  of  the 
freshly  funded  companies  have  bit  the 
dust,  sold  out,  or  shifted  to  a  new  line  of 
business.  For  instance,  Popular  Power, 
which  pulled  together  the  spare  processing 


consumer  just  when  the  market  we 
down,"  says  Harvard's  Branscomb. 

The  hit  to  broadband  may  be  one 
the  more  damaging  ones.  Because  broai 
band  Net  connections  have  been  rolk 
out  more  slowly  than  expected,  many  ii 
vestors  have  been  scared  away  from  con 
panics  that  rely  on  speedy  Internet  lin 
that  deliver  movie-quality  video  and  rii 
graphics.  An  entire  generation  of  con 
panics  has  been  wiped  out  in  online  ei 
tertainment,  streaming  audio  and  vid< 
technologies,  and  digital-rights  manag 
ment — the  software  that's  critical 
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m   That  we  Built. 


More  and  more  Global  2000  companies  have  discovered  that 
we  don't  just  connect  applications — we  automate  their  business 
processes.  To  get  the  full  story,  visit  www.crossworlds.com 
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Integration  is  more 
than  just  connections 
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managing  how  copyright-protected 

movies  or  songs  zip  around  the  Net.  [n 
online  entertainment  alone,  dozens  of 
companies  have  gone  under  in  the  past 
year,  including  sports  site  Quokka  Sports 
and  personalized  news  site  Zatso  Inc. 

The  result  is  a  vicious  circle:  Without 
broadband,  online  content  is  a  mere 
shadow  of  what  it  could  be.  That  makes 
the  Web  surfer's  experience  less  com- 
pelling, which  could  slow  the  number  of 
people  who  flock  to  the  Web.  That,  in 
turn,  lowers  demand  for  broadband — 
making  it  the  problem  and  the  solution. 
"The  unfortunate  thing  is  that  just  as  vcs 
are  giving  up  on  these  companies  is  ex- 
actly the  time  when  they  are  critical," 
says  Ford  Cavallari,  vice-president  at  the 
Boston  consulting  firm  Adventis. 

Development  drag.  A  similar  cycle 
is  putting  a  drag  on  the  development  of 
wireless  devices.  Consider  Scout  Electro - 
media's  wireless  service  called  Modo.  The 
size  of  a  cigarette  pack,  the  Modo  device 
transmitted  data  using  the  existing  paging 
network  and  was  targeted  at  the  22 -to- 
33-year-old  crowd  that  wanted  to  find  the 
latest  hot  spot  or  listen  to  the  coolest  band. 
Thousands  of  people  bought  the  $99  de- 
vices as  soon  as  they  went  on  sale  in  New 
York  and  Los  Angeles  last  fall  and  the 
company  planned  to  boost  production. 
But  the  company  needed  more  dough  and 
its  venture  backers,  idealab!  and  Flatiron 
Partners,  had  big  enough  fi- 
nancial problems  that  they 
wouldn't  chip  in  more  cash. 
Modo  shut  down  in  October, 
three  weeks  after  its  launch. 
"Instead  of  trying  to  make  a 
slightly  better  cell  phone  or 
Palm,  Scout  wanted  to 
change  the  world,"  says  Kevin 
Werbach,  editor  of  EDventure 
Holdings'  tech  review 
newsletter  Release  1.0.  "This 
was  a  company  building  tech- 
nologies consumers  could  re- 
ally use,  and  tackling  the  ex- 
pense and  complexity  that 
have  caused  most  wireless  in- 
formation devices  to  fail." 

The  impact  on  innovation 
goes  beyond  the  failure  of  a 
flock  of  newbie  companies. 
With  less  pressure  from  start- 
ups, established  companies 


have  less  incentive  to  develop  new  prod- 
ucts and  services.  After  several  music  sites 
folded  and  Napster  was  straitjacketed  by 
the  courts,  most  of  the  major  record  labels 
scaled  back  their  plans  for  peddling  mu- 
sic on  the  Net.  "The  studios  and  the  labels 
don't  really  have  much  pressure  now," 
says  Frank  Biondi,  the  former  ceo  of  three 
entertainment  companies — Viacom,  Uni- 
versal Studios,  and  HBO — who  is  now  sen- 
ior managing  director  at  venture  fund 
Water  View  Advisors  LLC. 

Not  all  the  news  about  innovation  is 
gloomy.  Some  vcs  continue  to  make  high- 
risk  bets  that  may  lead  to  significant  in- 


as  they  zip  around  the  country.  "Th 
technology  may  not  be  applicable  for  twi 
or  three  years  but  we  think  it  make 
sense,"  says  Todd  Brooks,  general  part 
ner  at  Silicon  Valley's  Mayfield,  a  financi 
backer  and  one  of  the  most  active  venturj 
firms  these  days.  IBM  is  pushing  the  en) 
velope  in  supercomputers  and  chips, 
well-run  research  organization  shouldn 
go  up  and  down  with  the  economy,"  sa 
Paul  Horn,  IBM's  research  director. 

Still,  most  venture  firms  are  shelvin 
the  expensive  change-the-world  bets 
the  past  few  years.  Rather,  investors  ar 
focusing  on  incremental  improvement* 


"Entrepreneurs  won't  even  waste 

time  trying  to  find  money 


novations  in  the  future.  They  tend  to  be 
in  a  handful  of  areas,  including  semicon- 
ductors, data-storage  technology,  and  op- 
tical-networking gear  for  high-speed  tele- 
com networks.  Lightbit,  headquartered 
in  Mountain  View,  Calif.,  is  an  example  of 
the  long-term  investments  still  being 
made  in  optical  technologies.  The  com- 
pany, based  on  research  from  Stanford 
University,  is  developing  all-optical 
switching  capabilities  that  make  telecom 
networks  faster  and  cheaper  to  operate 
by  eliminating  the  need  to  change  optical 
transmissions  into  an  electrical  format 


particularly  in  supply  chain  software,  In 
ternet  security,  and  wireless  networkin 
software.  One  example  is  Tahoe  Network 
Inc.,  which  raised  $38  million  in  Januar 
from  Redpoint  Ventures  and  Accel  Part 
ners.  The  San  Jose  (Calif.)  company  is  de 
veloping  switching  equipment  and  soft 
ware  to  let  wireless  network  operatoi 
more  easily  connect  new  wireless  network 
with  existing  data  and  Internet  network: 
"In  some  ways,  the  best  time  to  start 
great  company  is  in  a  downturn,"  say 
Anthony  Alles,  the  company's  ceo. 

After  the  folly  of  the  past  couple  c 
years,  a  return  to  more  careful,  measure 
development  of  technology  does  mak 
sense.  The  danger  is  that  cutbacks  will  g 
too  fast  and  too  deep.  Regis  McKenn; 
the  marketing  guru  who  helped  put  Appl 
Computer  Inc.  and  Intel  on  the  map,  ai 
gues  that  Silicon  Valley  is  prone  to  wil 
swings  in  funding  and  innovation  becaus 
it  has  not  yet  learned  from  the  past.  "M 
parents  learned  from  the  '29  Crash, 
says.  "But  we  haven't  developed  a  corr 
munity  memory,  maybe  because  of  th 
huge  influx  of  entrepreneurs.  There  aren 
enough  people  who  have  been  aroun 
long  enough."  Maybe  this  time  the  Vail 
and  the  rest  of  the  tech  world  will  leai 
from  the  lessons  of  the  past. 

Contributing:  Jitn  Kerstetti 
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LI    For  Q&A's  with  innovation  gurus  at 
IBM  and  Sun  Microsystems,  go  to 
ebiz.businessweek.com. 
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MANAGEMENT  CRISIS 


CRISIS  MANAGEMENT 


Roberta  hears  about 
client  crisis  on  way  to 

meeting  in  Tucson. 
She  goes  back  to  office. 

She  misses  her  flight. 
She  misses  her  meeting. 


at&t 

wireless 
data 
service 


Roberta  hears  about 
client  crisis  on  way  to 

meeting  in  Tucson. 
She  wirelessly  accesses 
crucial  information  from 

company  intranet. 

Then  she  rallies  her  team 

via  e-mail. 

She  makes  her  flight. 

Problem  is  solved  by  takeoff. 

Get  time-sensitive  information  anywhere  AT&T  Wireless  Data  Service  is 


available,  Crank  through  urgent  e-mails,  manage  schedule  changes,  access 


contact  information  and  view  the  latest  Web  content — all  from  your  PDA. 


It's  fast,  it's  secure  and  it  helps  increase  productivity.  Because  you're  never  far 


from  the  facts  you  need  to  help  a  client.  And  your  bottom  line,  as  well 


YOUR  WORLD.  CLOSE  AT  HAND. 


tttwireless.com/dataservice 


AT&T  Wireless 


888  DATA- ATT  ext.  102 


brunt  Information 


AT&T  Wireless  Data  Service  is  available  in  over  3.000  cities  across  the  United  States.  Detailed  local  coverage  maps  are  available  at 
'ireiess.com/dataservice.  AT&T  Wireless  Data  Service  is  available  over  the  AT&T  wireless  data  network  and  in  markets  where  we  have  mtercarner  agreements 
'ice  outside  the  AT&T  Wireless  area  is  provided  by  other  wireless  carriers.  Coverage  may  vary  due  to  customer  equipment  and  other  factors.  Due  to 
=rage  limitations,  information  may  not  be  accessible  at  all  times.  Certain  service  applications  may  require  purchase  of  an  associated  service,  additional  software  or 
■/ork  connections.  Additional  terms  and  conditions  apply.  ©2001  AT&T  Wireless.  All  rights  reserved. 


The  coveted  five  nines.  In  the  past, 

only  a  precious  few  were  allowed  to  see  them. 

99.999%  uptime.  For  a  server  operating  system,  it's  a  measure  of  reliability  that  translates  into 
over  five  minutes  of  server  downtime  per  year*  For  your  business,  that  means  servers  are  up  an 
running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  usually  start  under 
lab  conditions.  But  where  are  these  five  nines  when  your  business  needs  them?  If  you're  using 
Microsoft®  Windows*  2000  Server-based  solutions,  they  may  be  closer  than  you  think.  Today 
Starbucks,  FreeMarkets  and  Mortgage  Ramp,  an  affiliate  of  GMAC  Commercial  Mortgage,  are  us 


ift'l  Windows  2000 

Server  Family 


•This  level  of  availability  Is  dependent  on  many  factors  outside  ot  the  operating  system.  Including  othet  hardware  and  software  technologies,  mlsslorwltlcal  operational  processes  and  professional  services.  ©  2001  Microsoft  Corporation.  All  rights  reserved,  Mlef 
Windows,  and  Hie  Windows  logo  are  erther  registered  trademarks  or  trademarks  ol  Microsoft  Corporation  in  the  United  Stales  and/or  other  countries.  The  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  ol  then  respective  owners 


dows  2000  Server- based  systems  designed  to  deliver  99.999%  server  uptime.  Of  course,  not  all 
allations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The  Windows  2000  Server  family 
help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry  leaders  such  as  Compaq,  Dell, 
/lett-Packard,  IBM,  Unisys,  Stratus  and  Motorola  Computer  Group  can  work  with  you  to  deliver 
itions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions  you  can  count  on,  visit 
rosoft.com/windows2000/servers  Software  for  the  Agile  Business. 


Microsoft 


WEB  SMART  COMPANIES 


BusinessWeek  e.biz 


FAITH  KEENAI 


Friendly  Spie 

Corporate  eavesdroppers 


sponsor  chats-and  get 
marketing  smarts  in  return 


On  the  Ne 


ancy  Jaroh  isn't  the  type  you  expect  to  find  in  an  Internet 
chat  room.  The  49-year-old  mother  from  Traverse  City, 
Mich.,  has  little  time  to  spare  after  caring  for  three  chil- 
dren and  working  part-time  at  a  data-entry  job. 


Still,  she  managed  to  meet  and  be- 
friend Linda  Hutchins,  47,  a  stay-at-home 
mom  in  Durham,  N.  C,  via  the  Web. 
They  became  so  close  that  Jaroh's  12- 
year-old  daughter  paid  tribute  to 
Hutchins'  mother,  a  cancer  victim,  during 
a  recent  cancer  walkathon. 

How  did  these  two  unlikely  Netizens 
connect  online?  Through  a  corporate 
sponsor,  one  also  acting  as  an  authorized 
eavesdropper.  Every  recipe  the  two 
exchanged,  every  word  of  solace 
they  shared  since  they  went  on- 
line in  November,  was  moni- 
tored    by     researchers      at 
Hallmark  Cards  Inc. 

The  greeting-card  company 
hopes  to  glean  new  product  ideas 
by  watching  the  lives  of  200  con 
sumers  unfold  through  online  conver- 
sations held  on  its  "Idea  Exchange"  Web 
site.  In  return,  the  participants  receive 
Hallmark  gifts  every  month  and  have  a 
little  fun.  Many  say  they  love  tuning  into 
their  own  soap  opera  every  day.  They 
sign  on  when  they  have  a  moment,  chat 
among  themselves,  post  pictures  of  home 
decorations  at  Hallmark's  prompting,  and 
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answer  the  company's  questions  about 
products  and  ideas.  "They're  letting  you 
in,  showing  you  around,"  says  Lori  Givan, 
a  senior  business  research  project  leader  at 
Hallmark.  "There  are  interesting  things 
you  can  see,  being  a  voyeur  in  some- 
one's home." 

Instead  of  keeping  their  ears  to  the 
ground,  market  researchers  now  have  their 
eyes  glued  to  the  screen.  From  Kraft  Foods 
Inc.  and  Coca-Cola  Co.  to  Motorola 
Inc.  and  tiny  yogurt  maker  Stony- 
field  Farm,  companies  are  creat- 
ing private  online  communities 
and  research  panels  that  bring 
shoppers'  feedback  into  the 
company  24  hours  a  day.  Some 
panels  are  selected  through  sci- 
entific sampling  of  online  databases, 
while  other  participants  are  solicited  by 
research  firms.  Companies  are  betting  that 
hospitable  Americans  are  more  than  will- 
ing to  invite  them  in  if  the  companies 
ask  politely,  protect  people's  privacy,  and 
give  incentives — sometimes  cash,  but  usu- 
ally gifts  or  promotional  coupons. 

By  doing  this,  companies  hope  to  tap 
into  lifestyles  for  ideas  on  how  to  make  a 


better  broom,  find  a  new  way  to  involw 
kids  in  making  holiday  decorations,  < 
spot  trouble  with  a  new  product.  Kraft,  fi 
example,  probed  empty-nest  bal 
boomers  for  information  on  lifestyles  ai 
eating  habits  to  develop  a  new  line 
foods  it  expects  to  launch  next  year. 

This  is  the  cutting  edge  of  consum 
research,  saving  time  and  money  ai 
changing  the  way  companies  troll  for  n< 
ideas.  General  Mills  Inc.  has  moved  65 
of  its  consumer  surveys  online,  slashii 
costs  by  50%  and  research  time  by  25S 
Now  it  has  its  own  company  to  condv 
Web  research  for  others.  Indeed,  onli 
bulletin  boards,  virtual  focus  groups,  ele 
tronic  surveys,  and  chats  with  compani 
are  replacing  those  nagging  phone  ca  ■ 
that  always  seem  to  come  at  dinnertin 
Using  traditional  methods,  companies 
ten  got  the  quick  brush-off  from  bu 
consumers.  But  when  folks  are  onlir 
they  tend  to  write  lengthy,  revealing  i 
sponscs.  Coke,  for  example,  did  Net  l 
search  for  a  relaunch  of  its  Powera 
sports  drinks  before  rival  Pepsi  could  co 
elude  the  acquisition  of  market  leac 
Gatorade  from  Quaker  Oats.  The  comf 
ny  got  plenty  of  ideas  for  improving 
sports  drinks,  and  the  sessions  with  tec 
were  done  in  half  the  time  and  ai  half 
expense  of  traditional  methods,  says  Cc 
brand  manager  Rohan  ( V.i. 

Today,  Web  research  is  a  small  I 


owing  field.  Companies  spent  $258 
illion,  or  about  10%  of  consumer  re- 
irch  budgets,  to  query  shoppers  on- 
e  in  2000.  That's  expected  to  rise  70%, 

$439  million,  this  year,  according  to 
side  Research,  a  market  research  news- 
ter  in  Chicago.  "It's  only  the  begin- 
ig,"  says  John  R.  Hauser,  a  professor  of 
arketing  and  management  at  Massa- 
usetts  Institute  of  Technology.  "In  five 
ars,  almost  all  product  concept  tests 
11  be  done  online." 

For  many  companies,  there's  little 
oice:  Fierce  competition,  customer  con- 
aon  over  products  that  are  close  relatives 

existing  products,  and  scarcer  shelf 
ace  are  forcing  companies  to  try  to  cre- 
I  new  hit  products  faster  and  at  lower 
st.  Consider  the  toothpaste  aisle  of  the 
:al  supermarket.  Every  company  offers 
mbinations  of  toothpaste  with  baking 
da,  tartar  control,  peroxide  whitening,  in 
I  or  paste,  in  fresh  mint,  clean  mint, 
d  more  flavors.  These  kissing  cousins 
on't  create  the  buzz  that  a  truly  inno- 
tive  new  product  does,"  says  Jeff  Ewald, 
senior  partner  with  ad  agency  J.  Walter 
lompson.  "Retailers  aren't  taking  them 
I  i  because  there's  limited  shelf  space  and 
ey're  not  exciting  to  customers." 

That's  why  lightbulb  moments  from 
nsumers  are  crucial.  The  sports  bra, 
ter  all,  was  the  brainchild  of  two 
>men  joggers  who  combined  two  jock- 


TAKING  A  GANDER 

With  permission  from  shoppers,  consumer-products  companies  are  using  the 
Web  to  peek  into  the  homes  of  the  people  who  buy  their  goods.  Here's  why: 


Hallmark  Cards 


Research:  The  company  hosts  an  on- 
line bulletin  board  for  200  consumers 
who  chat  about  everything  from  holi- 
day decorating  ideas  to  prayers  for  ill 
loved  ones.  Hallmark  breaks  in  to  steer 
the  conversation  or  conduct  surveys. 

Payoff:  New  ideas  for  cards  such  as 
less  sentimental  ones  for  mothers-in- 
law  or  sympathy  cards  for  the  an- 
niversary of  a  death,  and  an  entire 
new  product  line  that  Hallmark  has 
yet  to  disclose. 


Stonyfield  Farm 


Research:  Stonyfield's  higher-priced 
yogurt  appeals  to  a  niche  audience 
that  can't  easily  be  found  in  phone 
surveys  or  mall  interviews.  So  it  went 
online  to  ask  105  yogurt  eaters  for 
feedback  on  new  products. 

Payoff:  The  survey  was  done  in  two 
days,  down  from  a  month,  for  20%  less 
cost  than  a  phone  survey.  The  compa- 
ny ditched  the  name  YoFemme  after 
consumers  panned  it,  in  favor  of  YoSelf. 


Coca-Cola 


Research:  Coke  created  an  online 
panel  of  100  teenagers  and  asked 
how  to  remake  its  flagging  Power- 
ade  sports  drink.  Coke  wanted  to 
move  fast,  and  by  going  deep  with 
the  same  panelists,  it  could  count 
on  quality  results. 

Payoff:  Powerade  relaunched  in 
June  with  B  vitamins,  thanks  to  in- 
put from  the  panel.  Coke  cut  the 
time  and  cost  of  product-develop- 
ment research  by  50%. 


Kraft  Foods 


Research:  The  company  surveyed 
160  panelists  about  frozen  vegeta- 
bles, then  chose  24  to  do  a  taste-test 
for  a  new  product.  Consumers  sent 
responses  via  e-mail  that  were  more 
detailed  than  traditional  surveys. 

Payoff:  Research  was  30%  faster 
and  25%  cheaper  than  a  typical  fo- 
cus group.  And  Kraft  reached  con- 
sumers nationwide  rather  than  in 
just  a  few  major  cities. 
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straps  for  extra  support.  Companies  have 
long  turned  to  customers  for  help  in 
brainstorming  new  product  innovation 
and  development.  But  it  has  been  costly 
and  cumbersome  to  dig  up  the  next  big 
idea  on  Main  Street.  Phone  or  mail  sur- 


counting  on  the  Idea  Exchange  to  help 
generate  new  product  lines  that  will  allow 
the  company  to  triple  annual  revenue  to 
$13  billion  by  2010.  It  can  mine  leads 
from  consumers  as  they  chat  among 
themselves  as  well  as  test  its  own  hunch- 
es. The  company  might 
ask  participants  to  recall 
their  all-time  favorite 
card  and  ask  them  to 
send  in  the  stock  num- 
ber. When  they  watch 
customers  chatting  on- 
line, they're  looking 
for  common   threads, 


help  in  probing  about  100  16-  to  23-yeai 
olds.  Coke  wanted  to  know  if  they  foun 
energy  drinks  as  appealing  as  sports  drinl 
and  tested  names  like  Powerade  Psycl 
which  won  out  over  options  like  PI,  P 
P3 — names  that  were  supposed  to  te 
consumers  the  different  levels  of  energ 
boosting  ingredients  in  the  drink. 

The  results  are  now  on  supermark 
shelves.  The  first  new  Powerade  drin 
fortified  with  vitamin  B,  launched  i 
June.  "When  you're  brainstorming  di 
ferent  ideas  and  concepts,  you  can't  ket 
going  to  consumers  in  different  citil 
because  it  takes  too  much  time,"  sa 


Spending  on  Web  research  is 
expected  to  rise  70%  this  yea 


Michigan  mom  Nancy  Jaroh  is  part  of  Hallmark's  online  chats 


veys,  the  typical  way  to  query  consumers 
for  new  ideas  or  test  new  concepts,  can 
run  up  to  $50,000  a  pop.  A  single  focus 
group  of  about  eight  participants  costs  an 
average  of  $5,000,  not  including  travel, 
and  usually  at  least  three  are  needed  in 
different  cities  to  dig  deeper  into  a  con- 
cept. It  costs  $125,000  for  a  company  to 
reach  200  people  through  focus  groups. 
Online  research  firms  say  they  can  do  it 
for  much  less.  BuzzBack,  a  year-old  Net 
research  company  in  New  York,  would 
charge  about  $25,000  to  reach  the  same 
number  of  people  and  deliver  tabulated 
results  within  days  rather  than  weeks. 

Close  Call.  With  many  of  the  efforts  less 
than  a  year  old,  it's  too  early  to  tell 
whether  such  feedback  can  help  deliver  the 
next  big  consumer  craze.  Few  ideas  gen- 
erated have  made  it  through  the  prod- 
uct-development process  to  the  store  shelf. 
"We're  making  this  up  as  we  go  along," 
says  Tom  Brailsford,  manager  of  knowl- 
edge leadership  at  Hallmark. 

Still,  Hallmark  is  at  the  vanguard  of 
using  the  Net  for  customer  input.  It's 


whether  it's  a  hobby  like 
keeping  a  scrapbook  or 
excitement  about  a  new 
trend  like  Pokemon. 
Any  of  this  could  lead 
to  a  new  product  or 
promotion. 

One  eureka  moment 
came  for  Hallmark 
monitors  in  late  May. 
The  four-person  team 
that  watches  the  site  noticed  members 
talking  about  what  to  do  with  their  kids 
on  rainy  days.  They  fed  the  idea  to  the 
company's  book  division.  Now  the  book 
unit  is  exploring  whether  to  publish  a 
book  featuring  fun  things  to  do  to  help 
frazzled  parents  trapped  indoors.  Brailsford 
says  the  exchange  has  given  Hallmark  an 
idea  for  a  completely  new  product  line, 
though  he  won't  reveal  it.  "We're  trying  to 
get  outside  the  building,"  says  Brailsford. 
"Innovation  occurs  out  there  just  as  much 
as  it  occurs  in  here."  The  company  is  so 
pleased  with  the  results  that  in  May  it 
launched  a  community  for  grandparents 
and  added  one  in  June  for  Hispanics. 

Running  round-the-clock  coffee  Watches 
is  only  one  way  to  accelerate  product  de- 
velopment. The  need  for  speed  drove 
Coke  to  use  an  online  panel  to  help  it  re- 
vive its  Powerade  line  of  sports  drinks, 
which  has  just  15%  of  the  market.  Coke 
wanted  to  have  the  new  product  on  the 
market  before  Pepsi  took  control  of 
Gatorade,  with  a  77.6%  market  share,  ac- 
cording to  Beverage  Digest.  Over  two 
months  last  fall,  Coke  asked  BuzzBack  for 


Coke's  Oza.  "The  Net  keeps  you  movii 
forward." 

Niche  companies  face  a  different  pro 
km  when  it  comes  to  research:  finding  t 
narrow  slice  of  folks  that  might  want 
buy  their  goods.  Take  Stonyfield  Fan 
Because  its  yogurt  contains  added  nuti 
ents  and  is  more  expensive  than  oth 
brands,  it  appeals  to  only  10%  of  t 
population,  says  ceo  Gary  Hirshberg. 
could  never  find  the  high-income,  well- 
ucated  women  that  the  company  cour 
as  its  biggest  customers  through  typi 
phone  surveys  and  mall  encounters. 

Hirshberg's  opinion  of  research  is 
ginning  to  change  thanks  to  the  Inter: 
Web  feedback  may  have  even  saved 
multimillion-dollar  blunder.  Stonyfi 
turned  to  the  Web  to  test  a  new  yoi 
targeted  at  women.  Within  days,  the  1 
or-so  women  it  sampled  online  gavi 
resounding  thumbs-down  to  the  n 
YoFemme.  They  thought  it  sounded  lik< 
catcall  women  would  get  from  cons 
tion  workers.  So  Hirshberg  returned 
the  Web  to  try  another  name:  YoSelf. 
"yes"  votes  poured  in  within  two  d 
compared  with  up  to  two  months  tha 
used  to  take  by  traditional  methods, 
new  yogurt  launched  in  May. 

Whether  it's  inventing  new  products 
reviving  old  ones,  companies  are  coun 
on  consumers  to  help.  And  they're  will 
if  it's  as  easy  as  clicking  on  a  Web  site 
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For  a  O&A  with  Hallmark's  Brailsford,  go| 
to  ebiz.businessweek.com. 
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"No  sound?" 

'Nothing.' 


"It  should  work." 


'A  stronger  electrical  current?" 


'How  much  stronger,  Mr.  Watson?" 
"All  we  got,  Mr.  Bell." 


The  right  partner  at  the  right  time  can  mean  everything. 

)t  for  this  partnership,  the  world  of  communications  wouldn't  be  where  it  is  today. 

The  McGraw-Hill  Companies  understands  the  importance  of  having  the  right  partner,  be  it  in  business, 
lance  or  education.  Our  Standard  &  Poor's  division,  in  addition  to  its  Credit  Market  Services, 

is  an  established  leader  in  real-time  data  and  analyses  for  the  Web.  Our  partners  include  Datek,  which  utilizes 
:ustom  Web-solutions,  E*TRADE,  whose  online  investors  rely  on  our  equity  research,  and  services  like  America  Online 
id  MSN,  to  whom  we  provide  market  data.  Now  we'd  like  to  hear  from  you.  For  more  information, 
e-mail  us  at  partners@mcgraw-hill.com  or  find  us  on  the  Web  at: 

www.mcgraw-hill.com/partners 
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Make  or  Break  for 


Auto 


0    0 


A  Web  site  it's  testing  for  GM  could  be  the  new 
business  model  the  sputtering  company  needs 

ark  Lorimer  paces  nervously  in  his  office.  The  burly,  red- 
haired  chief  executive  of  online  car-referral  service  Autoby- 
l.com  Inc.  suffers  from  chronic  back  pain  and  can't  stay 
seated  for  too  long.  Even  if  he  could  sit  still,  he  wouldn't  be 


able  to  relax.  Lorimer  is  anxious  about 
hearing  from  General  Motors  Corp.  at  the 
end  of  this  month.  On  Feb.  21,  Autobytel 
vas  chosen  by  the  car  giant  to  design  and 
test  a  Web  site  that  lets  potential  GM  buyers 
comparison-shop  among  several  of  its  deal- 
ers. The  90-day  test  ends  July  31  and  could 
lead  to  a  broad  partnership  with  gm.  "If  all 
goes  well,"  says  Lorimer,  "we'll  have  the 
ability  to  do  this  on  a  larger  scale." 

Getting  the  nod  from  gm  won't  get 
rid  of  Lorimer's  back  pain,  but  it  will 
ease  the  aching  sense  that  his  company  is 
hurtling  toward  a  dead  end.  Last  year, 
Autobytel  posted  an  operating  loss  of  $35 
million,  up  from  $26.7  million  the  year 
before.  The  shares,  which  once  traded  as 
high  as  $44,  are  down  to  $1.40,  and  ana- 
lysts say  the  company  could  be  hard- 
pressed  to  make  earlier  projections  that  it 
would  lose  $2  million  on  $16.5  million  in 
revenue  during  the  second  quarter.  That 
could  be  more  bad  news  for  a  company 
that  all  but  one  Wall  Street  firm  has 
stopped  covering. 

In  response,  Lorimer  has  spent  much 
of  this  year  rushing  to  fulfill  a  promise 
that  Autobytel  will  turn  an  operating  prof- 
it in  the  third  quarter.  To  get  there,  he's 
slashing  advertising  costs  and  halting  the 
development  of  Web-site  features  such  as 
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an  auction  site  and  a  loyalty-points  pro- 
gram deemed  too  cosdy  to  maintain.  It's 
working:  The  company's  operating  loss 
has  narrowed  in  each  of  the  past  four 
quarters,  dropping  to  $5.3  million  in  the 
first  quarter  of  this  year  from  $9.6  million 
a  year  ago.  "The  rules  have  changed,"  says 
Lorimer.  "To  bring  profitability  in,  we 
must  lessen  the  focus  on  growth." 

Autobytel  is  at  a  crossroads.  So  far,  it 
has  survived  the  dot-com  crash  that  has 
knocked  several  competitors  out  of  the 
online-auto  space,  including  CarOrder.com 
and  Greenlight,  in  which  Amazon.com 
Inc.  owned  a  small  stake.  On  Apr.  1 1 , 
Autobytel  agreed  to  buy  rival  Autoweb.com 
Inc.  for  $15.6  million  in  stock,  which  will 
bump  its  network  of  dealerships  from 
4,700  to  7,000  and  its  sales  from  $66.5 
million  in  2000  to  an  estimated  $100  mil- 
lion this  year.  The  deal  is  expected  to  close 
in  the  third  quarter.  With  2.6  million  vis- 
itors in  May,  Autobytel  and  Autoweb  to- 
gether boasted  the  second-most  traffic 
among  new-car  buying  sites,  behind  Mi- 
crosoft Corp.'s  Carpoint.com,  according 
to  Jupiter  Media  Metrix.  Lorimer  insists 
Autoweb — which  lost  $38.4  million  on 
$52.3  million  in  sales  last  year — won't  de- 
lay Autobytel 's  profitability  Although  he 
won't  reveal  specifics,  it's  clear  he  will  send 


pink  slips  to  most  Autoweb  employe 
Meanwhile,  Autobytel  has  $75  million 
cash,  enough  to  last  through  the  first  q 
ter  of  next  year. 

Even  if  Autobytel  makes  it  into 
black,  the  company  will  not  survive  wi 
out  radically  overhauling  its  business  mo 
el.  It  operates  by  giving  dealers  sales  lea 
from  car  shoppers  who  log  onto  the  s: 
and  indicate  what  they're  looking  for 
their  next  set  of  wheels.  The  service 
free  for  consumers,  but  it  costs  auto 
ers  signing  fees  of  up  to  $5,000  and  aw 
age  monthly  charges  of  $900.  These  da; 
dealers  are  finding  the  fees  hard  to  jus 
In  the  past  six  months,  527  dealers 
dropped  Autobytel,  and  Autoweb  lost  49' 
of  its  dealers  in  2000  alone.  Ultimately, 
will  be  impossible  for  Autobytel  to  thrii 
in  the  face  of  increasing  competition  froj 
carmakers  such  as  Ford  Motor  Co.  aj 
Toyota  Motor  Corp.,  which  are  team 
with  dealers  to  develop  their  own  si 
to  pass  along  sales  leads  at  a  fraction 
what  Autobytel  charges. 

gm  says  it's  too  early  to  gauge  the 
sponse  to  the  new  site.  The  test,  launch 
on  May   1,  involves  customers  in 
Washington  (D.  C.)  area  who  log  o 
Autobytel  and  note  that  they  want  to 
a  Chevrolet.  Under  the  standard  Autj 
bytel  system,  the  buyer  could  choose- 
only  one  dealer's  selection  oi  cars 
the  GM  site  pools  data  from  22  Ch 
dealers,  giving  buyers  more  choices 

Autobytel  needs  cm — badly.  If  Au 
bytel  is  going  to  embrace  a  new  busini 


Lorimer:  "To  bring 

profitability  in,  we 

must  lessen  the 

focus  on  growth" 


An  Invisible  — 
Yet  Powerful  —  Force 

The  wind.  It's  an  invisible  and 
powerful  force  that  can  make  or 
break  a  golfer's  game,  especially  at 
the  British  Open,  a  premiere  event 
known  for  its  breezy  courses. 

"With  the  Unisys  'wind  stick' 
and  associated  technology,  the 
television  audience  can  more 
closely  experience  what  the  golfers 
feel,  particularly  at  Britain's  breezier 
courses,"  notes  David  Fox,  Direc- 
tor of  Sports  Marketing  at  Unisys. 

The  technology,  which  provides 
real-time  data  on  the  playing 
conditions,  displays  on  screen  a 
wind  gauge  that  is  branded  with 
the  Unisys  logo.  So  how  does  it 
work?  Wind  speed  and  direction 
are  measured  by  a  precision 
anemometer  and  vane  mounted 
on  a  telescoping  pole.  These 
measurements  are  calibrated  by 
a  weatherproof  microcontroller, 
which  then  transmits  the  data  over 
a  radio  modem  to  a  base  station 
PC  inside  the  TV  production  truck. 
This  information  is  then  merged 
with  other  data  and  superimposed 
in  a  dynamic  wind  arrow  display 
on  the  viewer's  screen. 

"The  wind  is  critical  to  the 
player's  focus,"  notes  Jack 
Graham,  Golf  Producer  at  ABC. 
"With  the  wind  stick,  we  can 
create  graphics  that  show  the 
wind  speed  and  direction  at  the 
moment  the  golfer  swings.  We 
can  show  how  it  changes  during 
the  ball's  flight  and  how  it  affects 
the  shot.  It's  great  stuff." 

Unisys  is  proud  to  provide  wind 
stick  technology  and  scoring  at 
the  130th  British  Open  Golf 
Championship,  July  19-22. 
www.aheadforebusiness.com 
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model  that  pools  information  on  cars  from 
dozens  of  dealers,  it  has  to  have  the  sup- 
port of  car  manufacturers  such  as  gm  be- 
cause they  provide  the  most  detailed  data 
on  exactly  which  cars  are  available  at  which 
dealerships.  They  also  wield  the  most  pow- 
er in  persuading  dealers  to  participate.  But 
gm  isn't  making  any  promises  about  stick- 
ing with  Autobytel  after  the  test  "As  man- 
ufacturers and  dealers  come  together  to 
take  control,  there's  going  to  be  an  awful 
lot  of  blood  on  the  floor,"  says  David  E. 
Cole,  an  auto  researcher  at  the  Environ- 
mental Research  Institute  of  Michigan. 
"Autobytel  has  good  technology,  and  it 


Beep!  Beep! 


Autobytel  has  been 
losing  dealers*... 


...causing  revenue  to  slip., 


I  'oo 
▲  MILLIONS 


I  'oo  II 

▲  MILLIONS 


"On  Apr.  n,  Autobytel  agreed  to  buy  rival 

Autoweb,  which  will  bump  its  network  of 

dealerships  from  4,700  to  7,000 

Data:  Company  reports 


offers  a  key  benefit — impartiality.  But 
has  to  find  a  way  to  fit  in." 

Autobytel's  edge  is  more  than  impai 
tiality.  Lorimer  is  certain  that  not  evei 
buyer  knows  when  they  first  start  lookir 
that  they  want  a  Saturn  or  a  Camry.  That 
where  Autobytel  can  provide  a  valuab 
service  to  auto  makers.  By  using  Autobytj 
gm  is  reaching  customers  who  are  weighir 
their  options  by  looking  at  several  brands- 
and  capturing  consumers  early  in  the  bu 
ing  process.  "Customers  prefer  independer 
three  to  one  over  manufacturers'  sites, 
we  need  to  have  a  presence  there,"  sar 
Michael  Devereux,  a  director  at  eGM, 

Autobytel  is  no  stranger  to  breakir 
new  ground  in  auto  sales.  The  compai 
was  the  first  Internet  enterprise  to  advq 
tise  on  the  Super  Bowl,  shelling  out  $1 
million  for  a  30-second  spot  in  1997.  Bi 
in  a  slowing  economy,  Autobytel  has  hi 
a  gas-guzzling  marketing  budget.  Last  yes 
marketing  costs  were  over  85%  of  sales- 
just  as  investors  did  an  about-face  ar 
were  demanding  profitability  over  growt 
Brokerage  ubs  Warburg  estimates  that  A 
tobytel  has  to  bring  those  expenses 
60%  of  sales  to  turn  a  profit. 

Lorimer  has  vowed  that  this  year,  he 
cut  back  on  pricey  TV  spots  and  pri 
ads,  which  cost  $14.1  million  last  yes 
according  to  market  researcher  lna/Mi 
awatch.  Thanks  to  a  tough  online  ad  ma 
ket,  Lorimer  has  been  able  to  renegotia 
Web  ad  deals,  saving  $5  million  this  ye 

He  is  also  slowing  plans  to  expai 
Autobytel's  consumer  offerings.  Lorim 
axed  a  membership  program  launched 
April,  1998,  that  awarded  aistomers  poii 
they  could  redeem  against  new  cars  wh 
they  used  a  special  Visa  card.  Last  year, 
deep-sixedy  a  used-car  auction  servi 
started  in  October,  1999,  that  was  slow 
catch  on  with  consumers.  "Will  there 
new  products?"  says  Lorimer.  "Yeah.  Th< 
just  won't  be  four  a  year." 

As  manufacturers  ally  with  deale 
Autobytel  will  have  to  prove  its  value  as 
independent  source  of  information  I 
harried  buyers.  Pooling  data  from  seve: 
dealers,  says  Lorimer,  "is  the  ideal  way 
sell  cars  on  the  Internet."  gm  has  turn 
that  key.  Now,  it's  up  to  Lorimer  to  cnst 
that  Autobytel  doesn't  stall. 
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For  a  O&A  on  Toyota's  Web  efforts,  go  t 
ebiz.businessweek.com. 
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rhey  say,  in  e-business,  it  takes  forever  to  unify  the  past  with  the  future. 


Some  e-business  consultants  will  tell  you 
trying  to  integrate  your  legacy  systems 
takes  too  long  and  costs  too  much.  They 
would  have  you  scrap  what  exists  and 
commit  to  whatever  vision  ot  the  future 
they're  selling  that  day.  Unisys  people 
can  unify  what  you  have  with  what  you're 
going  to  need,  using  our  decades  of 
experience,  ingenuity,  and  plain  old 
hard  work.  And  we  do  it  every  day,  in 
over  100  countries.  Today  is  the  day  to 
start  unifying  your  past  with  the  future. 
With  Unisys  people  there  to  help,  it 
won't  take  forever.  Visit  our  website  at 
www.aheadforebusiness.com. 
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Let  Us  Toast  the  Dead 

Without  the  dot-com  frenzy,  the  Net  would've  taken  years  more  to  develop 

■  t's  easy  to  understand  why  investors  fled  dot-coms  like  a  house  on  fire.  Lots  of  Net  cor 
panies  constructed  dwellings  out  of  highly  flammable  cards.  But  not  everything  they  bu 
burned  to  the  ground.  Collectively,  they  left  a  rich  legacy:  a  huge  leap  in  information-tec 
nology  innovation  that  will  pay  handsome  dividends  for  commerce  for  years  to  com 
To  start  with,  they  scared  the  bejesus  out  of  Corporate  America  and  sent  it  scrar 


bling  to  the  Net.  Corporations  took  a  decade  or  more  to  respond 
to  earlier  threats  such  as  globalization,  says  Austan  Goolsbee,  a 
University  of  Chicago  professor  of  economics.  By  contrast,  the 
dot-com  boom  "got  people  off  their  duffs"  and  onto  the  Net  in 
just  a  couple  of  years  or  so. 

DaimlerChrysler,  for  instance,  went  from  a  Web  site  that  was 
just  an  online  brochure  in  1997  to  one  offering  online  quotes 
and  access  to  70%  of  its  dealers  by  1999.  Why  the  lead  foot? 
New  interlopers  such  as  car-buying  sites  Autobytel.com  Inc.  and 
Autoweb.com  Inc.  Likewise,  Glen  Meakem,  chief  executive  of 
the  Web  marketplace  FreeMarkets  Inc.,  credits  the  dot-com 
bubble  with  frightening  the  likes  of  United 
Technologies  Corp.  and  Quaker  Oats 
Co.  into  joining  its  industrial  auc- 
tions: "Clearly,  the  fear  of  being 
Amazoned  is  what  caused  a  lot 
of  traditional  businesses  to 
go  online." 

Perhaps  even  j**r 
more  important  for 
the  future  of  the 
Internet,  the  dot-coms 
spurred  incredible  investment 
in  Net  technologies  and  equip- 
ment. Thanks  to  tech's  heady 
promise,  entrepreneurs  sank 
tens  of  billions  of  dollars 
into  some  100  million  miles 
of  fiber-optic  lines  in  the  past 
two  years,  built  dozens  of  independent  Internet  computer  centers, 
wrote  reams  of  productive  software,  and  created  valuable  customer 
databases.  All  that  vastly  accelerated  the  Net's  build-out.  Intel 
Corp.  Chairman  Andrew  S.  Grove  told  a  Stanford  University 
audience  recendy  that  he  thinks  some  15  years'  worth  of  Internet, 
telecom,  and  e-commerce  infrastructure  got  built  in  just  five 
years — producing  a  huge  social  benefit  that  the  government 
could  never  afford  to  fund. 
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Of  course,  many  telecom  companies,  software  makers,  a 
others  are  struggling  to  survive  the  resulting  glut.  But  th< 
resources  surely  will  be  exploited  by  hungry  entreprene 
and  crafty  Old  Economy  companies — or  even  remaini 
dot-coms.  Amazon.com,  for  one,  has  started  offering  its  und 
used  distribution  system  to  other  retailers,  such  as  Toys  'R' 
that  don't  want  to  build  their  own  warehouses.  So  far, 
business  accounts  for  only  6%  of  revenues,  but  it  produces  1: 
of  gross  profits. 

The  Net  infrastructure  now  in  place  is  sparking  new  id 
and  startups,  too.  Consider  various  peer-to-peer  softw 
programs,  which  aim  to  pool  the  idle  processing  poA 
of  millions  of  computers  now  connec 
on  the  Net  for  jobs  that  coulc 
be  done  by  individual  n 
chines.  Silicon  Valley-ba 
seti  Institute,  for  o 
gangs  up  volunteers'  \ 
sonal  computers 
analyze  reams 
cosmic  data  i 
search  for  sign 
extraterrestrial 
Most  of 
consumers  \| 
benefit.  They'll 
money  and  t 
through  on 
comparis 
shopping,  tap  into  new  communications  services,  and  i 
mately  get  faster  Net  connections.  "It's  fantastic  for 
consumers,"  says  Goolsbee.  "That  isn't  going  away." 

No  doubt  this  is  cold  comfort  to  investors,  who  had  ho 
to  reap  the  benefits  themselves.  But  the  fact  is,  without  t licit 
vestments  in  a  lot  of  those  lame-brained,  wronghcaded  < 
corns,  the  Net  would  have  taken  many  more  years  to  flower, 
one  ever  said  the  process  of  innovation  has  to  be  pretty 
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evelopments  to  Watch 


ED  BY  IRENE  M.  KUNII 


FELINE  FOR 
IKEMIA:  THE 
SILIGAL  CORD 


:emia  victims  who  need 
-marrow  transplants  and 
locate  matching  donors 
have  a  source  of  hope, 
study  led  by  oncologist 
r  J.  Laughlin  of  Univer- 
Hospitals  of  Cleveland, 
of  patients  with  terminal 
?mia  or  other  blood  dis- 
i  recovered  after  receiv- 
imbilical  cord  blood  that 
't  from  relatives.  The  re- 
,  published  in  the  June 
sue  of  The  New  England 
nal  of  Medicine,  are  im- 
int  because  at  present, 
two  out  of  10  patients 
le  U.S.  have  a  sibling 
matches  them  perfectly, 
•asians  have  a  50% 
ce  of  finding  a  donor 
igh  the  National  Marrow 
>r  Program,  but  the  odds 
ne  to  less  than  15%  for 
•  ethnic  groups, 
tughlin  and  her  team  are 
arst  to  demonstrate  in 
iplant  trials  that  versa- 
ind  relatively  undevel- 
stem  cells  from  cord 
I  seek  out  the  marrow 
gradually  build  up  a 
e  new  immune  system, 
e  study,  68  patients  aged 
!  58 — who  all  had  failed 
ind  marrow  donors — 
rwent  intensive  chemo- 
ipy  or  radiation  to  de- 
their  bone  marrow,  then 
ved  cord  blood  trans- 
s.  Of  this  group,  90%  ex- 
:nced  growth  of  new, 
hy  blood  cells,  and  18  re- 
disease-free. 
>r  years,  stem  cells  from 
rs'  umbilical  cord  blood 
been  successfully  trans- 
;ed  into  children  with 
;mia  or  other  blood  dis- 
"s.  But  until  now,  doctors 
?ht  adults  were  likely  to 
1  cells  from  a  less-than- 
;ct  match.  "We've  shown 
[this  procedure]  can  save 
ives  of  nearly  one-third 
lult  patients  for  whom 
"  treatments  are  likely  to 
says  Laughlin.  □ 


SPINNING  SILK  FROM  SPUDS 


THE  THREADS  OF  A  SPIDER  WEB  ARE  STRONGER  AND  MORE 

elastic  than  those  of  a  silkworm.  In  fact,  molecule  for 
molecule,  they're  tougher  than  Kevlar  or  steel.  That 
conjures  up  all  kinds  of  industrial  uses,  from  bulletproof 
vests  and  durable  aircraft  parts  to  wispy  surgical  su- 
tures. But  unlike  silkworms,  spiders  cannot  be  domesti- 
cated: Put  them  in  boxes,  and  they'll  devour  one  anoth- 
er. So  to  mass-produce  large  volumes  of  spider-silk 
proteins,  researchers  are  turning  to  gene-splicing. 

For  the  past  two  years,  scientists  at  Germany's  Insti- 
tute for  Plant  Genetics  &  Crop  Plant  Research  in 
Gatersleben  have  been  inserting  spider  genes  into  potato 
and  tobacco  plants.  And  they  have  succeeded  in  produc- 
ing and  harvesting  the  silk  protein.  As  a  result,  predicts 
project  leader  Jiirgen  Scheller,  "we  could  make  industrial 
spider  silk  economically  feasible."  But  that,  he  cautions, 
could  take  five  to  seven  more  years.      William  Echikson 


GETTING  THE  LIVER 
TO  LET  DOWN  ITS 
GUARD  SOMETIMES 

INTERACTIONS  AMONG  DRUGS 
can  wreak  havoc  in  the  body. 
The  antidepressant  herb 
Saint-John's-wort,  for  exam- 
ple, can  neutralize  oral  birth 
control  pills.  It  can  also  block 
anticancer  drugs,  antivirals 
for  aids  sufferers,  and  im- 
munosuppressants prescribed 
for  organ  transplant  patients. 
A  key  to  such  drug  inter- 
actions is  a  receptor  molecule 
in  the  cells  of  the  liver  called 
PXR.  When  it  encounters  the 
active  ingredient  in  Saint- 
John's-wort,  it  prompts  the 
liver  to  produce  an  enzyme 
that  seeks  out  and  destroys 
certain  foreign  chemicals  in 
the  blood.  And  those  targets, 


unfortunately,  include  a  wide 
range  of  useful  drugs. 

PXR  is  now  yielding  up  its 
secrets.  Using  a  technique 
called  X-ray  crystallography, 
scientists  at  the  University 
of  North  Carolina  and 
GlaxoSmithKline 
have  produced 
an  atom-by- 
atom  model 
of  pxr  that 
appears  in 
the  June  22 
issue  of  Sci- 
ence (pic- 
ture). Know- 
ing the  precise 
arrangement  of 
the  molecule's  2,141 
atoms,  companies  may 
be  able  to  design  drugs  that 
won't  activate  the  molecule, 
says  unc  researcher  Matthew 
R.  Redinbo. 


EXTRA  MILEAGE 
FOR  YOUR 
CELL-PHONE  BATTERY 

TIRED    OF    RECHARGING — OR 

forgetting  to  recharge — your 
cell  phone  or  PDA  every  cou- 
ple of  days?  Polyfuel,  a  spin- 
off of  sri  International  in 
Palo  Alto,  Calif.,  has  devel- 
oped a  micro  fuel  cell  that 
promises  to  eliminate  re- 
charging hassles.  The  core 
technology  is  based  on  pem, 
for  proton  exchange  mem- 
brane, which  has  been  used 
in  prototypes  of  fuel  cells  de- 
signed for  automobiles  still 
on  the  drawing  board. 

Polyfuel's  miniature  device 
uses  a  simple  chemical  pro- 
cess that  combines  methanol 
and  oxygen  to  produce  elec- 
tricity. When  the  cell  runs 
out  of  fuel,  you  simply  insert 
a  small  cartridge  of  metha- 
nol, just  as  you  would  an  ink 
cartridge.  Presto — you've  got 
enough  power  to  run  a 
phone  for  about  two  weeks. 
While  others  have  announced 
designs  for  cell-phone  fuel 
cells,  Polyfuel  hopes  to  be 
the  first  to  market  with  such 
a  device,  with  a  launch  tar- 
get of  2003.  □ 


Redinbo's  team  has  filed  a 
patent  on  the  structure.  But 
others  are  hot  on  the  mole- 
cule's trail.  Scientists  at  the 
Salk  Institute  did  pioneering 
work  on  pxr  and  have  filed 
patents  on  the  pxr 
gene  and  on  mice 
engineered  to 
produce  hu- 
man pxr  in 
their  livers. 
Companies 
could  test 
drugs  on 
the  mice  and 
nix  those  that 
activate  PXR. 
Adam  Aston 

SNARLED 
Crystal  structure  of 

human  PXR  with  elm 
terol  drug  in  the  middle 
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Social  Issues 


EDUCATION 


EDISON: 
PASS,  NOT  FAIL 

Despite  recent  setbacks,  it's  still  adding  schools  to  its  roster 


Judging  from  recent  headlines,  it 
might  seem  that  Edison  Schools 
Inc.,  the  nation's  largest  for-profit 
manager  of  public  schools,  is  about 
to  get  expelled  from  class.  In  March, 
parents  in  New  York  overwhelmingly 
rejected  its  bid  to  run  five  failing  city 
schools.  In  San  Francisco,  the  school 
board  nearly  revoked  its  charter  to  run 
an  elementary  school.  Then  on  June  19, 
Edison  warned  that  it  would  lose  $42 
million  in  the  fiscal  year  ending  June 
30,  on  top  of  the  $177  million  in  losses  it 
has  racked  up  since  its  1992  founding. 

But  while  Edison  hasn't  yet  demon- 
strated that  running  schools  can  be 
a  moneymaking  proposition,  it's  too 
soon  to  give  the  New  York  company  a 
%  failing  grade. 

ROOM  FOR 


IMPROVEMENT 
IN  SOME 
SUBJECTS 


Despite  the 
humbling  de- 
feat in  its 
hometown, 
Edison  is  still 
growing  fast. 
This  fall,  it 
will  be  running 


Oata;  Edison  Schools, 
Bloomberg  Financial  Markets 

139  schools, 
with  some 
75,000  pupils 
— up  from  113 
schools  and 
57,000  kids  in 
the  school 
year  ending 
now  (charts). 


STUDENT  ENROLLMENT 
IS  SOARING... 


the  setbacks.  But  Edison  has  raised 
more  than  $150  million  in  the  past  year. 
"Edison  is  still  a  well-funded  machine," 
says  Peter  J.  Stokes,  executive  vice- 
president  at  Eduventures.com,  which 
tracks  educational  companies. 
RIPPLES.  Indeed,  Whittle  is  expanding 
his  original  vision  to  create  "the  na- 
tion's best-performing  large  system  of 
public  schools,"  with  1  million  or  more 
pupils  by  decade's  end.  He  recently 
launched  ambitious  plans  to  tackle  the 
national  teacher  shortage  by  making 
Edison  the  nation's  largest  operator  of 
teachers'  colleges.  By  2008,  he  says, 
Edison  will  be  training  7,000  aspiring 
educators  on  campuses  in  20  cities.  All 
will  be  guaranteed  jobs  at  Edison,  al- 
though they  may  also  teach  elsewhere. 

Edison's  success  or  failure  will  rever- 
berate far  beyond  the  company  itself. 
Right  now,  it's  the  leader  by  every  mea- 
sure in  the  nascent  business.  "If  Edison 
makes  it,  it  will  open  the  floodgates"  to 
for-profit  schools,  says  Jack  Clegg,  ceo 
of  Nobel  Learning  Communities  Inc., 
which  runs  public  and  private  schools. 

But    as    the    bellwether 

company,  its  failure  would 

deal  a  crippling  blow  to 


At  that  point,  the  company,  which  five 
years  ago  had  just  four  schools,  will  be 
larger  than  the  local  school  system  in 
Boston  or  San  Francisco. 

Edison  still  has  enough  cash  to  fund 
its  schools  until  2005.  By  then,  founder 
and  ceo  H.  Christopher  Whittle  expects 
to  have  250,000  pupils,  enough  to 
achieve  the  economies  of  scale  required 
for  Edison  to  turn  its  first  profit.  True, 
the  stock  price  took  a  hit  this  year  after 


..AND  REVENUES 
ARE  EXPLODING... 
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cally  spend  28%  more  time  in  class 
the  average  child.  They  also  get  Sp 
as  early  as  kindergarten,  plus  ar 
music.  Its  Wintergreen  Interdi 
Magnet  School,  a  K-8  outfit  in  Hai 
Conn.,  boasts  four  bands,  an  annua 
sical  show,  and  violin  and  cello  le 
beginning  in  kindergarten. 

Edison  also  makes  wide  use  of 
nology,  including  free  home  eomj 
for    all    its 


...BUT  EDISON  HAS  YET 
TO  TURN  A  PROFIT... 
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the   whole   concept   of  private-sector 
school  management. 

Even  critics  give  Edison's  school  de- 
sign high  marks.  Its  model  was  devel- 
oped in  a  three-year  effort  by  a  team 
led  by  former  Yale  University  Presi- 
dent Benno  C.  Schmidt  Jr.,  now  Edi- 
son's chairman.  Edison  students  fcypi- 


above  the  s< 
grade.  "Ediso 
a  very  good  e 
tional  prograr 
[is]  by  far  the 


...AND  THE 
HAS  BEEN 


of  the  school- 
management 
companies,"  ac- 
cording to  Heidi 
Steffens,  senior 
policy  analyst  at 

the  National  Education  Assn.  (NE/ 
nation's  No.  1  teacher's  union,  whi< 
worked  with  Edison  locally- 
Still,   Edison   faces  stiff  resis 
Some  educators   fear  I  lie  compe 
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the  bottom  of  city  schools  and  had  a 
history  of  violence.  Not  surprisingly, 
Edison  doesn't  always  succeed  in  such 
environments.  It  has  closed — or  soon 
will  close — its  schools  in  Goldsboro, 
N.C.,  Lansing,  Mich.,  and  Sherman,  Tex. 
Nonetheless,  it's  still  operating  in  62 
of  its  first  65  districts.  In  March,  a  new 
school  board  in  San  Francisco  voted  6 
to  1  to  revoke  Edison's  charter,  even 
though  test  scores  were  soaring  and 
parents  were  converts.  "My  son,  who 
has  add  [attention  deficit  disorder],  is 
doing  fantastically  well,"  says  Lupe 
Hernandez,  who,  along  with  more  than 
80%  of  the  parents,  signed  a  petition 
demanding  that  Edison  stay.  On  June 
25,  the  board  backed  down,  allowing 
Edison  to  apply  to  have  its  charter 


:  others  object  on  principle  to  prof- 

from  education.  This  attitude  de- 
d  Edison  in  New  York.  Encour- 

by  Mayor  Rudolph  W.  Giuliani, 
tie  bid  to  manage  five  schools.  But 
'as  outmaneuvered  by  politicians, 
ler  union  activists,  and  school  offi- 

who  thought  Edison  was  out  to 
beer  from  poor  children.  Whittle 
thinks  it  was  a  mistake  to  go  into 
a  political  hotbed.  "In  retrospect, 
hould  have  just  said  no,"  he  says. 

overcome  such  obstacles,  Edison 

show  that  it  can  deliver  a  superior 
ation — a  goal  that  remains  un- 
sn.  Sometimes,  it's  execution  that 
been  lacking.  When  Edison  took 

the  Feitshans-Edison  elementary 
il  in  Springfield,  111.,  last  fall,  "most 
rials  didn't  arrive  until 
'  November,"  complains 
'  McDonald,  president  of 
Springfield  Education  Assn. 
lison's  challenge  is  com- 
ied  by  its  target  audience: 

mostly  minority  children 
are  the  most  likely  to  fail, 
i  55%  of  its  students  are 
an  American,  17%  are  His- 
,  and  65%  are  from  low-in- 

households.  Moreover,  dis- 
l  often  give  Edison  their 
t  schools.  For  example,  the 
)1  it  took  over  in  San 
cisco  in  1998  ranked  near   NEW  YORK  SAYS  NO:  Parents  rejected  Edison's  bid 
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SCHOOLMASTER:  CEO  Whittle  expects 
to  have  250,000  pupils  by  2005 

controlled  by  the  state,  which  is  more 
sympathetic. 

Clearly,  there's  still  vigorous  debate 
about  Edison's  effectiveness.  Its  schools 
in  Baltimore,  Dallas,  and  Detroit  posted 
"spectacular  gains"  on  standardized  tests 
this  year,  points  out  John  E.  Chubb, 
Edison's  chief  education  officer.  Edison 
figures  that  35  of  43  schools  that  have 
been  open  for  at  least  two  years  have 
raised  their  test  scores,  while  only  eight 
have  had  mixed  results.  Critics  say  such 
claims  are  exaggerated:  "While  their  stu- 
dents have  made  gains,  their  progress  is 
about  the  same,  if  not  slightly  worse," 
than  district-run  schools,  says  Gary 
Miron,  a  Western  Michigan  University 
researcher.  Edison  has  asked  Rand  Corp. 
to  do  a  more  rigorous  study. 
CLUSTERS.  Meanwhile,  Whittle  is  under 
pressure  for  profits.  His  plan  is  to  slash 
spending  on  administration  to  just  7%  of 
a  school's  budget,  vs.  27%  at  the  aver- 
age public  school  district.  Edison  will 
plow  13  percentage  points  of  the  savings 
back  into  the  classroom,  leaving  seven 
points  for  profit.  In  practice,  this  model 
works  only  on  an  enormous  scale.  So 
far,  Edison  has  cut  central-office  ex- 
penses to  17.5%,  and  they  won't  hit  10% 
for  two  more  years.  Whittle  doesn't  ex- 
pect a  net  profit  until  fiscal  2005,  when 
revenues  should  reach  $1.6  billion. 

Meanwhile,  to  improve  margins,  Edi- 
son is  aiming  to  manage  clusters  of 
schools  within  districts.  It  has  already 
won  deals  to  manage  several  schools  in 
Dallas,  Las  Vegas,  and  Miami.  Whittle  is 
also  charging  into  higher-margin  busi- 
nesses such  as  summer  school.  He  ex- 
pects to  begin  opening  teachers'  colleges 
in  2003.  By  2008,  he  predicts  they  will 
bring  in  $120  million  in  revenue  and  a 
steady  supply  of  teachers.  First,  howev- 
er, Whittle  must  raise  $22  million  in 
startup  capital. 

It's  a  plan  that  requires  enormous  in- 
vestor patience.  All  the  bad 
news  this  year  knocked  the  stock 
to  20,  down  from  38  in  February 
and  barely  above  the  18  at  which 
Edison  went  public  in  1999. 
"This  is  not  a  stock  for  the  faint- 
hearted," cautions  Gregory  W 
Cappelli  of  Credit  Suisse  First 
Boston,  who's  bullish  on  Edison. 
The  question  now  is  whether 
Wall  Street — and  local  school 
boards — will  give  Whittle  time 
to  deliver  on  what  still  looks  like 
a  promising  solution. 

By  William,  C.  Symonds 
in  New  York 
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Meet  the  worldwide  monsters  of  market  capitalization 
-including  a  host  of  Old  Economy  merger  babies 


l 


ye-bye,  Pentium.  Hello,  Viagra.  Was  it  only  a  year 

ago  that  Intel  Corp.,  maker  of  the  Pentium  chip, 

was  the  world's  second-most-valuable  company,  with 

a  market  capitalization  of  $417  billion?  Today,  Intel 

is  worth  only  $181  billion  and  ranks  No.  13  globally. 

But  while  Intel  was  on  the  way  down,  Pfizer  Inc. 

zooming  up.  Pfizer,  the  manufacturer  of  Viagra,  boosted 

arket  cap  from  $172  billion  to  $271  billion  after  acquiring 

Warner-Lambert  Co.  last  summer,  rising  from  global 

!0  to  No.  4. 

ill  it  the  New  Old  World  Order.  After  months  of  relent- 
battering  in  the  markets,  it's  no  surprise  that  many 
lology  and  telecommunications  companies  retain  only  a 
ion  of  their  former  value.  But  this  dra- 
I  reversal  of  fortune  has  been  accentuat- 
y  a  wave  of  mergers  and  acquisitions — 
ly  in  Old  Economy  industries  from 
ing  to  pharmaceuticals  to  petroleum — 
is  creating  a  new  group  of  global  behe- 
s.  The  leaders  of  these  companies  are  do- 
nore  than  just  shopping.  They're  also 
ing  costs  and  rethinking  strategy  to  pro- 
more  value  for  shareholders, 
lat's  one  of  the  key  trends  to  emerge 
this  year's  Global  1000  survey.  Using 
from  Morgan  Stanley  Capital  Interna- 
1  Inc.  in  Geneva,  BusinessWeek  ranks 
tanies  in  21  countries  by  market  capitalization.  For  the 
id  year,  General  Electric  Co.  ranks  No.  1.  But  further 
i  the  list,  things  have  changed.  Gone  from  the  Top  10  are 
,  network-equipment  maker  Cisco  Systems,  mobile  phone 
Nokia,  Britain's  telecom  operator  Vodafone  Group,  and 
i's  ntt  DoCoMo.  Moving  up  to  take  their  place:  merger 
s  Pfizer,  aol  Time  Warner,  and  Citigroup.  Propelled  by 
oil  prices,  Royal  Dutch/Shell  and  BP  also  made  the  Top  10. 
ill  these  newcomers  have  more  staying  power  than  the 
and  telecom  stars  they  displaced?  These  are  uncertain 
s  for  everybody,  as  shown  on  June  22  when  a  profit 
ing  from  pharmaceutical  giant  Merck — which  rose  to 
il  No.  16  from  No.  19  last  year — sent  the  Dow  skid- 
Ill  points.  Still,  tech  stocks  don't  seem  ready  to  bounce 
to  the  top  of  the  list  anytime  soon.  Steven  Wieting,  se- 
economist  at  Salomon  Smith  Barney,  expects  technology 


CONTENTS 

72 

INTRODUCTION 


75 

THE  GLOBAL  1000 

88 

ALPHABETICAL  INDEX 


earnings  per  share  to  drop  45%  this  year,  with  continued  de- 
clines in  the  first  quarter  of  2002.  After  the  gyrations  of  the 
past  year,  Old  Economy  stocks  look  like  a  mighty  safe  haven. 
Investors  also  can  take  comfort  in  knowing  that  even  though 
merger  and  acquisition  activity  has  slowed  down  of  late, 
there's  plenty  of  value  to  be  reaped  from  companies  that 
have  already  completed  such  deals. 

Consider  Dutch-British  food  and  consumer-goods  giant 
Unilever,  which  moved  from  114th  to  79th  place  in  the  rank- 
ings this  year.  After  shelling  out  nearly  $26  billion  over  the 
past  year  to  acquire  BestFoods,  Ben  &  Jerry's  Homemade, 
and  Slim-Fast  Foods,  Chairman  Niall  FitzGerald  is  oversee- 
ing a  major  restructuring,  shedding  dozens  of  plants  and  un- 
derperforming  products  while  promoting  fast- 
growing  brands  such  as  Ben  &  Jerry's.  If 
all  works  as  planned,  FitzGerald  says,  "it 
creates  buckets  of  value."  Unilever  needs 
such  streamlining  to  compete  in  the  fast- 
consolidating  global  food  industry.  Philip  Mor- 
ris Cos.  acquired  Nabisco  Holdings  at  the 
end  of  last  year,  boosting  its  market  cap 
ranking  from  84th  to  26th. 
SIGNS  OF  LIFE.  The  banking  industry  is  get- 
ting a  facelift,  too.  Once-stodgy  European 
banks  are  shopping  for  cross-border  acquisi- 
tions. Take  Britain's  hsbc  Holdings  PLC.  It 
jumped  from  46th  to  24th  place  after  ac- 
quiring Credit  Commercial  de  France  last  year,  on  the 
heels  of  its  1999  acquisition  of  Republic  Bank  of  the  U.  S. 
hsbc's  shares  are  up  almost  15%  in  the  past  twelve  months, 
to  $61.  On  the  other  side  of  the  Atlantic,  Citigroup  ceo  San- 
ford  I.  Weill  is  in  the  midst  of  an  overseas  acquisition  spree 
that  helped  Citigroup  rise  from  11th  to  5th  this  year.  Its 
shares  are  up  20%  since  last  summer,  to  $54. 

There  are  even  signs  of  life  in  Japan's  sickly  banking  sec- 
tor. Last  year,  Sumitomo  Bank  Ltd.  merged  with  two  other 
Japanese  banks  to  create  Sumitomo  Mitsui  Banking  Corp. 
That  helped  Sumitomo  leap  from  137th  to  91st  place.  But  the 
merger  is  only  part  of  the  story:  Sumitomo  has  consistently 
outperformed  rivals,  as  President  Yoshifumi  Nishikawa  has 
closed  dozens  of  branches  and  reduced  the  workforce  7%  to 
give  Sumitomo  the  lowest  overhead  of  any  major  Japanese 
bank.  Already,  the  cost-cutting  has  boosted  profits  by  $180 
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million,  to  $684  million,  last  fiscal 
year.  "Management  is  considered 
relatively  aggressive  under 
Nishikawa,"  says  I  no  Barings  an- 
alyst James  Fiorello. 

The  New  Economy,  of  course, 
has  produced  a  few  healthy  merg- 
ers, too.  aol  Time  Warner — up 
from  No.  29  to  No.  7  this  year — 
has  outperformed  the  media  in- 
dustry since  January,  with  its 
stock  up  nearly  14%,  compared 
with  a  7%  drop  in  the  Bloomberg 
Hollywood  Reporter  Index  of  47 
media  stocks.  That's  partly  be- 
cause   aol    and    Time    Warner 

shares  were  depressed  last  year   MARLBORO  MAN  IN  HANOI:  Back  home,  Philip  Morris 
while  regulators  were  reviewing   bought  Nabisco,  jumping  from  No.  84-  to  No.  26 
their  planned  merger.  When  the 


deal  was  0.  K.'d  in  January,  in- 
vestors responded  with  a  flurry 
of  buying. 

But  Wall  Street  may  also  be 
encouraged  by  the  company's  re- 
sults. In  its  first-quarter  report, 
AOL  Time  Warner  said  pro-forma 
revenues  rose  9%,  to  $9.1  billion, 
and  operating  income,  before  cer- 
tain costs,  was  up  20%,  to  $2.1 
billion.  On  the  day  the  report 
was  released,  investors  pushed 
the  stock  up  12%.  "When  you 
look  at  digital  music,  interactive 
television,  broadband  services, 
and  home  networking,  we're  at 
the  center  of  all  that,"  CEO  Ger- 
ald M.  Levin  says.  "We  clearly 
stand  as  the  blue  chip  for  the 
millennium." 

HIGH  HOPES.  Another  New  Econ- 
omy giant,  Microsoft  Corp.,  has   SET  TO  CHAT  IN  PRAGUE:  But  new  license  fees  for 
emerged    relatively    unscathed   mobile  phones  hurt  Nokia  and  other  gearmakers 
from  the  tech  meltdown,  jumping 

from  No.  4  to  No.  2  as  its  shares  have  climbed  60%  this  year. 
The  biggest  reason  is  that  Microsoft's  performance  is  holding 
up  better  than  rivals  such  as  Sun  Microsystems  and  Oracle, 
which  had  pinned  greater  expectations  on  the  now-collapsed 
dot-com  boom.  Microsoft  has  a  raft  of  new  products  in  the 
pipeline,  including  Windows  XP,  the  Xbox  game  console,  and 
Stinger,  a  wireless-device  operating  system.  The  company 
is  sitting  on  a  comfy  cushion  of  $30  billion  in  cash,  more 
than  any  other  nonfinancial  company  in  the  U.  S. 

Elsewhere  in  the  technology  sector,  few  rays  of  hope 
are  shining  through.  Lucent  Technologies  Inc.,  long  consid- 
ered a  crown  jewel  of  U.  S.  research  capability,  took  an  as- 
tonishing dive  from  17th  to  182nd  place,  pulled  down  by 
management  bungling  and  the  sagging  economy.  Highfliers 
Intel,  Oracle,  and  Cisco  Systems  suffered  gut-wrenching 
slides,  too. 

Outside  the  U.  S.,  some  of  the  scariest  numbers  are  coming 


from  the  telecommunicatil 
business.  European  mobile  oj 
ators  alone  have  pledged  to 
$116  billion  in  license  fees] 
next-generation  wireless  il 
works  that  now  seem  unlikelT 
pay  for  themselves.  That  hj 
explain  why  Europe's  biggest  j 
bile  operator,  Vodafone, 
year's  No.  6,  skidded  to  No 
Things  were  even  worse 
Deutsche  Telekom,  which  pi 
meted  from  16th  place  to  3 
and  for  France  Telecom,  & 
from  25th  to  63rd.  As  these 
ants  fell,  they  dragged  down  1 
dreds  of  suppliers,  from  ham 
makers  Nokia  and  Ericssoi 
telecom-equipment  makers  I 
tel  and  Nortel. 

The  big  U.S.  local  telepl 
companies,  by  contrast,  avo: 
the  wireless-license  frenzy.  S 
of  them,  such  as  Verizon  C 
munications,  are  thriving.  Vei 
jumped  from  56th  place  to  ] 
as  investors  applauded  the  < 
pany's  cost-cutting  efforts  an 
push  into  long-distance,  data, 
wireless  services  to  suppler 
its  traditional  local  busir 
"We've  tried  to  assemble  th< 
sets  that  will  position  us 
long-term  growth,"  explain 
CEO  Ivan  G.  Seidenberg. 

Hong  Kong's  Hutchison  W 
poa  Ltd.  also  stepped  nil 
around  the  wreckage.  It  ba 
out  of  a  wireless  license  auctii 
Germany  last  year,  saying 
price  was  too  high.  And  it  re 
$20  billion  in  profits  by  se 
two  key  holdings — its  U.S 
ation  VoiceStream  Wireless  ( 
and  its  shares  in  British  m 
operator  Orange — shortly  b 
telecommunications  share  prices  began  their  steep  dec 

And  who  knows?  With  long-promised  wireless  Int< 
devices  finally  coming  onto  the  market  in  the  next 
months,  some  ailing  technology  and  telecom  comps 
might  even  get  a  second  turn  on  stage.  But  chances 
from  now  on  investors  won't  let  Old  Economy  comp 
languish  in  the  wings. 

By  Carol  Matlack  in 
with  bureau  re 
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As  the  economy  sags,  tech  highfliers  such  as  Intel, 
Oracle,  and  Cisco  have  suffered  gut-wrenching  slides 
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46 
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U.S. 

80.34 

4  MICROSOFT 
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49  BELLSOUTH 

U.S. 
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48 
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RANK                                                                                         MARKET  VAI 

2001    2000                                                                                       Billions  of  U.S.  d< 

91  137   SUMITOMO  MITSUI  BANKING                                      Japan    47.75 

92  118  DEUTSCHE  BANK                                                 Germany    47.40 

93  163  MINNESOTA  MINING  &  MFG.                                         U.S.     47.11 

94  NR   MIZUH0  HOLDINGS                                                  Japan     46.87 

95  110   QUALCOMM                                                                  U.S.     46.00 

96  109  HUTCHISON  WHAMPOA                                     Hong  Kong    45.91 

97  97   DAIMLERCHRYSLER                                             Germany    45.89 

98  145   BANC  ONE                                                                   U.S.     45.81 

99  171   GOLDMAN  SACHS  GROUP                                             U.S.     45.80 

100  180   FREDDIE  MAC                                                              U.S.     45.80 

101  83  TAKEDA  CHEMICAL  INDUSTRIES                                  Japan     45.28 

102  162  FLEETBOSTON  FINANCIAL                                            U.S.     45.05 

103  177   SANOFI-SYNTHELABO                                              France    44.96 

104  89   FORD  MOTOR  (6)                                                          U.S.     44.55 

105  117  SAP                                                                  Germany    44.40 

106  120  L'OREAL                                                               France    43.84 

107  127   BANCO  BILBAO  VIZCAYA  ARGENTARIA                          Spain    43.61 

108  94   LIBERTY  MEDIA  GROUP  (6)                                            U.S.     43.30 

109  141   BANCO  SANTANDER  CENTRAL  HISPANO                        Spain    43.06 

110  214   U.S.  BANCORP                                                                 U.S.     42.49 

111  23  NORTELNETWORKS                                               Canada    42.25 

112  108  TELSTRA                                                           Australia    41.94 

113  NR  ORANGE                                                               France    41.74 

114  173  HONDA  MOTOR                                                        Japan     41.00 

115  190  WALGREEN                                                                   U.S.     40.82 

116  71   APPLIED  MATERIALS                                                     U.S.     40.50 

117  159   BANK  OF  NEW  YORK                                                      U.S.     40.23 

118  100   ENRON                                                                        U.S.     39.91 

119  113  MCDONALD'S                                                             U.S.     39  71 

120  155  ANHEUSER-BUSCH                                                     U.S.     39.48 

121  122  NOMURA  SECURITIES                                               Japan     39.40 

122  176   TEXACO                                                                           U.S.     39.28 

123  189   UNITED  TECHNOLOGIES                                                 U.S.     39.22 

124  139  BNPPARIBAS                                                        France    38.94 

125  111   CARREFOUR                                                          France    38.88 

126  126  HONEYWELL  INTERNATIONAL                                        U.S.     38.60 

127  98  ENEL                                                                       Italy    38.59 

128  125  NEWS  CORP.                                                      Australia    38.33 

129  64  SEVEN-ELEVEN  JAPAN                                               Japan     38.20 

130  112  MATSUSHITA  ELECTRIC  INDUSTRIAL                            Japan     38.15 

131  210  E.ON                                                                 Germany    38.07 

132  211   ALCOA                                                                         U.S.     37.32 

133  188   DIAGEO                                                                    Britain     37.06 

134  161    COMCAST                                                                        U.S.     36.96 

135  138   SCHLUMBERGER                                                              U.S.     36.12 

136  115  AEGON                                                         Netherlands    35.91 

137  209  CLEAR  CHANNEL  COMMUNICATIONS                               U.S.     35.66 

138  146  ASSICURAZIONI  GENERALI                                             Italy     35.51 

139  241    DUKE  ENERGY                                                                  U.S.     35.29 

140  86  ROYAL  PHILIPS  ELECTRONICS                           Netherlands    35.19 

141  140  CANON                                                                  Japan     34.71 

142  166  TOKYO  ELECTRIC  POWER                                          Japan     34.61 

143  134  HITACHI  LTD.                                                          Japan     34.39 

144  160  AUTOMATIC  DATA  PROCESSING                                     U.S.     34.14 

145  248  FIFTH  THIRD  BANCORP                                               U.S.     33.88 

146  197  TARGET                                                                       U.S.     33.86 

147  276  ALLSTATE                                                                     U.S.     32.70 

148  181    COLGATE-PALMOLIVE                                                    U.S.     32.41 

149  170   KIMBERLY-CLARK                                                         U.S.     32.22 

150  219   DOW  CHEMICAL                                                           U.S.     32.16 

151  70   MOTOROLA                                                                  U.S.     32.11 

152  296   CARDINAL  HEALTH                                                        U.S.     31.78 

153  101   STMICROELECTRONICS                                            France    31.56 

154  157    FIRST  UNION                                                                   U.S.     31.54 

155  338  WASHINGTON  MUTUAL                                                   U.S.     31.26 

156  124  GENERAL  MOTORS  (6)                                                 U.S.     3 

157  175   FORTIS  (3)                                                  Neth./Belgium     3 

158  169  SUEZ                                                                   France    3 

159  136  HUGHES  ELECTRONICS  (6)                                           U.S.     3 

160  449   EL  PASO                                                                      U.S.     3 

161  75  ALCATEL                                                               France    3( 

162  153   GILLETTE                                                                     U.S.     3( 

163  236   HOUSEHOLD  INTERNATIONAL                                          U.S.     31 

164  NR  TELEFONICA  MOVILES                                               Spain     3 

165  164  CGNU                                                                   Britain     2 

166  282   BAXTER  INTERNATIONAL                                                U.S.     2 

167  208  EMERSON  ELECTRIC                                                   U.S.     2 

168  186   MARSH  &  McLENNAN                                                     U.S.     2 

169  233   MBNA                                                                         U.S.     2 

170  192   BAYER                                                                 Germany     2 

171  167  ABN  AMRO  HOLDING                                       Netherlands    2 

172  183  ELECTRONIC  DATA  SYSTEMS                                         U.S.     2 

173  132  ZURICH  FINANCIAL  SERVICES  GROUP                 Switzerland     2 

174  142  LVMH  MOET  HENNESSY  LOUIS  VUITTON                       France    2 

175  198  SWISS  RE                                                     Switzerland     2 

176  247   NINTENDO                                                              Japan     2| 

177  123   COMPAQ  COMPUTER                                                   U.S.     2I 

178  135  NEC                                                                      Japan     2I 

179  254  NISSAN  MOTOR                                                       Japan     2I 

180  271   RIO  TINTO  (4)                                             Australia/Brit.     21 

181  NR   UFJ  HOLDINGS                                                        Japan    2I 

182  17  LUCENT  TECHNOLOGIES                                              U.S.     J 

183  307   LOWE'S                                                                       U.S.     J 

184  185   GAP                                                                            U.S.     J 

185  194  GENENTECH                                                              U.S.     J 

186  119  VERITAS  SOFTWARE                                                   U.S.     \ 

187  154  CHARLES  SCHWAB                                                     U.S.     \ 

188  200  HYPOVEREINSBANK                                             Germany    \ 

189  224  FIRST  DATA                                                              U.S.     M 

190  96  FUJITSU                                                                Japan     I 

191  237  HALIFAX  GROUP                                                     Britain     I 

192  251   CHEUNG  KONG  HOLDINGS                                  Hong  Kong 

193  221   SOCIETE  GENERALE                                                France    ; 

194  235  NATIONAL  AUSTRALIA  BANK                                   Australia    j 

195  226   SAFEWAY                                                                     U.S.     ; 

196  213  BASF                                                                Germany    ; 

197  256  KONINKLIJKE  AHOLD                                       Netherlands    ! 

198  201   COX  COMMUNICATIONS                                               U.S.     : 

199  288  ABBEY  NATIONAL                                                   Britain     | 

200  243   DRESDNERBANK                                                Germany    : 

201  263   TESCO                                                                     Britain     ! 

202  286   AES                                                                                U.S. 

203  336   METLIFE                                                                      U.S. 

204  230   EAST  JAPAN  RAILWAY                                                  Japan     . 

205  260   INTESABCI                                                                   Italy 

206  341    AMERICAN  GENERAL                                                     U.S. 

207  270  BMW                                                                Germany 

208  187   PRUDENTIAL                                                         Britain 

209  364  SUN  HUNG  KAI  PROPERTIES                               Hong  Kong 

210  144   MICRON  TECHNOLOGY                                                   U.S. 

211  239  UNICREDITO  ITALIANO                                                Italy 

212  99   JDS  UNIPHASE                                                                 U.S. 

213  215   ITO-YOKADO                                                           Japan 

214  285   MELLON  FINANCIAL                                                      U.S. 

215  212  REPSOLYPF                                                           Spain 

216  629   EXELON                                                                           U.S. 

217  303  FUJI  PHOTO  FILM                                                    Japan 

218  148  ABB                                                             Switzerland 

219  318   CVS                                                                            U.S. 

220  274  THOMSON                                                            Canada 
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221     NR   INFINEON  TECHNOLOGIES 

MARKET  VALUE 

RANK 

2001    2000 

MARKET  VA 

1 

Billions  of  U.S.  dollars 
Germany    21.42 

Billions  of  U.S.  d 

286  649   COMPASS  GROUP 

Britain     1 

222   149   ROHM 

Japan 

21.23 

287  265   SHIN-ETSU  CHEMICAL 

Japan     1 

223  334   HANG  SENG  BANK 

Hong  Kong 

21.20 

288  335   EBAY 

U.S.     1 

224  353   HCA-THE  HEALTHCARE  CO. 

U.S. 

21.08 

289   544   CENDANT 

U.S.     1 

225  280   RWE 

Germany 

21.05 

290  319  TOKIO  MARINE  &  FIRE  INSURANCE 

Japan    1 

226  306  BOMBARDIER 

Canada 

20.94 

291  347  TORONTO-DOMINION  BANK 

Canada    1 

227  308  ILLINOIS  TOOL  WORKS 

U.S. 

20.81 

292  414  PROVIDIAN  FINANCIAL 

U.S.    1 

228   229    KODI 

Japan 

20.70 

293  701   AMERICAN  ELECTRIC  POWER 

U.S.     1 

229  207   PINAULT-PRINTEMPS-REDOUTE 

France 

20.65 

294  268   SHARP 

Japan     1 

230  357   BCE  (BELL  CANADA  ENTERPRISES) 

Canada 

20.54 

295  310   SOUTHERN  CO. 

U.S.     1 

231   317   KOHL'S  (6) 

U.S. 

20.44 

296  488   DYNEGY  (6) 

U.S.     1 

232  301    BHP 

Australia 

20.42 

297   199  ANALOG  DEVICES 

U.S.     1 

233  326  KROGER 

U.S. 

20.41 

298  399  HARTFORD  FINANCIAL  SERVICES  GROUP 

U.S.     \ 

234   106  SPRINT  PCS  GROUP 

U.S. 

20.13 

299  289  KAO 

Japan     1 

235  362  PNC  FINANCIAL  SERVICES  GROUP 

U.S. 

20.06 

300    NR  TELIA 

Sweden     1 

236  232   HALLIBURTON 

U.S. 

20.03 

301     NR  EADS 

France     1 

237  386  REED  ELSEVIER  (5) 

Neth./Britain 

20.02 

302  339  HEINEKEN 

Netherlands     1 

238  246  REUTERS  GROUP 

Britain 

20.00 

303  716  ANADARKO  PETROLEUM 

U.S.     1 

239  385  SYSCO 

U.S. 

19.85 

304  448   GENERAL  DYNAMICS 

U.S.     1 

240  374   COMMONWEALTH  BANK  OF  AUSTRALIA 

Australia 

19.67 

305  391   STANDARD  CHARTERED 

Britain     1 

241  342  ROYAL  BANK  OF  CANADA 

Canada 

19.51 

306  168  AGILENT  TECHNOLOGIES 

U.S.     1 

242  228  SIEBEL  SYSTEMS 

U.S. 

19.48 

307  293  LINEAR  TECHNOLOGY  (6) 

U.S.     1 

243  313  GROUPEDANONE 

France 

19.46 

308  430  NOVO-NORDISK 

Denmark    lj 

244  309  CONOCO 

U.S. 

19.39 

309  542  SOUTHWEST  AIRLINES 

U.S.     1 

245  133  MURATAMFG. 

Japan 

19.32 

310  382  HI  HEINZ 

U.S.     1 

246  294   WILLIAMS 

U.S. 

19.04 

311   356   NIKKO  SECURITIES 

Japan     1 

247  267  SANPAOLO-IMI 

Italy 

18.96 

312  609  GEMSTAR-TV  GUIDE  INTERNATIONAL 

U.S.     1 

248  287  FOX  ENTERTAINMENT  GROUP 

U.S. 

18.90 

313  295  BAE  SYSTEMS 

Britain     1 

249   156  BRITISH  SKY  BROADCASTING  GROUP 

Britain 

18.85 

314  292  PEARSON 

Britain     1 

250  395   CATERPILLAR 

U.S. 

18.62 

315  340  SARA  LEE 

U.S.     1 

251   355  VOLKSWAGEN 

Germany 

18.62 

316  519  BB&T 

U.S.     1 

252  440  UNITEDHEALTH  GROUP 

U.S. 

18.52 

317     NR  VIVENDI  ENVIRONNEMENT 

France     1 

; 

253  372   INTERNATIONAL  PAPER 

U.S. 

18.43 

318  365  NORTHERN  TRUST  (6) 

U.S.     1 

254   179  TOSHIBA 

Japan 

18.29 

319  425  CENTRAL  JAPAN  RAILWAY 

Japan     1 

1 

255  121   CABLE  &  WIRELESS 

Britain 

18.24 

320  454  BANK  OF  SCOTLAND 

Britain     1 

« 

256  284  SUNTRUST  BANKS 

U.S. 

18.19 

321  628  TENET  HEALTHCARE 

U.S.     1 

257  259  ALLTEL 

U.S. 

18.15 

322  383  SERONO 

Switzerland     1 

258  466   ELAN 

Ireland 

18.09 

323  304  MAXIM  INTEGRATED  PRODUCTS  (6) 

U.S.     1 

259    116   SPRINT  FON  GROUP 

U.S. 

18.00 

324  333   DAIWA  SECURITIES  GROUP 

Japan     1 

260  206   SWISSCOM 

Switzerland 

17.94 

325  291    ECHOSTAR  COMMUNICATIONS  (6) 

U.S.     1 

261   562   LEHMAN  BROTHERS  HOLDINGS 

U.S. 

17.91 

326  478   DEXIA 

Belgium     1 

• 

262  441    NATIONAL  CITY 

U.S. 

17.83 

327  368   CIGNA 

U.S.     1 

263  257   DENSO 

Japan 

17.81 

328  231    CAP  GEMINI 

France     1 

264   178   KYOCERA 

Japan 

17.76 

329  453  MITSUBISHI  HEAVY  INDUSTRIES 

Japan    1 

• 

265  305   STATE  STREET 

U.S. 

17.73 

330  405   PAYCHEX 

U.S.     1 

266  320   CIENA 

U.S. 

17.57 

331  433  BANK  OF  NOVA  SCOTIA 

Canada    1 

i 

267     95   CORNING 

U.S. 

17.56 

332  252  SINGAPORE  TELECOMMUNICATIONS 

Singapore    1 

i 

268  300  GANNETT 

U.S. 

17.53 

333  508  UNION  PACIFIC 

U.S.     1 

269     NR   ORACLE  CORP.  JAPAN 

Japan 

17.53 

334  470  HARLEY-DAVIDSON 

U.S.     1 

270  411   WASTE  MANAGEMENT 

U.S. 

17.47 

335  407  CHUBU  ELECTRIC  POWER 

Japan     1 

271  376  COSTCO  WHOLESALE 

U.S. 

17.44 

336  667   ALCAN 

Canada     1 

272  240  ENDESA 

Spain 

17.28 

337  379   WACHOVIA 

U.S.     1 

273  387  AFLAC 

U.S. 

17.20 

338  350  JAPAN  TOBACCO 

Japan     1 

274  227  NTT  DATA 

Japan 

17.19 

339  406   COMPAGNIE  FINANCIERE  RICHEMONT 

Switzerland     1 

275  359  OMNICOM  GROUP 

U.S. 

17.16 

340  718  CALPINE  (6) 

U.S.     1 

276    NR  DEUTSCHE  POST 

Germany 

17.12 

341    172    MARCONI 

Britain    ll 

277  321   KANSAI  ELECTRIC  POWER 

Japan 

17.05 

342  203   TELLABS 

U.S.     1 

1 

278  521   TRANSOCEAN  SEDCO  FOREX 

U.S. 

16.95 

343  370  CENTRICA 

Britain     1 

1 

279  272  NORDEA 

Sweden 

16.76 

344  279  SOLECTRON 

U.S.     1 

280  413   BRITISH  AMERICAN  TOBACCO 

Britain 

16.71 

345  397   BEA  SYSTEMS 

U.S.     1 

281   541    LOCKHEED  MARTIN 

U.S. 

16.55 

346  290   EASTMAN  KODAK 

U.S.     lj 

1 

282   367   PHILLIPS  PETROLEUM 

U.S. 

16.53 

347   371    RICOH 

Japan    ll 

1 

283  329  CARNIVAL 

U.S. 

16.50 

348  410   AMDOCS(B) 

U.S.    1 

1 

284   182   COMPUTER  ASSOCIATES  INTERNATIONAL                         U.S. 

16.47 

349   581    AMVESCAP 

Britain     1] 

1 

285  475   DOMINION  RESOURCES 

U.S. 

16.40 

350    196  JUNIPER  NETWORKS 

U.S.     lj 
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MARKET  VALUE 

2000 
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216  XILINX 

U.S. 

13.61 

694   LOEWS 

U.S. 

13.61 

343   SECOM 

Japan 

13.60 

249  BG  GROUP 

Britain 

13.59 

297   COMMERZBANK 

Germany 

13.52 

566  CAPITAL  ONE  FINANCIAL  (6) 

U.S. 

13.50 

369  SCOTTISH  POWER 

Britain 

13.42 

325  OLIVETTI 

Italy 

13.38 

624  RELIANT  ENERGY 

U.S. 

13.35 

380  SEARS,  ROEBUCK 

U.S. 

13.33 

NR   MIRANT 

U.S. 

13.31 

255  HENNES  &  MAURITZ 

Sweden 

13.22 

486  BANK  OF  MONTREAL 

Canada 

13.21 

446  BAKER  HUGHES 

U.S. 

13.19 

437   CHUBB 

U.S. 

13.17 

394   CADBURY  SCHWEPPES 

Britain 

13.15 

564   PEUGEOT 

France 

13.05 

656  FOREST  LABORATORIES  (6) 

U.S. 

13.04 

345  TAKEFUJI 

Japan 

13.02 

589  MANULIFE  FINANCIAL 

Canada 

12.96 

648  CANADIAN  PACIFIC 

Canada 

12.90 

253   FANUC 

Japan 

12.88 

569  TRIBUNE 

U.S. 

12.87 

191   JAPAN  TELECOM 

Japan 

12.85 

105  SOFTBANK 
532  TXU 

Japan 

12.81 

U.S. 

12.74 

442  COMPAGNIE  DE  SAINT-GOBAIN 

France 

12.71 

547   QUAKER  OATS 

U.S. 

12.65 

456  L'AIR  LIQUIDE 

France 

12.61 

469  WEYERHAEUSER 

U.S. 

12.55 

516  METRO 

Germany 

12.55 

377  SANYO  ELECTRIC 

Japan 

12.53 

524  McGRAW-HILL 

U.S. 

12.50 

351   MITSUBISHI  ESTATE 

Japan 

12.50 

402  MITSUBISHI  CORP. 

Japan 

12.45 

485  CANADIAN  IMPERIAL  BANK  OF  COMMERCE 

Canada 

12.40 

484  AKZO  NOBEL 

Netherlands 

12.36 

NR  T-ONLINE  INTERNATIONAL 

Germany 

12.35 

911   CONCORD  EFS  (6) 

U.S. 

12.28 

489  BURLINGTON  NORTHERN  SANTA  FE 

U.S. 

12.27 

273  BOUYGUES 

France 

12.26 

563  WPP  GROUP 

Britain 

12.25 

690  JOHN  HANCOCK  FINANCIAL  SERVICES  (6) 

U.S. 

12.23 

426  WESTPAC  BANKING 

Australia 

12.20 

158  NEXTEL  COMMUNICATIONS 

12.18 

283  SEAT  PAGINE  GIALLE 

Italy 

12.11 

220  TOKYO  ELECTRON 

Japan 

12.07 

400  CAMPBELL  SOUP 

U.S. 

12.06 

445  GENERAL  MILLS 

U.S. 

12.06 

245  MITSUBISHI  ELECTRIC 

Japan 

12.05 

621   LAFARGE 

France 

12.03 

786  DANSKEBANK 

Denmark 

12.00 

491   ACOM 

Japan 

11.98 

585  J.SAINSBURY 

Britain 

11.89 

464  NATIONAL  GRID  GROUP 
503  FEDEX 

Britain 

11.89 

U.S. 

11.88 

579  ALLERGAN  (6) 

U.S. 

11.80 

373  CREDIT  LYONNAIS 

France 

11.74 

NR  PEOPLESOFT 

U.S. 

11.73 

NR  BILLITON 

Britain 

11.69 

461   IBERDROLA 

Spain 

11.69 

349  ALBERTSON'S 

U.S. 

11.63 

348  GUIDANT 

U.S. 

11.60 

130  KONINKLIJKE  KPN 

Netherlands 

11.53 

258  GLOBAL  CROSSING 

U.S. 

11.53 

RANK 

2001   2000 


MARKET  VALUE 

Billions  of  U.S.  dollars 


416  499  AUSTRALIA  &  NEW  ZEALAND  BANKING  GROUP 

417  416  INTERPUBLIC  GROUP 

418  881    USA  EDUCATION 

419  586   MARRIOTT  INTERNATIONAL 

420  552   AMP  LTD. 

421  346  VERISIGN 

422  358  NIPPON  STEEL 

423  898  ALZA  (6) 

424  663  STRYKER  (6) 

425  408  LEGAL  &  GENERAL  GROUP 

426  472  RENAULT 

427  467  CONAGRA  FOODS 

428  452  NIKE 

429  497  NORSK  HYDRO 

430  298  MEDIASET 

431  587  OCCIDENTAL  PETROLEUM 

432  NR   FLEXTRONICS  INTERNATIONAL  (6) 

433  409  BEST  BUY  (6) 

434  594   ST.  PAUL 

435  443    FIAT  GROUP 

436  618  ERGO  VERSICHERUNGSGRUPPE 

437  672   FRANKLIN  RESOURCES  (6) 

438  432  KELLOGG 

439  570  WM.  WRIGLEY  JR.  (6) 

440  415  KBC  BANCASSURANCE  HOLDING 

441  269  MATSUSHITA  COMMUNICATION  INDUSTRIAL 

442  582  MASCO 

443  352  ASM  LITHOGRAPHY  HOLDING 

444  204  SKANDIA  FORSAKRING 

445  623  PUBLIC  SERVICE  ENTERPRISE  GROUP 

446  462   TNT  POST  GROEP 

447  332  YAMANOUCHI  PHARMACEUTICAL 

448  509  IMPERIAL  OIL 

449  427  ELECTRABEL 

450  NR   INTERBREW 

451  384  ADECCO 

452  535  BURLINGTON  RESOURCES 

453  636  RAYTHEON 

454  560  AGF 

455  471  31  GROUP 

456  388  DBS  GROUP  HOLDINGS 

457  680  STORAENSO 

458  476  MITSUI  &  CO. 

459  NR  THOMSON  MULTIMEDIA 

460  537  AVON  PRODUCTS 

461  NR  XCEL  ENERGY  (6) 

462  403  DAI  NIPPON  PRINTING 

463  543  CLP  HOLDINGS 

464  250  ADVANTEST 

465  523  SCHERING 


Australia  11.51 

U.S.  11.48 

U.S.  11.42 

U.S.  11.37 

Australia  11.36 


466  82  YAHOO 

467  580  FPL  GROUP 

468  954  GENZYME  GENERAL  (6) 

469  494  MARKS  &  SPENCER 

470  634  COMERICA  (6) 

471  600  WEST  JAPAN  RAILWAY 

472  740  GOLDEN  WEST  FINANCIAL  (6) 

473  557   KEYCORP 

474  512  YAMATO  TRANSPORT 

475  NR   RELIANT  RESOURCES  (6) 

476  633  AIR  PRODUCTS  &  CHEMICALS 

477  479  SUMITOMO  ELECTRIC  INDUSTRIES 

478  555   CELESTICA 

479  602   USX-MARATHON  GROUP 

480  981    CIT  GROUP  (6)  t 


U.S. 
Japan 

U.S. 

U.S. 
Britain 

France 
U.S. 
U.S. 

Norway 
Italy 

U.S. 
U.S. 
U.S. 
U.S. 
Italy 

Germany 
U.S. 
U.S. 
U.S. 

Belgium 

Japan 

U.S. 

Netherlands 

Sweden 

U.S. 

Netherlands 

Japan 

Canada 

Belgium 

Belgium 

Switzerland 

U.S. 

U.S. 

France 

Britain 

Singapore 

Finland 

Japan 

France 

U.S. 

U.S. 

Japan 

Hong  Kong 

Japan 

Germany 

U.S. 
U.S. 
U.S. 
Britain 
U.S. 

Japan 
U.S. 
U.S. 

Japan 
US. 

U.S. 

Japan 

Canada 

U.S. 

U.S. 


11.35 
11.29 
11.27 
11.27 
11.25 

11.21 
11.20 
11.15 
11.14 
11.12 

11.10 
11.09 
11.04 
10.97 
10.88 

10.88 
10.87 
10.84 
10.84 
10.76 

10.74 
10.73 
10.71 
10.70 
10.69 

10.67 
10.64 
10.63 
10.61 
10.58 

10.55 
10.53 
10.52 
10.49 
10.48 

10.47 
10.45 
10.45 
10.45 

10.41 

10.38 
10.35 
10.34 
10.32 
10.29 

10.27 

10.24 
10.21 
10.20 
10.14 

10.12 
10.11 
10.09 
10.08 
1004 

10  02 

10.02 

10.00 

9.97 

9.97 
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RANK 

2001    2000 

481   675  XL  CAPITAL 

MARKET  VALUE 

Billions  of  U.S.  dollars 

U.S.        9.96 

RANK 

2001    2000 

MARKET  VAI 

• 

Billions  of  U.S.  di 

546  644   BANCA  MONTE  DEI  PASCHI  Dl  SIENA 

Italy      t 

482  483  CABLEVISION  SYSTEMS 

U.S. 

9.93 

547     NR   PPL 

U.S.       1 

483  526  SVENSKA  HANDELSBANKEN 

Sweden 

9.93 

548     NR   KING  PHARMACEUTICALS  (6) 

U.S.       1 

484   525   PROMISE 

Japan 

9.91 

549   193  BROADCOM 

U.S.       1 

485   703   CHIRON 

U.S. 

9.88 

550   436    SMC 

Japan      1 

486  975   McKESSONHBOC 

U.S. 

9.85 

551  495  SINGAPORE  AIRLINES 

Singapore 

487  463   PITNEY  BOWES 

U.S. 

9.79 

552     NR    MTR 

Hong  Kong 

488  378  COMVERSE  TECHNOLOGY  (6) 

U.S. 

9.78 

553   554   DOVER 

U.S. 

489   546   MAY  DEPARTMENT  STORES 

U.S. 

9.73 

554  534   HOLCIM 

Switzerland 

490     NR    INDITEX 

Spain 

9.69 
9.69 

555  614   SANMINA 

556  643   ROCKWELL  INTERNATIONAL 

U.S. 
U.S. 

491    550   BASS 

Britain 

492  481    INVESTOR 

Sweden 

9.69 

557  457   ORIX 

Japan 

493   729  TJX 

U.S. 

9.68 

558  677  ARCHER  DANIELS  MIDLAND 

U.S. 

494  502   ESTEELAUOER 

U.S. 

9.68 

559  404  IMMUNEX 

U.S. 

495  631   ALLIED  IRISH  BANKS 

Ireland 

9.67 

560  608  MATSUSHITA  ELECTRIC  WORKS 

Japan 

496  480  ASAHI  GLASS 

Japan 

9.66 

561  712  NORFOLK  SOUTHERN 

U.S. 

497  707   PROGRESSIVE  (6) 

U.S. 

9.66 

562  939   IMS  HEALTH 

U.S. 

498  884  RALSTON  PURINA 

U.S. 

9.59 

563   574  SCIENTIFIC-ATLANTA  (6) 

U.S. 

499  567  KLA-TENCOR  (6) 

U.S. 

9.57 

564  987   SOUTHTRUST  (6) 

U.S. 

500  783  BANK  OF  IRELAND 

Ireland 

9.57 

565  487    MED1MMUNE  (6) 

U.S. 

501  389  BANCA  FIDEURAM 

Italy 

9.55 

566   575   SWIRE  PACIFIC 

Hong  Kong 

502  708  USA  NETWORKS  (6) 

U.S. 

9.53 

567  777   GREAT  UNIVERSAL  STORES 

Britain 

503  468  PORTUGAL  TELECOM 

Portugal 

9.52 

568  907   BED  BATH  &  BEYOND  (6) 

U.S. 

504  393  ADOBE  SYSTEMS 

U.S. 

9.51 

569     NR   WANADOO 

France 

505  692   ENTERGY 

U.S. 

9.51 

570  450  DAMPSKIBSSELSKABETAF1912 

Denmark 

506  595  ROYAL  &  SUN  ALLIANCE  INSURANCE  GROUP 

Britain 

9.45 

571  632   HENKEL 

Germany 

507  561   UNOCAL 

U.S. 

9.40 

572  959  HUMAN  GENOME  SCIENCES  (6) 

U.S. 

508  429   KIRIN  BREWERY 

Japan 

9.40 

573  715  RECKITT  BENCKISER 

Britain 

509  651   LINCOLN  NATIONAL 

U.S. 

9.39 

574  576  ALLEANZA  ASSICURAZIONI 

Italy 

510  493  SCHNEIDER  ELECTRIC 

France 

9.38 
9.37 

575  704  TOKYO  GAS 

Japan 

511   510  SUMITOMO  TRUST  &  BANKING 

Japan 

576  490   HOYA 

Japan 

512  611   CASINO,  GUICHARD-PERRACHON 

France 

9.35 

577  700  CONSOLIDATED  EDISON 

U.S. 

513  591   PPG  INDUSTRIES 

U.S. 

9.35 

578  684  HERSHEY  FOODS  (6) 

U.S. 

514  501   SANKYO 

Japan 

9.28 

579  764   GREAT-WEST  LIFECO 

Canada 

515  314  ALTERA  (6) 

U.S. 

9.28 

580  324   12  TECHNOLOGIES  (6) 

U.S. 

516  584  GUCCI  GROUP 

Netherlands 

9.28 

581  642   SUMITOMO  CHEMICAL 

Japan 

517   465   VNU 

Netherlands 

9.28 

582  647   MILLENNIUM  PHARMACEUTICALS  (6) 

U.S. 

518     NR   TYCOM  (6) 

U.S. 

9.26 

583  311    NIPPON  TELEVISION  NETWORK 

Japan 

519  735  SUN  LIFE  FINANCIAL  SERVICES  OF  CANADA 

Canada 

9.26 

584  522   DELPHI  AUTOMOTIVE  SYSTEMS 

U.S. 

520  793  NIPPON  MITSUBISHI  OIL 

Japan 

9.25 

585  458   FINMECCANICA 

586  558   CLOROX 

Italy 
U.S. 

521  946  BANCO  COMERCIAL  PORTUGUES  (BCP) 

Portugal 

9.21 

522  277  BRIOGESTONE 

Japan 

9.17 

587   559  TEXTRON 

U.S. 

523     NR    MONSANTO  (6) 

U.S. 

9.16 

588  653   ACCOR 

France 

524   572    AON 

U.S. 

9.15 

589     NR   MLP 

Germany 

525   354   TDC 

Denmark 

9.10 

590  963   CSX 

U.S. 

526  428   KEYENCE 

Japan 

9.09 

591   830   PANCANADIAN  PETROLEUM 

Canada 

527   504   UNIVISION  COMMUNICATIONS  (6) 

U.S. 

9.07 

592  727  HENDERSON  LAND  DEVELOPMENT 

Hong  Kong 

528  613   BIOGEN 

U.S. 

9.06 

593  752  BEIERSDORF 

Germany 

529     NR    IOEC  PHARMACEUTICALS  (6) 

U.S. 

9.05 

594  845  GEORGIA-PACIFIC  GROUP 

U.S. 

530  645   BAA 

Britain 

9.02 

595  NR   BIOMET  (6) 

596  995  SUNGARD  DATA  SYSTEMS  (6) 

U.S. 
U.S. 

531   730   EQUITY  OFFICE  PROPERTIES  TRUST 

U.S. 

9.01 

532   709   DANAHER(G) 

U.S. 

8.98 

597  726   RENTENANSTALT 

Switzerland 

533  810   ACE  (6) 

U.S. 

8.97 

598   736   PRAXAIR 

U.S. 

534  619   LOBLAW 

Canada 

8.95 

599   578   LEXMARK  INTERNATIONAL 

U.S. 

535  720   CRH 

536  424  ADVANCED  MICRO  DEVICES  (6) 

Ireland 

8.94 

600  658  INGERSOLL-RAND 

601  NR   NATIONAL  BANK  OF  GREECE 

U.S. 
Greece 

U.S. 

8.93 

■ 

537  710   RAS 

Italy 

8.93 

602  662    CINTAS  (6) 

U.S. 

538  538   CASTORAMA  DUBOIS  INVESTISSEMENTS 

France 

8.86 

603   753   SHELL  CANADA 

Canada 

539  620   FEDERATED  DEPARTMENT  STORES 

U.S. 

8.86 

604     NR   TELENOR 

Norway 

r 

540  417   KINGFISHER 

Britain 

8.83 

605   724   UPM-KYMMENE 

Finland 

541   834   SYNOVUS  FINANCIAL  (6) 

U.S. 

8.80 

606     NR    MEDIOLANUM 

Italy 

542  412   BROCADE  COMMUNICATIONS  SYSTEMS  (6) 

U.S. 

8.79 

607     NR   ELECTRONIC  ARTS 

U.S. 

543   540   DEERE 

U.S. 

8.77 

608   763    OSAKA  GAS 

Japan 

544  864  PROGRESS  ENERGY 

U.S. 

8.77 

609   868   UNUMPROVIDENT 

U.S. 

1 

545  666   BECTON,  DICKINSON 

U.S. 

8.75 

610  850   SHIONOGI  &  CO. 

Japan 

<a 

1 
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829   MBIA 

U.S. 

7.78 

676  638   GAS  NATURAL  SDG 

Spain 

6.98 

711    SCOniSH  &  SOUTHERN  ENERGY 

Britain 

7.77 

677  679  COCA-COLA  ENTERPRISES 

U.S. 

6.97 

674  OCBC  OVERSEAS  CHINESE  BANK 

Singapore 

7.76 

678  515   LIMITED 

U.S. 

6.95 

588  THYSSENKRUPP 

Germany 

7.75 

679  360  TEfiADYNE  (6) 

U.S. 

6.94 

545   HAYS 

Britain 

7.75 

680  498  BOSTON  SCIENTIFIC 

U.S. 

6.93 

660  TOPPAN  PRINTING 

Japan 

7.74 

681   390  APPLE  COMPUTER 

U.S. 

6.91 

604   MITSUI  FUDOSAN 

Japan 

7.73 

682     NR   SABRE  HOLDINGS  (6) 

U.S. 

6.91 

665   R0L0BANCA1473 

Italy 

7.72 

683   514   VOLVO 

Sweden 

6.90 

NR  TOSCO  (6) 

U.S. 

7.71 

684  392  TF1  TELEVISION  FRANCAISE  1 

France 

6.89 

529  ORIENTAL  LAND 

Japan 

7.69 

685  698   BANCA  NAZIONALE  DEL  LAVORO 

Italy 

6.89 

913   CONSTELLATION  ENERGY  GROUP 

U.S. 

7.69 

686  751   THALES 

France 

6.87 

825   MATTEL 

U.S. 

7.66 

687  806    FIRSTENERGY 

U.S. 

6.87 

328  TDK 

Japan 

7.66 

688  549   MOLEX  (6) 

U.S. 

6.86 

536   GKN 

Britain 

7.65 

689  507  TAISHO  PHARMACEUTICAL 

Japan 

6.86 

652   BOOTS 

Britain 

7.63 

690  908   LUXOTTICA  GROUP 

691  823   F1SERV  (6) 

Italy 

6.86 

455  DAMPSKIBSSELSKABET  SVENBORG 

Denmark 

7.62 

U.S. 

6.85 

531    SUMITOMO  CORP. 

Japan 

7.62 

692  686  AMSOUTH  BANCORPORATION  (6) 

U.S. 

6.83 

872   CANADIAN  NATIONAL  RAILWAY 

Canada 

7.60 

693  771   NOVELLUS  SYSTEMS  (6) 

U.S. 

6.82 

513   ELECTRICIDADE  DE  PORTUGAL  (EDP) 

Portugal 

7.57 

694  870  ALBERTA  ENERGY 

Canada 

6.80 

882   NORTHROP  GRUMMAN 

U.S. 

7.56 

695     NR   NIPPON  UNIPAC  HOLDING 

Japan 

6.79 

794  AMERADA  HESS 

U.S. 

7.54 

696  746   NEW  YORK  TIMES 

U.S. 

6.79 

886   GROUPE  BRUXELLES  LAMBERT 

Belgium 

7.54 

697   789   TOYODA  AUTOMATIC  LOOM  WORKS 

Japan 

6.79 

905  DEVON  ENERGY  (6) 

U.S. 

7.53 

698     NR    LATTICE  GROUP 

Britain 

6.77 

895  MGIC  INVESTMENT  (6) 

U.S. 

7.53 

699   754   CINCINNATI  FINANCIAL  (6) 

U.S. 

6.75 

776  KYUSHU  ELECTRIC  POWER 

Japan 

7.51 

700  573   ASAHIKASEI 

Japan 

6.74 

447  FUJISAWA  PHARMACEUTICAL 

Japan 

7.48 

701  693  NEWELL  RUBBERMAID 

U.S. 

6.74 

848  STARWOOD  HOTELS  &  RESORTS  WORLDWIDE 

U.S. 

7.48 

702  804   IVAX(G) 

U.S. 

6.73 

699  APACHE  (6) 

U.S. 

7.47 

703     NR    POWERGEN 

Britain 

6.70 

775  NABORS  INDUSTRIES  (6) 

U.S. 

7.47 

704  517   CABLE  &  WIRELESS  OPTUS 

Australia 

6.70 

330  FUJI  TELEVISION  NETWORK 

Japan 

7.46 

705     NR   SMITHS  GROUP 

Britain 

6.70 

769  TOHOKU  ELECTRIC  POWER 

Japan 

7.45 

706  831   UNITED  OVERSEAS  BANK 

Singapore 

6.69 

765  STARBUCKS  (6) 

U.S. 

7.45 

707  671    INTUIT 

U.S. 

6.69 

859  GEORGE  WESTON 

Canada 

7.44 

708  637   ALMANIJ 

Belgium 

6.67 

451    INTIMATE  BRANDS 

U.S. 

7.43 

709     NR  TRICON  GLOBAL  RESTAURANTS 

U.S. 

6.67 

695  HONGKONG  ELECTRIC  HOLDINGS 

Hong  Kong 

7.42 

710     NR   GRANADA 

Britain 

6.67 

702  BOC  GROUP 

Britain 

7.41 

711   838   KONAMI 

Japan 

6.66 

844  JUSCO 

Japan 

7.36 

712  750  KINKI  NIPPON  RAILWAY 

Japan 

6.64 

766  POWER  FINANCIAL 

Canada 

7.35 

713  655  SHIZUOKABANK 

Japan 

6.63 

761   EISAI 

Japan 

7.34 

714  929  DAIICHI  PHARMACEUTICAL 

Japan 

6.63 

223  COLT  TELECOM  GROUP 

Britain 

7.32 

715  849   HONG  KONG  &  CHINA  GAS 

Hong  Kong 

6.63 

NR   M&TBANK(6) 

U.S. 

7.32 

716     NR   H.LUNDBECK 

Denmark 

6.62 

654  ROHM  &  HAAS 

U.S. 

7.31 

717  299   XEROX 

U.S. 

6.61 

742   CNA  FINANCIAL 

U.S. 

7.30 

718  697   SEKISUI  HOUSE 

Japan 

6.60 

678  JEFFERSON-PILOT 

U.S. 

7.27 

719  840  KERR-McGEE 

U.S. 

6.60 

244  PACIFIC  CENTURY  CYBERWORKS 

Hong  Kong 

7.26 

720  901   ALLIED  DOMECQ 

Britain 

6.60 

361   BIPOP-CARIRE 

Italy 

7.25 

721   798  SUZUKI  MOTOR 

Japan 

6.59 

592  CONCESSIONI  E  COSTRUZIONI AUTOSTRADE 

Italy 

7.23 

722  668  FRESENIUS  MEDICAL  CARE 

Germany 

6.57 

419  ASAHIBANK 

Japan 

7.23 

723   713   STAPLES 

U.S. 

6.57 

551    LAGARDERE 

France 

7.22 

724  955  SYNTHES-STRATEC 

Switzerland 

6.55 

721  WOLTERS  KLUWER 

Netherlands 

7.22 

725   474   ENERGIS 

Britain 

6.54 

NR   ENBW  ENERGIE  BADEN-WUERTTEMBERG 

Germany 

7.20 

726  969  DST  SYSTEMS  (6) 

U.S. 

6.51 

NR  STILWELL  FINANCIAL  (6) 

U.S. 

7.20 

727  646  SKANDINAVISKA  ENSKILDA  BANKEN 

Sweden 

6.51 

518  CHRISTIAN  DIOR 

France 

7.17 

728     NR   AT&T  WIRELESS  GROUP  (6) 

U.S. 

6.50 

835  EQUITY  RESIDENTIAL  PROPERTIES  TRUST 

U.S. 

7.17 

729  785  KONINKLIJKE  NUMICO 

Netherlands 

6.49 

904  PETRO-CANADA 

Canada 

7.14 

730  610  SECURITAS 

731  459  APPLIED  BIOSYSTEMS  GROUP 

Sweden 
U.S. 

6.49 
6.49 

689  BANCO  POPULAR  ESPANOL 

Spain 

7.14 

639  AJINOMOTO 

Japan 

7.11 

732  627   DIXONS  GROUP 

Britain 

6.48 

617  SWATCH  GROUP 

Switzerland 

7.10 

733  796  WATERS  (6) 

U.S. 

6.48 

930  REGIONS  FINANCIAL  (6) 

U.S. 

7.09 

734  673   BARRICKGOLD 

Canada 

6.48 

927  MEDIOBANCA 

Italy 

7.07 

735  861   OPENWAVE  SYSTEMS  (6) 

U.S. 

6.48 

337  COMPUTER  SCIENCES 

U.S. 

7.07 

736  615  MITSUBISHI  CHEMICAL 

Japan 

6.47 

418  INVENSYS 

Britain 

7.06 

737     NR   NISOURCE 

U.S. 

6.46 

NR   HELLENIC  TELECOMMUNICATIONS  ORGANIZATION 

Greece 

7.04 

738   147   SONERA 

Finland 

6.44 

565  FURUKAWA  ELECTRIC 

Japan 

7.03 

739   759   LAND  SECURITIES 

Britain 

6.43 

568  DEUTSCHE  LUFTHANSA 

Germany 

7.00 

740  973  WEATHERFORD  INTERNATIONAL  (6) 

U.S. 

6.41 
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741    706 

CONVERGYS  (6) 

U.S. 

6.40 

742   597 

RENTOKIL  INITIAL 

Britain 

6.39 

743   714 

JOHNSON  ELECTRIC  HOLDINGS 

Hong  Kong 

6.38 

744   937 

DTE  ENERGY 

U.S. 

6.38 

745  NR 

746  NR 

KINDER  MORGAN  (6) 

U.S. 

6.36 

WATSON  PHARMACEUTICALS  (6) 

U.S. 

6.36 

747  805 

PREUSSAG 

Germany 

6.34 

748  883 

TORAY  INDUSTRIES 

Japan 

6.31 

749   817 

TELUS 

Canada 

6.30 

750  962 

CHARTER  ONE  FINANCIAL  (6) 

U.S. 

6.29 

751   833 

ALSTOM 

France 

6.29 

752     NR 

PEPSI  BOTTLING  GROUP  (6) 

U.S. 

6.27 

753   816 

DOLLAR  GENERAL  (6) 

U.S. 

6.20 

754  758 

TELEPHONE  &  DATA  SYSTEMS  (6) 

U.S. 

6.18 

755  879 

JAPAN  AIRLINES 

Japan 

6.18 

756  914 

TMP  WORLDWIDE  (6) 

U.S. 

6.17 

757   799 

BJ  SERVICES  (6) 

U.S. 

6.17 

758   923 

AMEREN 

U.S. 

6.12 

759     NR 

R.J.  REYNOLDS  TOBACCO  HOLDINGS 

U.S. 

6.07 

760   948 

JOHNSON  CONTROLS 

U.S. 

6.06 

761    912 

HEINEKEN  HOLDING 

Netherlands 

6.02 

762    774 

BRAMBLES  INDUSTRIES 

Australia 

6.02 

763   640 

FORENINGSSPARBANKEN 

Sweden 

6.01 

764  261 

ADC  TELECOMMUNICATIONS 

U.S. 

6.00 

765  316 

AMAZON.COM 

U.S. 

5.99 

766     NR 

AMR 

U.S. 

5.99 

767   935 

SUNCOR  ENERGY 

Canada 

5.97 

768  278 

NETWORK  APPLIANCE 

U.S. 

5.97 

769  924 

PIRELLI 

Italy 

5.94 

770     NR 

AMBAC  FINANCIAL  GROUP  (6) 

U.S. 

5.93 

771   952 

TOKYU 

Japan 

5.93 

772  331 

LSI  LOGIC  (6) 

U.S. 

5.91 

773     NR 

CONSECO 

U.S. 

5.88 

774     NR 

ALLEGHENY  ENERGY  (6) 

U.S. 

5.88 

775     NR 

DEGUSSA 

Germany 

5.87 

776  496 

BMC  SOFTWARE 

U.S. 

5.87 

777     NR 

NVIDIA  (6) 

U.S. 

5.86 

778  770 

DELTA  AIR  LINES 

U.S. 

5.86 

779  871 

ADELPHIA  COMMUNICATIONS  (6) 

U.S. 

5.86 

780  601 

NTL (6) 

U.S. 

5.85 

781   875 

CHUGOKU  ELECTRIC  POWER 

Japan 

5.85 

782   832 

EDISON 

Italy 

5.83 

783  863 

MERCK  KGAA 

Germany 

5.82 

784     NR 

NRG  ENERGY  (6) 

U.S. 

5.82 

785     NR 

BEAR  STEARNS 

U.S. 

5.81 

786   792 

SYMBOL  TECHNOLOGIES  (6) 

U.S. 

5.81 

787   790 

AVERY  DENNISON 

U.S. 

5.77 

788     NR 

QUEST  DIAGNOSTICS  (6) 

U.S. 

5.75 

789   814 

NOBLE  DRILLING  (6) 

U.S. 

5.73 

790     NR 

ANDRX  GROUP  (6) 

U.S. 

5.71 

791   866 

BALOISE  HOLDING 

Switzerland 

5.71 

792     NR 

NATIONWIDE  FINANCIAL  SERVICES  (6) 

U.S. 

5.70 

793   733 

OJI  PAPER 

Japan 

5.68 

794     NR 

TOTAL  SYSTEM  SERVICES  (6) 

U.S. 

5.68 

795  984 

IMPERIAL  TOBACCO  GROUP 

Britain 

5.67 

796  819 

ITOCHU 

Japan 

5.66 

797  824 

LEGRAND 

France 

5.66 

798     NR 

TRANSCANADA  PIPELINES 

Canada 

5.65 

799  877 

SODEXHO  ALLIANCE 

France 

5.65 

800   738 

PANAMSAT  (6) 

U.S. 

5.64 

801   813 

BRITISH  AIRWAYS 

Britain 

5.63 

802   925 

PARKER  HANNIFIN 

U.S. 

5.63 

803     NR 

CINERGY 

U.S. 

5.62 

804   756 

JABIL  CIRCUIT  (6) 

U.S. 

5.62 

805     NR 

UNION  PLANTERS  (6) 

U.S. 

5.62 
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RANK 

2001    2000 

MARKET  VA 

Billions  of  U.S. 

806   482 

LOGICA 

Britain 

807     NR 

ALL  NIPPON  AIRWAYS 

Japan 

808     NR 

SEMPRA  ENERGY 

U.S. 

809     NR 

AMB  AACHENER  UND  MUENCHENER  BETEILIGUNC 

Germany 

810  985 

PORSCHE 

Germany 
Switzerland 

811     NR 

SYNGENTA 

812     NR 

TREND  MICRO  (6) 

Japan 

813     NR 

WHARF  HOLDINGS 

Hong  Kong 

814  958 

ALLIANCE  &  LEICESTER 

Britain 

815   966 

WASHINGTON  POST 

U.S. 

816     NR 

WILLAMETTE  INDUSTRIES 

U.S. 

817     NR 

KMART 

U.S. 

818   967 

J.C.  PENNEY 

U.S. 

819   846 

SEIBU  RAILWAY 

Japan 

820     NR 

TALISMAN  ENERGY 

Canada 

821   717 

MARUI 

Japan 

822     NR 

KEYSPAN  (6) 

U.S. 

823   836 

SANDVIK 

Sweden 

824   990 

WELLPOINT  HEALTH  NETWORKS 

U.S. 

825    583 

EQUANT 

France 
Hong  Kong     1 

826     NR 

DAO  HENG  BANK  GROUP 

827   780 

ASAHI  BREWERIES 

Japan 

828  970 

VULCAN  MATERIALS 

U.S. 

829     NR 

TOYS  R'  US 

U.S. 

830     NR 

TEIJIN 

Japan     1 

831     NR 

H&R  BLOCK 

U.S. 

832   983 

YASUDA  FIRE  &  MARINE  INSURANCE 

Japan     1 

833   768 

UNION  ELECTRICA  FENOSA 

Spain     1 

834  891 

DAIKIN  INDUSTRIES 

Japan     1 

835  865 

PIONEER 

Japan 

836    782 

ELECTROLUX 

Sweden     1 

837   800 

TRW 

U.S. 

838   344 

GATEWAY 

U.S. 

839   670 

TELE2 

Sweden     1 

840     NR 

SYMANTEC  (6) 

U.S.     1 

841   492 

APPLIED  MICRO  CIRCUITS  (6) 

U.S.     1 

842   950 

BROADWING  (6) 

U.S.     1 

843   889 

EATON 

U.S.     1 

844   772 

ASSA  ABLOY 

Sweden    1 

845   826 

ROLLS-ROYCE 

Britain    1 
U.S.    1 

846     NR 

E.W.  SCRIPPS  (6) 

847     NR 

JONES  APPAREL  GROUP 

U.S.    1 

848  855 

BANYU  PHARMACEUTICAL 

Japan    1 

849  856 

DIAMOND  OFFSHORE  DRILLING  (6) 

U.S.    1 

850  857 

HILTON  GROUP 

Britain    1 
U.S.    1 

851     NR 

ST.  JUDE  MEDICAL  (6) 

852   867 

U.S.  CELLULAR  (6) 

U.S.    1 

853     NR 

CADENCE  DESIGN  SYSTEMS  (6) 

U.S.    1 

854   921 

MARSHALL  &  ILSLEY  (6) 

U.S.    1 

855    732 

NITTO  DENKO 

Japan    1 
U.S.    1 

856     NR 

FORTUNE  BRANDS 

857   728 

ALTRAN  TECHNOLOGIES 

France   1 

858     NR 

TONENGENERAL  SEKIYU 

Japan    1 

859     NR 

DELHAIZE  LE  LION 

Belgium    1 

860     NR 

FOSTERS  BREWING  GROUP 

Australia   1 
Japan   1 

861     NR 

MITSUBISHI  MOTORS 

862     NR 

CHARTER  COMMUNICATIONS  (6) 

U.S.    1 

863  903 

UNITED  UTILITIES 

Britain    1 

864  931 

KUBOTA 

Japan   1 

865  NR 

866  NR 

EOG  RESOURCES  (6) 

U.S.    1 

WOOLWORTHS  LTD. 

Australia   1 

867    933 

ECOLAB  (6) 

U.S.    1 

868     NR 

SONUS  NETWORKS  (6) 

U.S.   1 

869     NR 

MOODY'S 

U.S.   1 

870  934 

HERMES  INTERNATIONAL 

France  1 

;\' 
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v  the  all-new  Mercury  Mountaineer  has  been  thoughtfully  designed  to  offer- advanced 

safety  features  like  available  side-curtain  airbags*  and  child  safefy-seat  tether  anchi 
ecause  the  roads  you  travel  most  are  likely  the  same  roads  traveled  by  everyone  e 
The  SUV  built  for  here,  is. here. 


888566-8888         2002mountaineer.com         2002    Mo 
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WE  ARE  PRUDENTIAL 


I  »20(M  Centra  Software  NASDAQ:  CTRA 
Prudential  Financial  is  a  servicemark  of  Prudential.  Newark,  NJ  and  its  affiliates 


r 


E  CHOSE  CENTRA. 


Live  eLearning  drives  our  business. 

It  allows  us  to  get  the  right  information  to  the  right  people.  Right  now. 

Centra  helps  us  accelerate  key  business  processes  by  empowering  our  employees,  customers  and 
partners  with  the  information,  skills  and  relationships  that  ensure  consistent  results. 


i  oft  ware  that  Redefines  Live  eLearning  and  Collaboration. 


Centra's  integrated  IP  audio,  application  sharing  and  collaboration  tools 
let  us  get  more  done  in  less  time,  at  significantly  lower  cost. 

With  hundreds  of  satisfied  customers  like  us.. .plus  partnerships  with  Microsoft,  Cisco, 
PricewaterhouseCoopers  and  others...Centra  is  the  leading  provider  of  software  infrastructure  for  secure 

virtual  classrooms,  Web  conferences,  and  eMeetings. 

www.centra.com 


Centra 


Powering  Today's  Most  Successful  Companies. 

Atlanta  Boston  Chicago  Dallas  Denver  Los  Angeles  New  York  Philadelphia  Raleigh  San  Francisco  Washington 
London  Paris  Amsterdam  Copenhagen  Basel  Tokyo  Toronto 


The  BusinessWeek  Global  1000 


RANK 

MARKET  VALUE 

2001    2000 

Billions  of  U.S.  dollars 

871   854 

FUJI  HEAVY  INDUSTRIES 

Japan 

5.21 

872     NR 

CANARY  WHARF  GROUP 

Britain 

5.19 

873     NR 

SHAW  COMMUNICATIONS 

Canada 

5.19 

874   795 

NIPPON  EXPRESS 

Japan 

5.18 

875  900 

HANSON 

Britain 
U.S. 

5.17 
5.16 

876   238 

PMC-SIERRA  (6) 

877   598 

ATMEL  (6) 

U.S. 

5.15 

878  423 

THE  SAGE  GROUP 

Britain 

5.13 

879     NR 

VESTAS  WIND  SYSTEMS 

Denmark 

5.12 

880  820 

BANCA  Dl  ROMA 

Italy 

5.11 

881   960 

LINDE 

Germany 

5.10 

882     NR 

THERMO  ELECTRON  (6) 

U.S. 

5.10 

883   851 

UNI0NBANCAL(6) 

U.S. 

5.09 

884     NR 

AGERE  SYSTEMS  (6) 

U.S. 

5.09 

885  892 

NIPPON  YUSEN 

Japan 

5.09 

886   593 

DASSAULT  SYSTEMES 

France 

5.07 

887   893 

SOCIETE  EUROPEENNE  DES  SATELLITES 

Belgium 

5.07 

888  827 

METRO-GOLDWYN-MAYER  (6) 

U.S. 

5.06 

889   976 

SVENSKA  CELLULOSA  AKTIEBOLAGET 

Sweden 

5.05 

890     NR 

TIFFANY  (6) 

U.S. 

5.05 

891   612 

RADIOSHACK 

U.S. 

5.03 

892  878 

LI  &  FUNG 

Hong  Kong 

5.01 

893  869 

NYCOMED  AMERSHAM 

Britain 

5.01 

894  910 

MGM  MIRAGE  (6) 

U.S. 

5.01 

895     NR 

NATIONAL  COMMERCE  FINANCIAL  (6) 

U.S. 

4.99 

896     NR 

ZIONS  BANCORPORATION  (6) 

U.S. 

4.98 

897  922 

WOODSIDE  PETROLEUM 

Australia 

4.98 

898  968 

WMC 

Australia 

4.98 

899  890 

ROBERT  HALF  INTERNATIONAL 

U.S. 

4.97 

900  444 

TELEWEST  COMMUNICATIONS 

Britain 

4.95 

901     NR 

HEALTHSOUTH 

U.S. 

4.95 

902   779 

INTERNATIONAL  POWER 

Britain 

4.94 

903   731 

EMI  GROUP 

Britain 

4.94 

904     NR 

GENUINE  PARTS 

U.S. 

4.91 

905   739 

RATIONAL  SOFTWARE 

U.S. 
Hong  Kong 

4.90 
4.90 

906     NR 

HONGKONG  LAND 

907  722 

MERCURY  INTERACTIVE  (6) 

U.S. 

4.89 

908     NR 

LABORATORY  CORP.  OF  AMERICA  HOLDINGS  (6) 

U.S. 

4.89 

909     NR 

GILEAD  SCIENCES  (6) 

U.S. 

4.88 

910  943 

MABUCHI  MOTOR 

Japan 

4.87 

911   420 

TERRA  NETWORKS 

Spain 

4.82 

912   791 

DOW  JONES 

U.S. 

4.81 

913     NR 

BHW  HOLDING 

Germany 

4.79 

914     NR 

ALPHA  BANK 

Greece 

4.79 

915  NR 

916  NR 

WESFARMERS 

Australia 

4.79 

TORCHMARK 

U.S. 

4.78 

917     NR 

FAMILY  DOLLAR  STORES  (6) 

U.S. 

4.77 

918     NR 

BIOVAIL 

Canada 

4.77 

919   744 

BALLARD  POWER  SYSTEMS 

Canada 

4.77 

920     NR 

UST 

U.S. 

4.76 

921     NR 

CANADA  LIFE  FINANCIAL 

Canada 

4.76 

922   876 

SCOTTISH  &  NEWCASTLE  BREWERIES 

Britain 

4.75 

923  603 

ARM  HOLDINGS 

Britain 

4.75 

924   797 

KOMATSU 

Japan 

4.74 

925  NR 

926  NR 

KUDELSKI  GROUP 
JULIUS  BAER  HOLDING 

Switzerland 

4.73 

Switzerland 

4.73 

927     NR 

EQUIFAX 

U.S. 

4.72 

928  808 

AMERICAN  TOWER  (6) 

U.S. 

4.72 

929     NR 

SAMPO 

Finland 

4.70 

930     NR 

MICHELIN 

France 

4.69 

931      NR 

QLOGIC  (6) 

U.S. 

4.69 

932     NR 

NEXT 

Britain 

4.68 

933     NR 

ALTANA 

Germany 

4.68 

934     NR 

NCR  (6) 

U.S. 

4.66 

935     NR 

VF 

U.S. 

4.64 

RANK 

2001   2000 


MARKET  VA 


936  NR  AMERICAN  STANDARD  (6) 

937  811  IMPERIAL  CHEMICAL  INDUSTRIES 

938  NR  FLUOR 

939  NR  GOODYEAR  TIRE  &  RUBBER 

940  941  MISYS 

941  NR   NORTH  FORK  BANCORPORATION  (6) 

942  NR   VINCI 

943  553   NATIONAL  SEMICONDUCTOR  (6) 

944  NR  MAGNA  INTERNATIONAL 

945  NR   AVAYA 

946  NR   CELLTECH  GROUP 

947  NR  SIMON  PROPERTY  GROUP 

948  NR   HILTON  HOTELS 

949  737   OMRON 

950  NR   INSTINET  GROUP  (6) 

951  787   CATHAY  PACIFIC  AIRWAYS 

952  953   CAPITA  GROUP 

953  NR   FIRST  TENNESSEE  NATL.  (6) 

954  NR   LAWSON 

955  NR   INTERNATIONAL  GAME  TECHNOLOGY  (6) 

956  896  ASSOCIATED  BRITISH  FOODS 

957  936  GLOBAL  MARINE 

958  606  VITESSE  SEMICONDUCTOR  (6) 

959  977  T.  ROWE  PRICE  (6) 

960  818  TO  WATERHOUSE  GROUP  (6) 

961  NR  BROWN-FORMAN  (6) 

962  NR   DAIWA  HOUSE  INDUSTRY 

963  956  ENSCO  INTERNATIONAL  (6) 

964  NR   COUNTRYWIDE  CREDIT  INDUSTRIES 

965  781   DAILY  MAIL  &  GENERAL  TRUST 

966  NR   ENTERPRISE  OIL 

967  NR   SEI  INVESTMENTS  (6) 

968  NR   PECHINEY 

969  528   PG&E 

970  539  CITRIX  SYSTEMS  (6) 

971  NR   MONTEDISON 

972  918  BLUE  CIRCLE  INDUSTRIES 

973  366  EXODUS  COMMUNICATIONS 

974  NR   SHIKOKU  ELECTRIC  POWER 

975  NR   POWER  CORP.  OF  CANADA 

976  847  HEIDELBERGER  DRUCKMASCHINEN 

977  NR   SKANSKA 

978  NR   HEALTH  MANAGEMENT  ASSOCS.  (6) 

979  947  BANK  OF  YOKOHAMA 

980  NR   PEREGRINE  SYSTEMS  (6) 

981  NR   PUBLICIS 

982  NR  TECO  ENERGY  (6) 

983  801   TIME  WARNER  TELECOM  (6) 

984  NR   AISINSEIKI 

985  NR  TRANSATLANTIC  HOLDINGS  (6) 

986  873  GROUPEUCB 

987  NR  LEGGETT  &  PLATT  (6) 

988  NR  GOODRICH 

989  NR  BANC  WEST  (6) 

990  NR  MITSUI  MARINE  &  FIRE  INSURANCE 

991  821    SHISEIDO 

992  997   ONO  PHARMACEUTICAL 

993  994  SANTA  FE  INTERNATIONAL  (6) 

994  NR  SMITH  &  NEPHEW 

995  NR   HARRAH'S  ENTERTAINMENT 

996  NR   HARCOURT  GENERAL  (6) 

997  605   RF  MICRO  DEVICES  (6) 

998  NR   PINNACLE  WEST  CAPITAL  (6) 

999  NR    GULF  CANADA  RESOURCES 
1000    NR   WM.  MORRISON  SUPERMARKETS 


U.S. 
Britain 

U.S. 

U.S. 
Britain 

U.S. 
France 

U.S. 
Canada 

U.S. 

Britain 

U.S. 

U.S. 

Japan 

U.S. 

Hong  Kong 
Britain 

U.S. 
Japan 

U.S. 
Britain 

U.S. 

U.S. 

U.S. 

U.S. 

U.S. 

Japan 

U.S. 

U.S. 

Britain 

Britain 
U.S. 

France 
U.S. 
U.S. 

Italy 

Britain 

U.S. 

Japan 

Canada 

Germany 

Sweden 

U.S. 

Japan 

U.S. 

France 
U.S. 
U.S. 

Japan 
U.S. 

Belgium 

U.S. 

U.S. 

U.S. 

Japan 

Japan 
Japan 

U.S. 
Britain 

U.S. 

U.S. 

U.S. 

U.S. 

Canada 

Britain 
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AR,    IT'S    A    STANDARD    FE 
ON    17    BILLION    PRODUCTS. 


BECAUSE    SAFETY    SHOULDN'T 
BE    OPTIONAL. 


•e  UL  Mark  says  something  very  important  about  you  and  your  product.  To  everyone  from 
ppliers  to  retailers  and  consumers,  it  represents  a  clear  commitment  to  safety.  You  know  that 
i  other  mark  is  more  widely  recognized,  speaks  with  more  authority,  or  adds  more  value  to  a 

ind.  For  more  than  a  century,  Underwriters  Laboratories  has  been  a  product         

fety  leader,  acknowledged  for  its  safety  standards,  integrity  and  independence. 

igether,  we're  working  for  a  safer  world. 

iww.ul.com 


Working  for 
a  safer  world 


«12001  Unrtortfinlors  labor jitodr 


The  BusinessWeek  Global  1000 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  preceding  each  company  is  its  Global  1000  rank.  The  code  following  each  company 
shows  its  nationality  and  rank  within  that  nation. 


218  ABB  (SWI-8) 
199  Abbey  National  (BR- 14) 
46  Abbott  Laboratories  (US-32) 
171  ABNAMRO  Holding  (NE-6) 
588  Accor (FR-34) 
533  ACE  (US-267) 
403  Acorn (JA-54) 

764  AOC  Telecommunications  (US-368) 
451  Adecco(SWI-12) 

779  Adelphia  Communications  (US-379) 
504  Adobe  Systems  (US-253) 
536  Advanced  Micro  Devices  (US-268) 
464  Advantest  (JA-60) 
136  Aegon  (NE-3) 
202  AES(US-IOS) 
273  AFLAC  (US- 142) 
884  Agere  Systems  (US-428) 
454  AGF  (FR-28) 

306  Agilent  Technologies  (US-160) 
379  Air  Liquide  (L'l  (FR-23) 
476  Air  Products  &  Chemicals  (US-237) 
984  AisinSeiki(JA-136) 
667  A|inomoto  (JA-93) 
387  Akzo  Nobel  (NE- 10) 
694  Alberta  Energy  (CA-24) 
412  Albertson's  (US-206) 
336  Alcan  (CA-8) 
161  Alcatel  (FR- 13) 
132  Alcoa  (US-72) 
807  All  Nippon  Airways  (JA-1 12) 
574  Alleanza  Assicurazioni  (IT-16) 
774  Allegheny  Energy  (US-375) 
407  Allergan  (US-204) 
814  Alliance  &  Leicester  (BR-67) 
53  Allianz  (GE-2) 
720  Allied  Domecq  (BR-S9) 

495  Allied  Irish  Banks  (IR-2) 
147  Allstate  (US-80) 

257  Alltel  (US-132) 

708  Almanij  (BE-7) 

914  Alpha  Bank  (GR-3) 

751  Alstom  (FR-39) 

933  ALTANA  (GE-37) 

515  Altera  (US-258) 

857  Altran  Technologies  (FR-43) 

423  Alza  (US-213) 

765  Amazon.com  (US-369) 

809  AMB  Aachener  und  Muenchener  (GE-33) 

770  Ambac  Financial  (US-372) 

346  Amdocs(US-181) 

631  Amerada  Hess  (US-312) 

758  Ameren  (US-365) 

293  American  Electric  Power  (US- 153) 

73  American  Express  (US-47) 
206  American  General  (US-1 10) 

41  American  Home  Products  (US-28) 

12  American  International  Group  (US-9) 
936  American  Standard  (US-451) 
928  American  Tower  (US-447) 

52  Amgen  (US-36) 
420  AMP  Ltd  (AS-8) 

766  AMR  (US-370) 

692  AmSouth  Bancorporation  (US-337) 
349  Amvescap  (BR-30) 
303  Anadarko  Petroleum  (US-158) 
297  Analog  Devices  (US-156) 
790  Andrx  Group  (US-387) 
120  Anheuser-Busch  (US-68) 
7  AOL  Time  Warner  (US-7) 
524  Aon  (US-261) 
638  Apache  (US-316) 
681  Apple  Computer  (US-332) 
731  Applied  Biosystems  (US-350) 
116  Applied  Materials  (US-64) 
841  Applied  Micro  Circuits  (US-408) 
558  Archer  Daniels  Midland  (US-281) 
923  ARM  Holdings  (BR-79) 
658  Asahi  Bank  (JA-92) 
827  Asahi  Breweries  (JA-116) 

496  Asahi  Glass  (JA-65) 
700  Asahi  Kasei  (JA-98) 

443  ASM  Lithography  Holding  (NE-12) 
844  Assa  Abloy  (SWE-15) 
138  Assicurazioni  General!  (IT-5) 
956  Associated  British  Foods  (BR-85) 

40  AstraZeneca  (BR-6) 

43  AT&T  (US-30) 
728  AT&T  Wireless  (US-349) 
877  Atmel  (US425) 

416  Australia  &  New  Zealand  Banking  (AS  -7) 
144  Automatic  Data  Processing  (US-77) 
657  Autostrade  (IT-21) 
945  Avaya  (US-456) 

71  Aventis  (FR-4) 
787  Avery  Dennison  (US-384) 
460  Avon  Products  (US-228) 

88  Axa  (FR-5) 


530  BAA  (BR-44) 

313  BAE  Systems  (BR-25) 


364  Baker  Hughes  (US- 189) 

919  Ballard  Power  Systems  (CA-32) 

791  Baloise  Holding  (SWI-17) 

98  Banc  One (US-56) 

880  Banca  Di  Roma  (IT-27) 

501  Banca  Fideuram  (IT-13) 

546  Banca  Monte  dei  Paschi  di  Siena  (IT-15) 

685  Banca  Nazionale  del  Lavoro  (IT-23) 

107  Banco  Bilbao  Vizcaya  Argentana  (SP-2) 

521  Banco  Comercial  Portugues  (BCP)  tPO-2) 
666  Banco  Popular  Espahol  (SP-9) 

109  Banco  Santander  Central  Hispano  (SP-3) 

989  BancWest  (US-480) 

36  Bank  ol  America  (US-25) 

500  Bank  of  Ireland  (IR-3) 

363  Bank  of  Montreal  (CA-9) 

117  Bank  of  New  York  (US-65) 

331  Bank  of  Nova  Scotia  (CA-7) 

320  Bank  of  Scotland  (BR-27) 

979  Bank  of  Yokohama  (JA-135) 

848  Banyu  Pharmaceutical  (JA-121) 

65  Barclays  Bank  (8R-10) 

734  Barnck  Gold  (CA-25) 

196  BASF(GE-ll) 

491  Bass(BR-42) 

166  Baxter  International  (US-93) 

170  Bayer  (GE-9) 
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47  BellSouth  (US-33) 
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433  Best  Buy  (US-219) 
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124  BNP  Paribas  (FR-9) 
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226  Bombardier  (CA-3) 
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391  Bouygues (FR-24) 

9  BP(BR-l) 

762  Brambles  Industries  (AS- 10) 

522  Bridgestone  (JA-70) 

29  Bristol-Myers  Squibb  (US-19) 

801  British  Airways  (BR-65) 

280  British  American  Tobacco  (BR-22) 

249  British  Sky  Broadcasting  Group  (BR-20) 

81  British  Telecommunications  (8R-9) 

549  Broadcom  (US-277) 

842  Broadwing  (US-409) 

542  Brocade  Communtations  Systems  (US-271) 

961  Brown-Forman  (US-466) 

390  Burlington  Northern  Santa  Fe  (US-198) 

452  Burlington  Resources  (US-226) 


255  Cablei  Wireless  (BR-21) 

704  Cable  &  Wireless  Optus  (AS-9) 

482  Cablevision  Systems  (US-241) 

366  Cadbury  Schweppes  (BR-33) 

653  Cadence  Design  Systems  (US-416) 

340  Calpme  (US-176) 

398  Campbell  Soup  (US-201) 

921  Canada  Life  Financial  (CA-33) 

386  Canadan  Imperial  Bank  of  Commerce  (CA-12) 

628  Canadian  National  Railway  (CA-20) 

371  Canadian  Pacific  (CA-11) 

872  Canary  Wharf  Group  (BR-71) 

141  Canon  (JA-1 3) 

328  Cap  Gemini  (FR-20) 

952  Capita  Group  (BR-84) 
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283  Carnival  (US-147) 

125  Carrefour (FRIO) 

512  Casino,  Guichard-Perrachon  (FR-31) 

538  Castorama  Dubois  Investissements  (FR-32) 

250  Caterpillar  (US-128) 

951  Cathay  Pacific  Airways  (HK-17) 

478  CefeetlcafCA  14) 

946  Celltech  Group  (BR-83) 

269  Cendant (US-151) 
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343  Centfica  (BR-29) 

165  CGNU  (BR-12) 


862  Chattel  Communications  (US-419) 
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66  Chevron  (US-42) 

485  Chiron  (US-242) 

663  Christian  Dior  (FR-36) 

365  Chubb  (US- 190) 

335  Chubu  Electric  Power  (JA-41) 

781  Chugoku  Electric  Power  (JA-109) 

266  Ciena  (US-137) 
327  Cigna  (US-171) 

699  Cincinnati  Financial  (US-340) 

803  CINergy  (US-392) 

602  Cmtas  (US-304) 

19  Cisco  Systems  (US- 14) 

480  CIT  Group  (US-239) 

5  Citigroup  (US-5) 

970  Citnx  Systems  (US-471) 

137  Clear  Channel  Communications  (US-75) 

586  Clorox  (US-295) 

463  CLP  Holdings  (HK-5) 

653  CNA  Financial  (US-322) 

23  Coca-Cola  (US-16) 

677  Coca-Cola  Enterprises  (US-328) 

146  Colgate-Palmolive  (US-81) 

650  COLT  Telecom  Group  (BR-53) 

134  Comcast  (US-73) 

470  Comenca  (US-233) 

355  Commerzbank(GE-18) 
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286  Compass  Group  (BR-23) 
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741  Convergys  (US-355) 
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198  Cox  Communications  (US-107) 
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276  Deutsche  Post  (GE- 17) 

37  Uuhihe  leli'kumlGI   I) 

633  Devon  Energy  (US-313) 

326  Dexia  (BE-2) 

133  Diageo(BR-ll) 
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807  Electronic  Arts  (US-305) 

172  Electronic  Data  Systems  (US-97) 

NR  Elsevier  (NE-16) 

51  EMC(US-35) 

167  Emerson  Electric  (US-94) 

903  EMI  Group  (BR-77) 
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127  EneKIT-4) 

661  EnBW  Energie  Baden-Wuerttemberg  (GE-27) 

725  Energis  (BR-60) 

84  ENI  (IT-2) 
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505  Entergy  (US-254) 

966  Enterprise  Oil  (BR-87) 

865  EOG  Resources  (US-420) 
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664  Equity  Residential  Properties  (US-325) 
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224  HCA-The  Healthcare  Co.  (US-1 
978  Health  Management  Assocs.  (US 
901  Healthsouth  (US-436) 
976  Heidelberger  Druckmaschinen  (1 
302  Hemeken  (NE-8) 
761  Heineken  Holding  (NE- 19) 
310  Heinz  (H.J.)  (US-163) 
673  Hellenic  Telecommunications  (G| 
592  Henderson  Land  Development  (rj 

571  Henkel  (GE-23) 

362  Hennes  &  Mauntz  (SWE-4) 

870  Hermes  International  (FR-44) 

578  Hershey  Foods  (US-291) 
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948  Hilton  Hotels  (US-458) 
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25  Home  Depot  (US-17) 

114  Honda  Motor  (JA-9) 

126  Honeywell  International  (US-71)| 

715  Hong  Kong  &  China  Gas  (HK-lll 

645  Hongkong  Electric  Holdings  (HK| 

906  Hongkong  Land  (HK-16) 
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576  Hoya  (JA-76) 
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159  Hughes  Electronics  (US-89) 

572  Human  Genome  Sciences  (US-J 
96  Hutchison  Whampoa  (HK-1) 

188  HypoVereinsbank  (GE-10) 


580  12  Technologies  (US-292) 

411  Iberdrola  (SP-7) 
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227  Illinois  Tool  Works  (US-1 17) 

559  Immunex  (US-282) 

937  Imperial  Chemical  Industries  (Bll 

448  Imperial  Oil  (CA- 13) 

795  Imperial  Tobacco  Group  ( 
562  IMS  Health  (US-284) 
490  Inditex  (SP-8) 
221  Infineon  Technologies  (GE-14) 

60  ING  Groep  (NE-2) 

600  Ingeisoll-Rand  (US-303) 

950  Instlnel  Group  (US-459) 

13  Intel  (US- 10) 

450  Inteibrew  (BE- 5) 

10  International  Business  Machine! 

955  International  Game  Tech  (US-4 

253  International  Paper  (US- 130) 

902  International  Power  (BR-76) 

417  Interpublic  Group  (US-209) 

205  IntesaBCI  (IT-6) 

644  Intimate  Brands  (US-319) 

707  Intuit  (US-343) 

672  INVENSYS  (BR-54) 
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796  ITOCHU  (JA-111) 
213  Ito-Yokado  (JA-22) 
702  IVAX  (US-342) 

34  J  P.  Morgan  Chase  (US-23) 

804  labil  Circuit  (US-393) 

755  l.ipan  Airlines  (JA- 107) 
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21  Johnson  &  Johnson  (US- 15) 
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647  Jusco (JA-90) 
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A  NINE  YEAR  OLD,  "OUT  OF  STOCK"  MEANS  "NO  BIRTHDAY  PRESENT." 
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279  Nordea  (SWE-2) 

561  Norfolk  Southern  (US-283) 

429  Norsk  Hydro  (NO-1) 
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969  PG8.F  ii 

64  Pharmacia  (US-41) 
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497  Progressive  (US-249) 
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201  Tesco(BR-15) 
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686  Thales  (FR-38) 

882  Thermo  Electron  (US-426) 
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veryone  has  that  moment  when  they  realize  they're 
a  success.  Not  everyone  has  an  insurer  that  notices. 


It's  the  last  souvenir  you  expected  to  bring 
back  from  a  vacation  abroad.  But  who  ever 
thought  your  little  kitchen  concoction  would 
have  become  so  popular  in  Morocco?  To 
understand  what  moves  business,  you  have 
to  understand  what  moves  business  people. 


CNll\       INSURANCE  IN  TOUCH  WITH  BUSINESS 


k?    t 


*  -*  ft 


Ho* 

lot  Sauce 


For  more  information,  see  an  independent 
agent  or  broker,  or  visit  www.cna.com 

i  CNA  is  a  service  mark  and  trade  name  of  the  CNA  Financial  Corporation. 
Copyright  2000-2001.  All  rights  reserved 
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Trying  to  squeeze  more  hours  out  of  the  day? 
It's  time  you  talked  to  Anritsu. 
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From  communications  test  to  networking,  we  make  every  second  count. 


Connecting  the  world  becomes  a  bigger 
challenge  all  the  time.  Wired.  Wireless. 
Broadband.  Optical.  There's  a  literal 
explosion  of  new 
technologies  to  keep  up 
with.  So  where  do  you 
turn  to  squeeze  more 
hours  out  of  the  day? 

Turn  toAnritsu.  We 

come  to  the  table  with 

solutions  that  put  time 

on  your  side.  Solutions 

that  keep  cell  phone 

connections  crystal  clear. 

Solutions  that  help 

carriers  detect  trouble 

on  the  line,  before  their  customers  do.  All 

the  way  to  networking  solutions  that  move 

data  faster  and  farther  than  ever  before. 


Creating  solutions  for  the  wired  and 
wireless  worlds  is  what  we're  all  about  at 
Anritsu.  With  100  offices  worldwide,  we 
have  the  resources  to 
act  globally,  and  the 
focus  it  takes  to  solve 
your  problems  "locally" 
as  well. 

Don't  waste 
another  minute. 

Find  out  what  a 
solutions-driven 
partner  can  mean 
for  your  business, 
today.  Talk  to  Anritsu 
and  you'll  "Discover 
what's  possible". ..in  no  time.  Call  us  at 
l-800-ANRITSU,  or  check  out  our  Web 
site  at  www.us.anritsu.com/Discover 


/inritsu 


Discover  What's  Possible 
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)r.  John  Mendelsohn  is  a  very  down-to- 
earth  guy,  more  interested  in  scientific 
research  than  in  getting  his  name  in 
the  society  pages.  But  on  May  22,  the 
64-year-old  president  of  M.  D.  Ander- 
dancer  Center  in  Houston,  one  of  the  na- 
top  cancer  hospitals,  found  himself  hob- 
ng  with  New  York's  social  register  at  a  lunch  in 
>nor.  About  100  of  the  city's  upper  echelon  dined 
e  private  home  of  Wall  Street  financier  Martin 
TOg,  which  just  happens  to  take  up  the  entire  top 
of  Manhattan's  luxurious  Pierre  Hotel.  Former 
lent  George  Bush  and  his  wife  Barbara  hosted  the 
,  and  before  taking  their  seats  the  guests  could 
out  Zweig's  numerous  Renoirs,  his  roomful  of 
es'  memorabilia,  and  the  famous  crystal-studded 
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cer  to  regress  in  patients  who  had  failed  to  re- 
spond to  all  other  treatments.  The  drug  also  ar- 
rested growth  in  pancreatic,  head  and  neck, 
and  lung  cancers,  with  the  only  side  effect  being 
an  acne-like  rash  on  the  face.  The  lunch  crowd 
was  impressed  enough  by  Mendelsohn's  work 
to  pony  up  more  than  $475,000  in  donations  to 
M.  D.  Anderson  on  the  spot. 

It  was  a  generous  pat  on  the  back  for  the  doctor,  if  a 
little  late  in  the  game.  The  20  long  years  it  has  taken 
him  to  bring  the  drug  from  lab  to  market  have  been 
marked  by  a  constant  quest  for  funding.  In  fact,  it  is 
somewhat  surprising  that  C225  still  exists,  given  all  the 
hurdles  it  had  to  overcome.  From  Mendelsohn's  first  ef- 
forts to  convince  someone,  anyone,  to  finance  his  initial 
research  at  the  University  of  California  at  San  Diego  in 
1980,  he  struggled  to  per- 
suade the  cancer  establish- 
ment that  his  targeted  thera- 
py would  work.  Twelve  years 
later,  when  he  finally  found 
a  company  that  believed  in 
the  drug — biotech  startup 
ImClone  Systems  Inc.  of 
New  York — he  had  to  watch 
as  the  company  and  its  two 


By  Catherine  Arnst 


RUG 

that  Marilyn  Monroe  wore  when  she  sang  "Hap- 
rthday"  to  President  Kennedy  in  1962 — a  dress 
vas  auctioned  off  for  $1.26  million  two  years  ago. 
ndelsohn  still  managed  to  grab  everyone's  atten- 
however,  with  the  description  of  a  revolutionary 
r  drug  he  created.  The  drug,  dubbed  IMC-C225,  is 
j-rthest  along  of  a  handful  of  new  cancer  treat- 
i  that  precisely  home  in  on  a  growth  signal  found 
to  50%  of  all  cancer  types.  The  week  before  the 
3  lunch,  investigators  reported  on  clinical  trials  of 
IMC-C225,  combined  with  chemo- 
therapy, at  a  major  cancer  re- 
search meeting.  In  those  trials, 
the  drug  demonstrated  remark- 
able success  in  causing  colon  can- 
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ce  should 
limprove  life 


After  more  than  20  years  and 
$100  million,  IMC-C225  is 
awaiting  FDA  approval.  Will 
ImClone's  big  effort  pay  off? 

founders,  scientist  brothers  with  no  business  experience, 
struggled  to  raise  development  money. 

By  the  time  the  Food  &  Drug  Administration  grant- 
ed C225  fast-track  approval  status  this  past  February, 
ImClone  had  flirted  with  bankruptcy,  taken  risks  few 
companies  could  stomach,  and  poured  $100  million  into 
the  drug's  development.  But  unlike  thousands  of  other 
drug  candidates  studied  each  year,  C225  survived  the 
process.  ImClone's  stock  is  now  considered  a  biotech 
highflier  and  the  company  has  a  $3  billion  market  cap- 
italization, even  though  it  has  never  turned  a  profit  in 
its  17-year  history.  In  late  June,  ImClone  started  filing 
its  request  for  FDA  approval  of  C225  for  colon  cancer 
patients  who  have  failed  other  treatments,  with  the  of- 
ficial nod  widely  expected  next  February.  Merrill  Lynch 
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STOP  THE  MADNESS: 

HOW  IMC-C225  HALTS  THE  SPREAD  OF  CANCER 


1  Cells  normally  divide  to  produce  more  cells  only 
as  the  body  needs  them.  This  process  is  con- 
trolled in  part  by  "oncogenes" — genes  that  d 
rect  cell  growth — and  by  tumor-suppressor  genes, 
which  are  in  charge  of  cell  death.  Some  cancers 
occur  when  a  defective  oncogene,  operating  in 
the  nucleus  of  a  cell,  sends  out  a  flood  of  pro- 
tein signals  that  cause  the  cell  to  embark  on  a  A 
course  of  rapid  cell  division.  The  resulting 
tumor  cells  proliferate — urged  on  by  growth 
signals  in  the  blood  stream  that  attach  to 
the  surface  of  the  cells.  The  tumor-sup- 
pressor genes  that  would  normally  stop 
this  proliferation  either  can't  keep  up  or 
break  down. 

&  Co.  analyst  Eric  M.  Hecht  predicts  the 
drug,  likely  to  cost  $10,000  to  $15,000  per  pa- 
tient, "will  be  a  $500  million  product  in  colon 
cancer  alone,"  and  could  reach  $1  billion  in  an- 
nual sales  if  used  for  a  variety  of  other  can- 
cers. 

What  it  won't  be,  despite  all  the  hoopla,  is  a 
cure.  Even  in  ImClone's  pivotal  colon  cancer  trial, 
only  22.5%  of  patients  responded  to  the  drug.  But  that 
is  still  the  best  response  rate  ever  achieved  with  a  drug  in 
such  a  sick  patient  group.  And  C225  is  just  one  of  a  slew  of 
highly  targeted  cancer  agents  in  the  pipeline  that  could 
change  the  treatment  model  for  this  dreaded  disease  (table, 
page  102). 

The  watchword  now  in  cancer  treatment  is  not  cure  but 
control.  C225  does  not  kill  tumors — it  stops  them  from  grow- 
ing. That's  important,  because  a  single  tumor  is  not  usually 
deadly.  It  is  its  ability  to  produce  more  tumors  throughout  the 
body  that  kills.  Oncologists  are  hopeful  that,  in  an  ideal  future, 
they  will  analyze  a  patient's  tumor  to  determine  what  cellular 
mechanisms  are  driving  the  cancer's  growth.  Then,  they  can 
choose  a  drug  designed  to  shut  it  down.  The  disease  would 
become  a  chronic  and  treatable  condition,  much  like  diabetes. 

Patients  could 
go  on  mainte- 
nance, receiving 
an  intravenous 
dose  of  C225 
or  some  other 
drug  once  every  four  or  five  weeks,  possibly  for  years.  "The 
idea  of  a  cure  may  be  overrated,"  says  Dr.  Harold  Varmus, 
president  of  Memorial  Sloan-Kettering  Cancer  Center  in 
New  York.  "I  would  be  quite  content  with  just  keeping  the 
cancer  under  control.  Patients  can  live  long  and  healthy  lives 
with  a  stable  disease." 

But  if  C225  is  a  harbinger  of  the  future  of  cancer  treat- 
ment, it  is  also  a  case  study  of  how  very  hard  it  is  to  reach 
that  future.  There  are  currently  402  cancer  drugs  in  devel- 
opment, compared  with  126  a  decade  ago;  how  many  will 
reach  the  market  is  anyone's  guess.  The  rule  of  thumb  in  the 
pharmaceutical  industry  is  that  only  one  out  of  5,000  drug 
candidates  discovered  in  labs  is  commercialized.  It  seems 
human  diseases  have  proven  far  more  creative  in  evading 
drugs  than  drug  companies  have  been  in  making  them. 
That's  particularly  true  of  cancer,  which  is  really  some 
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400  separate  diseases.  Each 
is  driven  by  a  different  com- 
bination    of     cancer-causing 
genes  and  cellular  growth  sig- 
nals. Even  when  a  drug  like 
C225  succeeds  in  breaking  the 
code,  its  saga  demonstrates  that 
far  more  than  good  science  is 
needed  to  guarantee  success.  It  is 
often  luck,  timing,  or  a  persistent 
scientist-champion  that  ultimately 
determines  whether  a  drug  survives 
the  decade-long  process  of  lab  tests 
and  clinical  trials. 

Mendelsohn  is  well  suited  to  the  role  of 
crusader,  having  devoted  his  life  to  the 
treatment  of  cancer.  As  an  undergraduate  at 
Harvard  University,  he  was  the  first  student  of 
Nobel  laureate  Dr.  James  Watson,  a  co-discoverer 
of  the  structure  of  DNA.  From  Watson  he  learned  a 
love  of  molecular  biology  and  the  desire,  as  he  puts 
"to  use  science  to  improve  life."  He  went  on  to  Hal 
Medical  School  and  in  1970  started  conducting  researj 
cancer  at  uc-San  Diego. 
"WAR  ON  CANCER."   It  was  promising  times  for  canl 
search.  In  11)71,  President  Nixon  declared  a  national  "| 
cancer"  that  led  to  the  establishment  of  the  National 
Institute  to  coordinate  and  encourage  research.  Millions 
eral  dollars  were  appropriated  for  the  cause.  Although 
staled  goal  of  wiping  out  cancer  in  just  Ave  years  Wttl 
unrealistic,   his   funding   push   did   engender   tremj 
progress  in  understanding  the  ways  in  which  tumors 
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(One  of  the  most  important  cellular  signals  produced  by  the 
oncogene  is  called  epidermal  growth  factor  (EGF).  Normally  in 

i  short  supply,  it  is  found  in  excess  amounts  in  up  to  half  of  all 

types  of  malignant  tumors.  While  the  surface  of  a  normal  cell  may 
have  about  10,000  EGF  receptors,  cancer  cells  can  have  a  million 
or  more.  EGF  binds  to  its  receptors  on  the  surface  of  a  cell  and 
then  triggers  a  cascade  of  enzymes  inside  that  play  an  important 
role  in  keeping  the  tumor  alive,  well-nourished,  and  spreading. 

,  IMC-C225  is  an  antibody  developed  in  the  lab  that 
[  identifies  and  locks  onto  the  receptors  of  a  cancer 
'cell  before  EGF  can  reach  it,  in  essence  gumming 
up  the  trigger.  The  result:  Growth  enzymes  are  not  acti- 
vated, and  the  cell  eventually  stops  dividing. 

EGF 
RECEPTORS 


and 
spread. 
A  key  break- 
through came  in 
1977,  when  Drs.  Harold 
Varmus  and  J.  Michael  Bishop, 
tt  the  University  of  California  at  San  Francisco,  dis- 
d  that  tumors  are  triggered  by  mutations  in  a  small  set 
es,  called  oncogenes,  that  control  cell  growth.  Normal 
ivide,  replicate  themselves,  and  die  off  millions  of  times 
he  course  of  a  life.  During  the  process,  tiny  mistakes 
•metimes  made  and  built  into  the  oncogenes.  These 
1  ies  accumulate  over  decades  until  one  day,  the  gene 


goes  haywire.  It  releases  a  rush  of  growth  signals 
that  order  the  cell  to  start  dividing  and  spreading 
very  rapidly.  Another  group  of  genes,  called  tumor 
suppressors,  is  supposed  to  put  the  brakes  on  such 
wild  cell  growth,  but  they  either  fail  or  are  overwhelmed. 
In  1980,  Mendelsohn  surmised  that  a  particular  growth 
signal,  known  as  the  epidermal  growth  factor  (egf),  would 
make  a  good  drug  target,  egf  exists  in  small  amounts  in  the 
epithelial  cells  that  line  our  organs  and  make  up  skin.  A 
rogue  oncogene  can  trigger  the  production  of  large  amounts 
of  egf,  while  at  the  same  time  causing  the  mutating  cell's  sur- 
face to  sprout  a  million  or  more  receptors  designed  to  attract 
the  growth  factor.  Once  EGF  binds  to  its  receptors,  it  sets  off 
a  chain  reaction  of  enzymes  inside  the  newly  cancerous  cell 
that  work  for  more,  faster  divisions.  Thus,  the  cell  stimulates 
its  own  rapid  growth. 

Mendelsohn  knew  that  EGF  receptors  were  found  in  large 
amounts  in  a  number  of  cancers,  including  tumors  of  the 
head  and  neck,  gastrointestinal  tract,  lung,  kidney,  breast,  and 
prostate.  He  also  knew  that  a  cancer  patient  with  a  high  de- 
gree of  egf  generally  had  a  very  poor  prognosis.  Mendelsohn 
figured  that  blocking  the  receptor  would  stop  the  tumor 
from  spreading. 

The  doctor  asked  the  NCI  to  fund  his  research  but  was 
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"I  was  sure  that  something  of  great  value  wasn't  £ 


turned  down,  even  though  he  had  established  the  nci  center 
at  UC-San  Diego.  The  institute  thought  his  research  was  too 
far  out  to  fund  without  any  supporting  data.  At  the  time, 
many  scientists  thought  egf  would  be  a  poor  target  because 
k  is  found  in  healthy  as  well  as  cancerous  cells — raising  the 
specter  of  significant  side  effects  if  the  growth  factor  were 
blocked.  But  Mendelsohn  believed  healthy  cells  had  other 
growth  mechanisms  that  could  compensate  for  the  loss 
of  EGF. 

He  finally  managed  to  dredge  up  funding  from  private 
philanthropies.  Mendelsohn  and  a  colleague,  Dr.  Gordon  Sato, 
along  with  a  team  of  lab  assistants,  then  spent  two  intense 
years  developing  a  monoclonal  antibody — an  immune  system 
protein  created  in  the  lab  rather  than  in  the  body — that 
would  attach  to  the  EGF  receptors  before  the  growth  factor 
could.  "It's  the  same  idea  as  sticking  gum  in  a  lock,"  he  says. 
He  reported  the  discovery  of  the  antibody  in  1983  and  the  fol- 
lowing year  announced  that  it 
stopped  the  growth  of  human  tumors 
transplanted  into  mice. 
SKEPTICISM.  It  was  exciting  work 
and  much  discussed  among  cancer 
researchers.  But  there  was  consid- 
erable skepticism  about  Mendel- 
sohn's decision  to  use  an  antibody, 
which  must  be  administered  intra- 
venously because  it  is  too  large  a 
molecule  to  be  absorbed  as  a  pill. 
Even  more  worrisome,  monoclonal 
antibodies  at  that  time  were  made 
from  proteins  isolated  from  mice  and 
so  could  not  be  tolerated  for  long 
by  people. 

Mendelsohn  had  won  the  NCl's  support,  however.  Once  his 
research  was  published,  the  institute  offered  to  finance  the 
process  of  turning  the  mouse  antibody  into  one  with  human 
protein  so  it  could  be  more  easily  tolerated.  By  then  it  was 
the  mid-1980s,  and  Mendelsohn  had  moved  to  New  York  to 
become  chairman  of  the  Medicine  Dept.  at  Sloan-Kettering. 

In  1988,  Mendelsohn  thought  he  had  a  promising  cancer 
drug,  but  he  needed  someone  to  turn  it  into  a  commercial 
product.  UC-San  Diego  owned  the  license  to  the  original 
patents  on  C225  but  was  doing  nothing  to  attract  a  li- 
censee— and  Mendelsohn  had  no  interest  in  starting  a  busi- 
ness himself.  "I  wanted  to  do  the  research  and  let  someone 
else  raise  the  money,"  he  says. 

So  the  doctor  started  trolling  the  biotech  byways  himself, 
and  eventually  found  Hybritech,  San  Diego's  first  biotech 
startup.  Hybritech  licensed  the  drug  in  1990  and  quickly 
found  that  C225  had  a  remarkable  ability  to  eliminate  tumors 
altogether   in    animals,   especially   when   combined    with 

chemotherapy 
and  radiation. 
"You  don't  see 
that  a  lot  in  an- 
imals," says  Dr. 
Roger  B.  Cohn, 
a  cancer  researcher  at  the  University  of  Virginia  Health 
Sciences  Center.  "Usually  you  just  see  tumors  shrink.  This 
was  a  particularly  promising  preclinical  drug." 

It  seemed  as  though  Mendelsohn  could  step  back  at  this 
point  and  let  Hybritech  run  with  the  ball — except  that 
Hybritech  sold  the  ball.  In  1992,  Eli  Lilly  &  Co.  acquired  the 
startup  and  decided  not  to  pursue  C225.  "It  didn't  fit  in 
with  their  priorities  at  the  time,"  says  Mendelsohn.  The  li- 
cense went  back  to  UC-San  Diego,  and  Mendelsohn  once 
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again  faced  the  prospect  that  his  discovery  might  nev 
used  to  benefit  patients. 

The  fates  intervened.  One  of  Mendelsohn's  good  frier 
Sloan-Kettering,  Dr.  Zvi  Fuks,  was  on  the  scientific  ad\ 
board  of  a  struggling  biotech  startup  in  lower  Manh 
called  ImClone  Systems  Inc.  Fuks  arranged  a  meeti 
1992  between  Mendelsohn  and  ImClone's  founders,  brc 
Samuel  D.  and  Dr.  Harlan  W.  Waksal,  and  the  match  cl 
"We  decided  to  go  full  speed  ahead  and  develop  C225,  | 
Sam,  ImClone's  chief  executive.  "Which  wasn't  easy  b 
we  didn't  have  a  factory,  we  didn't  have  any  clinical  e: 
ence,  we  weren't  prepared  at  all."  They  were,  he  now 
"very  naive." 

Actually,  everything  about  ImClone's  beginnings 
naive,  "gee,  let's  start  a  company"  air  about  it.  Sam,  5 
Harlan,  48,  had  no  business  experience  when  they  found 
company  in  late  1984.  Sam  is  a  divorced  man-abou 
whose  name  shows  up  in  the 
pages  of  the  New  York  tablj 
He's    partial   to   well-tailore) 
suits,  lives  in  a  Soho  loft,  and 
is  good  friends  with  Martha 
Stewart.  Harlan,  the  chief 
operating  officer,  is 
more  traditional,  wear- 
ing   shapeless    sports 
coats  and  going  home 
to  his  family  in  a  leafy 
New  Jersey  suburb. 

The  brothers  are    g^. 
very  close,  however.     ' 
Their   parents    are    i 
Holocaust     surviv- 
ors— their  mother  was  at  Auschwitz  and  their 
father  fought  in  the  Polish  underground.  Af- 
ter World  War  II,  the  Waksals  emigrated  to 
Dayton,  Ohio,  where  the  father  built  a  scrap- 
metal  business. 

At  an  early  age,  each  boy  turned  to  sci- 
ence. Samuel  eventually  got  a  PhD  in  im- 
munology and  worked  for  a  while  at  the  NCI, 
and  Harlan  became  a  pathologist.  By  the  mid- 
1980s,  both  brothers  were  doing  research  at 
New  York  hospitals  and  living  in  the  same  build- 
ing. "We  started  kicking  around  some  fun  ideas 
about  how  to  start  a  company,"  says  Harlan.  "We 
thought  we'd  focus  on  infectious  diseases,  cancer, 
and  diagnostics,  make  some  products,  get  rich,  and  re 
tire  early." 

It  wasn't  quite  that  easy.  The  Waksals  raised  an  initi 
$4  million  in  venture  capital  and  set  up  shop  in  a  forme 
shoe  factory  in  a  gritty  part  of  lower  Manhattan.  The; 
came  up  with  the  company  name  on  a  flight  to  Denve: 
where  they  were  meeting  with  venture  capitalists,  b; 
combining  the   names  of  the  three  businesses  the 
thought  they  would  be  in:  immunology,  DNA  cloning,  a: 
medical  information  systems.  Their  first  projects  we: 
vaccines  for  sexually  transmitted  diseases,  and  they  li 
censed  some  diagnostic  technology  from  a  Japaneij 
company.  In  October,  1987,  ImClone  filed  the  paperf 
for  its  initial  public  offering.  A  week  later,  on  Oct.  19, 
Dow  Jones  industrial  average  plummeted  by  22' i  u 
single  day  and  the  ll'owas  canceled. 

Over  the  next  few  years,  Sam  engineered  several 
ing  deals  to  keep  ImClone  alive  until  the  company  wi 
through  with  its  ll'o  in  1991.  ImClone  still  had  not  dei 


f 
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recognized  because  we  didn't  have  the  money" 


a  lead  product,  however,  and  its  research  was  unfo- 
The  meeting  with  Mendelsohn  couldn't  have  been 
better.  The  Waksals  were  determined  to  move  the 
ito  human  trials  as  quickly  as  possible  and  bought  a 
ipt  computer-chip  manufacturer  in  Somerville,  N.J. 
int  was  retrofitted  for  drug  production  and  ImClone  re- 
•rs  began  injecting  the  first  cancer  patients  with  C225 


FULL  SPEED  AHEAD 

The  Waksals  bet 
the  farm  on  C225. 
Now  they  must 
take  the  next  step 


That's  when  the  money  dried  up.  Clinical  trials  are  slow 
and  expensive,  and  ImClone  was  rapidly  running  out  of  cash. 
The  brothers  had  bet  the  farm  on  a  drug  few  people  outside 
the  company  believed  in,  and  biotech  stocks  had  crashed 
again  in  1994.  ImClone  was  trading  at  half  of  its  IPO  price  of 
13.  Over  a  third  of  the  workforce  was  laid  off  and  others  left, 
until  only  a  bare-bones  staff  of  50  remained  to  keep  things  go- 
ing. "We  had  zero  cash — zero,"  says  Sam.  To  stay  afloat,  Im- 
Clone spun  off  much  of  its  other  drug  research,  bringing  in  a 
paltry  $7  million.  Bankruptcy  loomed  large.  "I  was  sure  that 
something  of  great  value  wasn't  going  to  be  recognized  be- 
cause we  didn't  have  the  money,"  says  Harlan. 

During  those  dark  days  the  brothers  made  a  maverick 
decision:  They  would  go  it  alone.  Most 
biotech  startups  license  their  drugs  or 
partner  with  a  larger  company  that  can 
underwrite  the  substantial  development 
costs.  In  return,  the  bigfoot  gets  mar- 
keting rights — and  most  of  the  profits. 
Such  deals  have  helped  many  biotech 
concerns  survive,  but  they  also  limit  any 
payoff.  The  prime  example  is  Amgen 
Inc.:  In  its  early  days  it  sold  most  of  the 
rights  to  its  epo  anemia  drug  to  Johnson 
&    Johnson.     Last    year,    j&j's     epo 
sales  totaled  $2.7  billion. 
ENRAGED.  The  Waksals  would  have  con- 
sidered licensing  C225  at  first,  but  the 
offers  that  came  in  for  their  unproven 
drug  were  so  low  they  became  enraged. 
"We  decided  we  would  never  give  away 
the  U.S.  rights,  no  matter  what.  We 
knew  this  drug  would  work,"  says  Har- 
lan. They  figured  that  if  they  could 
just  stay  afloat  until  the  drug  showed 
some  promise  in  its  first  12-patient, 
Phase  1  clinical  trial,  they  would  be 
able  to  raise  more  money.  To  get  a 
sense  of  how  big  a  risk  they  were  tak- 
ing, consider  that  Phase  1  studies  are 
designed  only  to  test  a  drug's  safety, 
not  how  effective  it  is.  Any  beneficial 
results  that  arise  are  gravy. 

The  bet  paid  off. 

IMCLONE  SYSTEMS  INC. 
(IMCL) 


CEO  Samuel  D.  Waksal  (left),  53 
COO  Dr.  Harlan  W.  Waksal,  48 
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In  the  spring  of 
1995,  C225  investi- 
gators reported  that 
two  patients  with 
head  and  neck  can- 
cer who  had  failed 
all  other  treatments 
showed  some  tumor 

REVENHES.iL\i.^l.ll,on shrinkage.  That  May, 

LOSSES  $77.1  million  Mendelsohn  present- 

-~ ed  the  data  at  the 

-CA.S".$29Z:2..™m.on  all-important  Amer- 

MARKET  CAP  $3.15  billion ican  Society  of  CU™- 

- cal  Oncology  (asco) 

EMPLOYEES  350  annual  meeting,  one 

of  the  world's  largest 
gatherings  of  cancer  researchers.  The  stock  started 
climbing,  and  big  drug  companies  started  approach- 
ing the  Waksals,  offering  not  only  licensing  proposals 
but  takeover  deals.  The  only  deal  ImClone  made, 
however,  was  to  license  the  European  rights  to  the 
German  company  Merck  KGaA.  "By  now  we  knew 
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Despite  all  the  hoopla,  the  drug  won't  be  a  cure 


1990s,  studying  C225's  effectiveness  a 
colon  cancer.  He  thought  the  drug  wo 
worth  trying  on  Kellum,  and  ImClone  agr 
provide  it  on  a  compassionate  basis.  I 
received  the  drug  along  with  another  ro 
the  chemotherapy  that  had  earlier  failec 
The  results  were  astounding.  Kellur 
mors  shrank  by  80%,  and  the  remaindei 
small  enough  to  remove  surgically.  She  n 
free  of  the  disease  today.  "She  was 
brave  young  woman,  and  it  was  a  ver 
fortunate  event,"  says  Harlan.  "Based 
value  to  this  one  patient,  we  decided  to 
chance  and  test  C225  on  colon  cancer." 
THE  ONE-TWO  PUNCH.  In  October,  19! 
Clone  set  up  a  125-patient  study  of  the 
colon  cancer.  The  company  chose  only  p; 
who  had  failed  irinotecan,  the  best  a 
chemotherapy,  and  so  had  only  months 
The  patients  would  receive  irinotecan 
but  this  time  with  C225,  on  the  theory  t 
antibody  would  hold  the  cancer  cells  in| 
while  the  chemo  poisoned  them — a  o 
punch.  The  lead  investigator  on  the  stu 
Dr.    Leonard    Saltz    of    Sloan-Ketter 
renowned  colon  cancer  expert.  "It  was 
ly  gutsy  of  [ImClone]  to  do  this,  bee 
was  a  put-up  o: 

SATISFIED  PATIENT 

Shirley  Heligman, 
who  enrolled  in  a 
trial  ofC225,  says  it 
held  her  cancer  at 
bay  for  10  months 


how  important  C225  was,"  says  Sam.  They  weren't  about  to 
step  aside. 

Mendelsohn,  though,  had  stepped  to  the  sidelines.  He  re- 
fused to  conduct  any  clinical  trials  because  he  owned  shares  in 
ImClone  (less  than  1%)  and  thought  it  would  be  unethical.  Be- 
sides, in  July,  1996,  he  had  taken  over  as  president  of  M.  D. 
Anderson,  a  mammoth  hospital,  leaving  him  little  time  to 
devote  to  C225.  ImClone  forged  ahead,  operating  on  a  lean 
budget  while  slowly  expanding  its  head  and  neck  trials.  "We 
would  have  done  far  more  patients  far  more  quickly  if  we  had 
more  money,"  acknowledges  Sam. 

ImClone  might  also  have  chosen  a  disease  more  common 

than  head  and 
neck.  Colon 
cancer  would 
have  been  a 
good  candidate: 
It  is  the  na- 
tion's third-most-common  malignancy  and  the  fourth-biggest 
killer.  But  ImClone's  investigators  felt  that  head  and  neck  of- 
fered a  better  chance  of  proving  that  the  drug  worked,  since 
those  tumors  express  high  amounts  of  egf.  The  company 
could  ill  afford  to  pursue  a  less-than-sure  thing. 

Enter  one  very  sick  woman  in  Florida  to  change  everyone's 
minds.  Dr.  Mark  Rubin,  an  oncologist  in  Bonito  Springs,  Fla., 
diagnosed  colon  cancer  in  28-year-old  Shannon  Kellum  in 
1998.  A  year  later,  Kellum's  chemotherapy  had  failed,  the 
cancer  had  spread  to  her  liver  and  abdomen,  and  she  was  fac- 
ing almost  certain  death.  As  luck  would  have  it,  Rubin  had 
worked  with  Mendelsohn  at  Sloan- Kettering  in  the  early 
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up  study,"  say 
"There  is  a  ve: 
risk  of  failure 
tients  with  pro' 
sistance.  If  it 
work,  it  could 
the  whole  pro 
It  worked. 

results  released  in  November,  2000,  indicated  that 
17%  of  the  patients  had  tumor  shrinkage  of  more  than 
was  a  strong  enough  response  rate  to  prompt  the 
grant  fast-track  status  to  C225  in  February  as  a  tre; 
for  advanced  colon  cancer,  guaranteeing  a  review 
drug's  approval  application  within  six  months 

The  FDA's  confidence  was  not  misplaced.  When  t. 
ended  last  December,  the  tumors  in  27  patients  had  shr 
more  than  50%,  a  22.5%  response  rate — unusually  h. 
such  sick  patients.  The  disease  also  stopped  spreac 
another  nine  patients.  "I  was  hoping  to  see  some  activi 
this  is  more  than  I  might  have  expected,"  says  Saltz. 
The  2001  asco  meeting  in  San  Francisco  was  C225 
ing-of-age  party.  The  Waksals  even  threw  a  bash  for  « 
ing  researchers,  featuring  1970s  rock  band  the  Doobie 
ers.  ImClone  presented  data  at  the  meeting  not  only  fr 
colon  cancer  study,  but  pancreatic  and  head-and-neck 
trials  as  well.  The  pancreatic  cancer  study  got  parti 
close  attention  from  oncologists  because  the  disease  is 
ally  untreatable  and  can  kill  within  months.  In  a  Phas> 
al,  40  patients  in  advanced  stages  of  the  disease  were 
chemotherapy  and  C225.  The  tumors  shrank  by  mor 
50%  in  five  patients,  and  another  16  either  stabilized  oi 
partial  response.  Overall  survival  rate  at  one  year  was 
compared  with  18%  on  chemotherapy  alone. 

Those  numbers  still  aren't  great.  Sadly,  it  is  the  id 
cancer  studies  that  a  success  can  mean  nothing  nun 
adding  a  few  months  to  a  patient's  life.  For  desperateh 
tients  seeking  any  reprieve  they  can  get,  this  may  not 
Shirley  S.  Heligman,  a  73-year-old  Manhattan  resident, 


TODAY 


lass-produce  a  hybrid 
.ystem  that  reduces 
nog-forming  emissions 
y  up  to  90% 


TOMORROW 


The  other  10% 


In  1997,  Toyota  was  the  first  car  company 
in  the  world  to  mass-produce  a  hybrid 
vehicle.  By  combining  gasoline  and  electric 
power,  the  Prius  reduces  smog-forming 
emissions*  cuts  gas  consumption  in  half, 
and,  in  short,  has  revolutionized  the  way 
cars  affect  our  environment. 

Even  so,  we're  not  resting  on  our  laurels. 
The  Toyota  Hybrid  System  is  being  further 
refined,  to  make  it  cleaner  and  more 
efficient.  And  we're  continuing  to  search 
for  even  greener  forms  of  transportation. 

The  next  step?  A  hydrogen-powered  fuel 
cell  vehicle  whose  only  emission  is  pure 
water.  And  beyond  that,  who  knows.  But 
no  matter  what  fresh  alternatives  are 
discovered  in  the  future,  they  won't  be 
found  overnight.  They'll  be  the  result  of 
90%  perspiration.  And  10%  inspiration. 

www.toyota.com/tomorrow 


d  on  measurements  of  hydrocarbons  and  oxides  of  nitrogen.  Compared  to  the  average  car  H2001 


Takeover  speculation  is  whirling  around  ImClon< 


agnosed  with  very  advanced  metastatic  colon  cancer  in  1998 
and  had  failed  all  other  treatments  when  she  enrolled  in 
Saltz's  C225  trial  in  January,  2000.  "It  was  the  best  thing  that 
happened  to  me  since  the  diagnosis,"  she  says.  "It  held  the 
cancer  at  bay  for  10  months,  which  in  my  stage  of  disease  is 
fantastic."  C225  did  eventually  stop  working,  and  Heligman  is 
back  on  traditional  chemotherapy,  but  her  determination  is 
strengthened.  "Hopefully,  they  will  keep  coming  out  with 
something  new,  and  I  will  try  them  all." 
Researchers  believe  that  C225  and 
other  targeted  therapies  could  have  a 
much  stronger  impact  if  given  earlier  in 
the  course  of  the  disease.  ImClone  is  con- 
ducting clinical  trials  to  test  that  theory 
for  head  and  neck  cancer  and  is  plan- 
ning similar  trials  for  colon  and  pancreatic 
cancer.  Mendelsohn  hopes  there  will  even- 
tually be  extended  clinical  trials  to  de- 
termine how  long  a  patient  can  remain  on 
the  drug  without  the  cancer  flaring  up 
again. 

The  Waksals,  though,  have  a  more  im- 
mediate challenge.  Their  next  trial  by 
Are  will  be  making  and  marketing  the 
drug.  Few  small  companies  have  the  re- 
sources or  the  expertise  to  handle  this 
stage  alone.  The  manufacturing  process, 
for  example,  must  undergo  tough  FDA 
scrutiny  that  can  often  delay  a  drug.  Just 
recently,  the  agency  announced  a  delay  in 
the  approval  process  for  an  important 
new  sepsis  drug  from  Eli  Lilly  because  of 
manufacturing  issues. 
NO  GUARANTEES.  ImClone  is  taking  a 
green-fields  approach,  building  a  new, 
$50  million  plant  in  New  Jersey  rather 
than  retrofitting  an  old  one,  which  analysts  say  should  make 
the  approval  smoother.  The  plant  is  scheduled  to  start  up  in 
August,  a  rapid  nine  months  after  construction  began.  The 
company  is  planning  to  break  ground  in  October  for  a  second 
plant  that  is  to  have  three  times  the  capacity. 

On  the  marketing  side,  the  Waksals  scored  a  hiring  coup  in 
1998  when  they  lured  38-year-old  biotech  marketing  whiz 
Ronald  A.  Martell  away  from  Genentech  Inc.  Now  ImClone's 
vice-president  of  marketing,  he  engineered  the  successful  mar- 
keting campaign 
for  Herceptin, 
Genentech's  top- 
selling  antibody 
for  breast  can- 
cer. Waksal  says 
the  company  will  likely  hire  about  70  salespeople  as  the  drug 
moves  closer  to  fda  approval — but  it  may  not  need  to.  Big 
pharmaceutical  companies  often  buy  up  biotech  concerns  once 
the  research  is  done,  allowing  them  to  skip  the  risk  and  lever- 
age their  own  considerable  marketing  organizations.  Sam  insists 
the  company  is  not  for  sale,  but  takeover  speculation  is  already 
swirling  around  the  company.  "This  drug  would  make  an  ex- 
cellent platform  for  a  big  pharma  company  that  wants  to  es- 
tablish a  major  presence  in  cancer,"  says  Merrill  Lynch's 
Hecht.  "A  year  from  today  [ImClone]  probably  won't  be 
around  anymore." 

Whoever  owns  C225  in  a  year  will  soon  be  facing  compe- 
tition. Several  other  drugs  that  target  EGF  are  now  in  clinical 
trials,  led  by  AstraZeneca's  Iressa  and  081  Pharmaceuticals' 
OSI-774,  both  of  which  are  in  easier-to-take  pill  forms.  However, 


these  medicines,  which  enter  the  cell  rather  than  bi 
its  surface,  carry  greater  risk  of  side  effects,  including 
rhea.  That  could  make  them  unsuitable  for  colon  cl 
Many  cancer  experts  also  believe  the  pills  and  antiH 
could  complement  each  other,  allowing  oncologists  to| 
treatment  to  the  needs  of  the  individual  patient. 

Much  could  still  go  wrong,  of  course.  There  is  no 
that  the  fda  will  approve  the  drug  in  February.  The 


THE  DRUG  FRONT-THE  BATTLE  CONTINUI 

Several  other  companies  have  targeted  cancer  therapies  in  developmj 


COMPANY /DRUG  NAME 


Abbott  Laboratories 
ABT-627 

AstraZeneca 
IRESSA 

Cell  Genesys 
GVAX 

Isis  Pharmaceuticals 
ISIS  3521 

Millennium  Pharmaceuticals; 
LDP-341 

OSI,  Genentech  and  Roche 
OSI-774 

Sugen/Pharmacia 
SU5416 


TARGET  AND  STATUS 


Endothelin-A  growth  factor,  in  Phase  3  trials  fc 
prostate  cancer 

An  enzyme  released  by  the  EGF  receptor,  Phase 
trial  for  lung  cancer 

Vaccine  uses  patient's  tumor  cells  to  stimulate 
immune  system,  Phase  2  for  various  cancers 

RNA  messenger  protein  that  encourages  cell 
growth,  Phase  3  trials  for  lung  cancer 

Enzyme  that  blocks  cell  death,  Phase  2  trials  f 
myeloma  and  leukemia 

An  enzyme  released  by  the  EGF  receptor,  Phase 
for  lung  and  head  and  neck  cancers 

Growth  factor  that  stimulates  blood  vessel  gro 
Phase  3  trials  for  colon  cancer 
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often  asks  for  more  data,  adding  many  months  to  the  p: 
As  time  goes  by,  C225  may  not  live  up  to  its  early  pr 
Some  disappointment  is  already  gathering  around  Gleevi 
leukemia  drug  from  Novartis  that  was  approved  by  tl 
in  May  in  a  record  2'A  months  after  filing.  Although  thi 
halts  the  progress  of  this  rare  and  deadly  blood  can 
some  90%  of  patients,  continuing  trials  found 
that  the  sickest  patients  eventually  develop 
resistance. 

Still,  desperately  ill  cancer  patients  like  Hel 
igman  are  eager  for  anything  that  might  win 
them  more  time.  Targeted  cancer  drugs 
are  the  best  option  they  have  been  of- 
fered, and  cancer  researchers 
are    galvanized    to    find 
more  and   better  ones. 
"For  the  first  time,  we 
may  be  able  to  say  this  is 
the  beginning  of  the  end 
of  chemotherapy,"  says  Dr. 
Larry  Norton,  a  leading  can- 
cer researcher  at  Sloan-Ketter 
ing.  If  so,  it  will  be  truly  a  sweet 
reward  for  Mendelsohn  and  the  many 
other  scientists  that  struggled  to  make  it  so. 
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BusinessWeek  online 


For  a  story  on  drug  pricing  and  a  listing  ot  clinical  trials  for  C<] 
go  to  the  July  9  issue  at  www.businessweek.com. 
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no  going  back  once  you  start  running  your  business  on  the  Internet.  Fortunately,  you  can  rely  on  Lawson  to  simplify 
usiness  processes.  We've  helped  thousands  of  organizations  like  yours  develop  and  implement  effective  Internet 
ns.  We'd  like  to  earn  your  confidence,  too.  So  before  you  take  the  leap,  take  a  look  at  our  fact-filled  e-Business 
s  Kit.  Just  visit  vww.lawson.com/success500b  or  call  1-800-4771357  code  500b.       LAWbON  prove  N. 


Would  you  rely  on  an  e-business  strategy 
before  seeing  that  it  works? 
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VENTURE  FUNDS 


FALLEN  BACK 
TO  EARTH 

Steve  Harmon  of  Zero  Gravity:  How  a  Net  guru  stumbled 


It  was  early  2000,  and  Steve  Har- 
mon was  riding  the  crest  of  the  In- 
ternet wave.  Harmon,  35,  a  self-pro- 
claimed stock  guru  who  wanted  to 
become  the  "Warren  Buffett  of  the  In- 
ternet," began  covering  the  Internet  in 
1994.  Holding  himself  out  to  be  "the 
world's  leading  independent  Internet 
analyst,"  the  goateed  fast-talker  had  a 
weekly  gig  on  CNBC  and  was  featured  in 
The  Wall  Street  Journal  and  Smart 
Money  profiles.  He  was  named  an  "In- 
ternet visionary"  by  Worth  Magazine 
and  voted  a  top  Internet  analyst  by  cbs 
MarketWatch.  BusinessWeek  called  him 
a  "respected  Internet  analyst."  His  stock 
picks  were  considered  oracular  by  in- 
vestors, especially  daytraders,  who  often 
frenetically  bid  them  up. 

Then  came  the   March,  2000, 
Nasdaq  crash — and  Harmon's 
career  jolted  into  reverse. 
It  wasn't  just  because  of 
dot.com  stock  picks  that 
went  awry.  An  investi- 
gation   by    Business- 
Week reveals  that  Har- 
mon   may    not    have 
been  so  independent 
after  all.  He  solicited 
money       for       his 
$50  million  venture 
fund — and  for  his 
company — from 
Silicon  Valley  chief 
executives  while 
talking  up  their 
stocks.  And  his 
recommendations 
included  a  com- 
pany   in    which 
the  Silicon  Val- 
ley venture  cap- 
ital firm,  Hum- 
mer    Winblad 
Venture    Part- 
ners   was    the 


■/:: 


largest  outside  shareholder.  Hu 
Winblad  was  also  the  primary  bac 
Harmon's  mutual  fund  and  venturi 
tal  company,  now  called  Zero  Grav 
ternet  Group,  which  he  started 
vember,  1999. 

Sure,  investors  and  regulators 
a  furor  over  analysts  from  estat 
Wall  Street  firms,  such  as  Mary  IV 
and  Henry  Blodgett,  who  often  ; 
to  be  rife  with  potential  conflicts 
terest  because  of  their  firms' 
writing.  But  it  turns  out  that  ar  i 
like  Harmon,  who  trumpet  then; 
pendence,  can  also  have  potenti; 
flicts.  And  advice  Harmon  gave 
and  Jane  Bunnyslippers" — how 
ferred  to  average  investors  aroui 
leagues — was  brought  into  que 
Harmon  repeatedly  declined  to  co: 
on  the  record  for  this  article. 
NO  DIPLOMA.  Harmon's  reputatii  I 
tended  far  beyond  stock  players.  H  | 
nobbed  with  Silicon  Valley's  elite, 
venture  capitalist  John  Doerr  wr< 
foreword  to  Harmon's  widely  rea< 
book  on  raising  venture  capital 
Gravity.  Marc  L.  Andreessen,  co-fi 
of  Netscape  Communications  Corj 
endorsed  the  book  and  kicked  in 
for  Harmon's  venture  fund.  On  hi 
site,  Harmon  referred  to  Yahoo 
Jerry  Yang  as  a  "friend  and  persoi 
league."  But  Harmon's  biggest  suf 
was  John  Hummer,  founding  part 
Hummer  Winblad.  Hummer, 
foot- 10-inch  former  bas 
player  with  the  Seat 
personics,  decli 
comment  on 
record  for  this 
because  of  a 
involving  his  fi 
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ON-THE 
INDEPE 
ANALYS 


r  to  a  Zero  Gravity  memo.  He 
ter  fired  altogether,  in  part  be- 
t  was  discovered  he  had  falsely 
—on  a  Securities  &  Exchange 
■ion  application  to  become  a  reg- 
investment  adviser —  that  he  had 
ge  diploma.  (He  left  California 
•h  State  University  in  1991,  just 
obtaining  a  journalism  degree.  Af- 
ring  Zero  Gravity,  he  completed 
tddition,  former  Zero  Gravity  ex- 
Harmon  ran  up  against  the  com- 
nompliance  rules  in  picking  stocks. 
uy  was  clearly  in  the  gray  area, 
)bably  in  the  black,  when  it  came 
iflance  issues,"  says  a  former  Zero 
I  executive. 

ANT."  As  an  analyst  at  small  in- 
■nt  research  firms  Paul  Kagan 
ites,  Jupiter  Communications,  and 
?t.com,  Harmon  was  one  of  the 
eerleaders  for  companies  such  as 
and  Amazon — and  that  made  his 
;ion.  Says  Garnett  L.  Keith  Jr.,  a 
outside  director  of  Zero  Gravity 
*mer  chief  investment  officer  of 
itial  Insurance  Co.:  "Steve  was  a 
t  visionary,  but  he  kept  losing 
f  the  demanding  rules  that  apply 
public  communication  of  stocks 
unning  a  fund  company." 
potential  for  conflicts  speaks  for 
larmon  featured  Net  Perceptions 
i  Internet  stock,  on  his  popular 
)  for  2000"  stock  list.  By  Jan.  11, 
even  trading  days  after  the  list 
leased,  the  stock  was  up  100% 
week  and  a  half  before,  closing 
all-time  high  of  $60.37  a  share, 
was  just  one  problem:  Hummer 
d  was  the  largest  outside  share- 
in  Net  Perceptions,  owning  18.6% 
:ompany,  according  to  registration 
jnts  filed  with  the  sec  in  April, 
uin  Winblad,  Hummer  Winblad's 
lg  partner,  was  a  director. 
:e  weeks  before  Harmon  recom- 
d  the  stock,  he  sent  a  detailed 
to  Hummer,  obtained  by  Busi- 
lek,  asking  for  a  list  of  favors, 
quest:  bringing  in  a  total  of  $30 
for  Harmon's  venture  fund  from 
Computer  Corp.  and  Microsoft 
-William  H.  Gates  III  is  a  Hum- 
inblad  limited  partner  and  Michael 


^r 


S.  Dell  was  at  the  time. 
He  also  asked  Hummer 
to  persuade  David  S.  Pot- 
truck,  co-ceo  at  Charles 
Schwab  &  Co.  and  also  a 
Hummer  Winblad  limited 
partner,  to  include  Harmon's 
mutual  fund  in  the  universe 
of  funds  Schwab  markets  to 
clients.  Schwab  eventually 
decided  to  include  the  $5 
million  mutual  fund,  which 
was  shut  down  this 
past  March.  A  Schwab 
spokesman  says:  "We  have 
a  standard  set  of  procedures 
for  featuring  funds  in  our 
Mutual  Fund  Marketplace." 
There  is  no  evidence  that 
Hummer  got  in  touch  with 
Pottruck  on  Harmon's  be- 
half. And  a  source  says 
Gates  and  Dell  were  never 
contacted.  Net  Perceptions 
now  trades  at  around  $1.80 
a  share.  "This  is  a  textbook 
illustration  of  the  kind  of  HEADACHES 
conflicts  of  interest  that  have  Several  of  John 

begun  to  undermine  per-  Hummer's  venture 
ceived  integrity  and  inde-  nummei  b  vemuie 
pendence  of  securities  ana-   portfolio  companies 

lysts,"  says  John  c.  Coffee,  have  gone  bankrupt 

Jr.,  securities  law  professor 

at  Columbia  University  Law  School. 

Harmon  approached  other  CEOs  more 
directly.  Since  the  beginning  of  2000, 
Harmon  had  tried  to  meet  with  Naveen 
Jain,  ceo  of  InfoSpace  Inc.,  an  Inter- 
net company.  His  goal,  stated  in  e-mail 
to  Jain:  to  get  Jain  to  invest  in  Har- 
mon's venture  fund  or  put  up  money 
for  the  company's  second  round  of  fi- 
nancing. But  Jain  was  not  responding  to 
Harmon,  according  to  sources.  On  June 
16,  2000,  in  an  interview  on  CNBC.com, 
where  he  wrote  a  weekly  column,  Har- 
mon talked  up  InfoSpace,  saying,  among 
other  things,  that  "the  business  model  is 
a  great  one"  and  that  the  company  had 
done  an  "outstanding  job."  During  the 
week  of  his  CNBC.com  plug,  e-mail  shows 
that  Harmon  was  stepping  up  attempts 
to  get  financing  from  InfoSpace.  For- 
mer Zero  Gravity  officials  say  that  Jain 
finally  agreed  to  meet  with  Harmon, 


larmon 

noney  for  his 
)n  venture 
ted  in  1999, 
on  Valley 
lile  talking  up 
pany  stocks 


•  He  included  in  his 
list  of  stock  picks  for 
2000  a  company  in 
which  his  primary 
backer,  Hummer 
Winblad,  was  a  major 
shareholder 


•  He  changed  his  "10 
for  1999"  stock  picks 
so  often  that  an  ex-boss 
says  it  would  have  been 
difficult  to  get  the 
actual  results.  Harmon 
boasted  of  a  355% 
return 


but  the  compliance  officer 
put  a  stop  to  it.  Jain  de- 
clined comment.  Coffee 
says  Harmon's  actions  may 
not  have  been  illegal,  but 
"it's  still  a  clear  conflict." 

Harmon  hit  up  other 
chieftains  for  funding.  And 
the  stocks  of  at  least  four — 
cmgi's  David  Wetherell,  Ya- 
hoo's Jerry  Yang,  Go2Net's 
Russell  Horowitz,  and 
Xoom.com's  Christopher 
Kitze — had  been  included  in 
Harmon's  "10  for  1999" 
stock  picks.  "Steve  didn't 
hesitate  in  reminding  these 
guys  when  he  was  soliciting 
funding  that  he  had  done  a 
good  turn  for  them,"  says 
James  Hartmann,  Zero 
Gravity's  ex-CEO.  Horowitz 
and  Kitze  both  invested  in 
Zero  Gravity's  first  round  of 
financing.  Horowitz  and 
Kitze  could  not  be  reached 
for  comment. 

CNBC  execs  were  becom- 
ing concerned  about  Har- 
mon. In  June,  2000,  Larry 
Landau,  CNBC.com's  former 
vice-president  for  business 
development,  says  that  in  a 
phone  call  to  Harmon,  he  expressed  con- 
cern that  Harmon  was  no  longer  an  in- 
dependent Internet  analyst — that  he  was 
a  money  manager  running  both  a  mutual 
fund  and  a  venture  fund.  In  August, 
CNBC  TV  and  CNBC.com  sent  Harmon  a 
letter  officially  terminating  his  contract  as 
of  October,  the  earliest  they  could  legally 
do  so.  Landau  says  the  decision  was  due 
to  Harmon's  "wearing  too  many  hats," 
resulting  in  "poor  quality  of  analysis." 
DOUBTS  ON  RETURNS.  Harmon  had  other 
problems.  At  the  beginning  of  2000,  In- 
ternet message  boards  were  buzzing, 
questioning  the  returns  on  Harmon's  "10 
for  1999"  stock  picks.  He  proclaimed  that 
those  stocks  netted  a  355%  total  return. 
Alan  Meckler,  Harmon's  boss  at  the  time 
and  his  newsletter  publisher  says:  "Steve 
changed  the  stocks  20%  to  30%  every 
month.  We  would  have  had  to  hire  a 
full-time  statistician  to  get  the  actual  re- 
sults." Meckler,  chairman  and  CEO  of  INT 
Media  Group  Inc.,  says  that  because  of 
the  ambiguity  and  controversy  sur- 
rounding it,  his  company  decided  to  dis- 
continue selling  the  newsletter.  A  for- 
mer e-harmon.com  executive  who  worked 
closely  with  Harmon  for  a  few  months  on 
setting  up  the  mutual  fund  says  Har- 
mon did  not  even  appear  to  have  a  fi- 
nancial information  database  on  the  com- 
panies he  was  covering:  "His  primary 
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resource  was  Yahoo  Finance,"  he  says. 

Despite  the  fallout  with  CNBC,  for- 
mer Zero  Gravity  executives  say  Hum- 
mer did  not  seem  to  pay  much  attention 
to  Harmon.  "John  simply  wouldn't  su- 
pervise any  of  Steve's  activities.  He 
would  show  up  at  board  meetings,  drink 
his  Evian,  and  name-drop  with  Steve — 
that  was  about  it,"  says  Hartmann,  who 
became  CEO  of  Zero  Gravity  last  July. 
Others  say  Hummer  was  too  busy  to 
be  aware  of  Harmon's  activities  and  the 
daily  rumblings  at  Zero  Gravity.  "John 
was  running  a  very  large  fund  at  Hum- 
mer Winblad.  His  radar  simply  wasn't 
tuned  to  this,"  says  Garnett  Keith. 
SABOTAGE?  Six  weeks  ago,  Zero  Gravity 
sued  John  Hummer  along  with  his  part- 
nership, charging  that  because  Hummer 
was  incensed  by  the  firing  of  Harmon 
without  his  knowledge  or  consent,  he 
tried  to  undermine  the  company.  Hum- 
mer's response  to  that  lawsuit  has  sent 
Zero  Gravity  into  a  frenzy.  On  June  11, 
Hummer  seized  control  of  Zero  Gravity 
by  converting  his  venture  fund's  pre- 
ferred stock  into  common  shares.  He  also 
issued  a  statement  that  he  was  bringing 
Harmon  back  to  have  "active  involve- 
ment" in  the  venture  fund.  All  five  of 
Zero  Gravity's  employees  resigned  the 
next  day,  including  ceo  Hartmann. 

The  Zero  Gravity  fiasco  is  just  the 
latest  headache  for  Hummer  and  Ann 
Winblad  (a  former  girlfriend  of  Bill 
Gates).  Hummer  Winblad  was  riding 
high  until  the  Internet  bust.  But  since 
then,  a  number  of  its  venture  portfolio 
companies,  including  Pets.com,  Rival 
Networks,  eHow  Inc.,  and  Homes.com, 
have  shut  down  or  filed  for  bankruptcy. 

After  Harmon  was  fired  from  Zero 
Gravity  last  October,  he  started  an  In- 
ternet consulting  company,  High  Veloc- 
ity, which,  according  to  former  col- 
leagues, is  struggling — like  most  other 
Net  consulting  firms.  He  is  an  ana- 
lyst/commentator for  ON24,  a  Webcaster 
that  issues  reports  on  various  stocks. 
Harmon  also  writes  a  column  for  the 
stocks  Web  site  Siliconinvestor.com. 

Although  he  doesn't  seem  to  be  hang- 
ing out  with  the  high-tech  elite  these 
days,  at  least  Harmon  is  keeping  good 
company  in  cyberspace.  On  High  Veloc- 
ity's Web  site,  where  he  is  hawking  a 
broadband  newsletter  for  $129  a  year,  a 
Steve  Harmon  quote  ("It's  time  to  build 
profits,  focus  on  fundamentals")  appears 
right  beside  quotes  from  Albert  Ein- 
stein, Frank  Lloyd  Wright,  and  Kahlil 
Gibran.  "This  is  a  story  about  hubris. 
Steve  was  one  of  the  true  original 
thinkers — it's  unfortunate  that  he  let  it 
all  go  to  his  head,"  says  Meckler. 

By  Marcia  Vickers  in  New  York 
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GOOD 
MONEY 
AFTER  BAD? 

Welcome  to  the  wacky  world 
of  "defensive  lending" 

On  May  1,  battered  telecom  startup 
Net2000  Communications  Inc.  was 
trading  around  $1.75 — a  fraction 
of  its  $31  initial  public  offering 
price.  Even  the  company's  most  bullish 
analyst  had  downgraded  it.  Net2000's 
bonds  were  rated  junk,  and  lawyers  were 
starting  to  put  together  shareholder  suits. 
But  the  very  same  day,  Toronto-Do- 
minion Bank,  First  Union  Corp.,  and  oth- 
ers made  a  $325  million  loan  to  Net2000. 
You  might  think  the  banks  would  be 
crying  uncle  by  now.  By  some 
estimates,  they  may  eventually     r       _  _  _ 
have  to  write  off  nearly  half  the         DEBT 
$320  billion  they've  lent  to  tele-        ■  ■  ■  ft  r  C 
com  outfits  since  1999.  Despite        ff  ||  t  w 
harrowing  losses,  of  which  Nor- 
tel Networks  Corp.'s  $19  billion 
write-down  on  June  15  is  the  latest,  the 
banks  continue  to  lend.  Between  Mar.  1 
and  June  15,  they  made  $10.1  billion  in 
syndicated  loans  to  telecom  companies, 
says  Thomson  Financial  Securities  Data. 
Sure,  that's  less  than  the  $25  billion  for 
the  same  period  last  year,  but  it  means 
deals  are  still  getting  done. 

Of  course,  some  of  what  critics  call 
"defensive  lending"  is  to  well-established 
companies  that  aren't  expected  to  fail, 
such  as  the  $4.2  billion  that  Bank  of 
America,  J.  P.  Morgan  Chase,  and  Citi- 
group extended  to  WorldCom  Inc.  on 


May  1.  Nevertheless,  many  of  the 
made  since  Mar.  1  are  classified  as 
high-yield  loans.  Bankers  say  the 
backing  companies  they  think  ar  • 
vivors.  "Clearly,  there  are  going 
winners  and  losers,"  says  one  te  i 
banker.  "It's  just  a  question  of  n 
sure  you  pick  the  right  one." 

But  such  lending  can  b 
a  habit.  First  Union  and 
to-Dominion,  for  example 
already  on  the  hook  fo: 
million  to  Net2000  wher 
made  the  new  loan.  They 
alone.  On  Mar.  16,  J.  P.  IV    - 
Chase,  Goldman  Sachs,  and  Morgar   I 
ley  lent  $400  million  to  Level  3  C(   p 
nications  (page  107).  The  three  lei   | 
billion  to  Level  3  in  August,  199 
company  isn't  expected  to  have  a  p 
cash  flow  until  2005,  at  the  earliest 
of  the  banks  would  comment.  Bu 
bankers  say  the  new  loans  for  N 
and  Level  3  were  hard  to  sell  (    - 
syndicated  loan  market,  where 
trade  loans  with  one  another.  I) 
they  were  so  unpopular  that  the 
to  be  offered  at  a  20%  discount, 
Why  are  banks  willing  to  take  tl 


RISKY 
MONEY 

Although 
telecoms  are 
drowning  in 
debt,  banks 
are  still 
lending  more 


DATE 

AMOUNT 
COMPANY                                              MILLIONS 

LENDER 

MAR.  1 

ICG  COMMUNICATIONS          $  300 

J.P.  MORGAN  CHASE 

APR.  1 

LEVEL  3  COMMUNICATIONS       400 

J.R  MORGAN  CHASE, 

GOLDMAN,  MORGAN  ST 

MAY  1 

NET  2000  COMMUNICATIONS    325 

TORONTO-DOMINION 
FIRST  UNION 

JUNE1 

ANTEC                                       175 

CREDIT  SUISSE  FIRS 
BOSTON,  CIT  GROUP 

Data:  Standard  &  Poor's  Portfolio  Management 
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r  on  more  lending?  Their  idea  is 
addition  to  earning  fees  from  the 
ley  can  win  long-term  customers 
ing  in  hard  times.  "If  you're  will- 
make  a  loan  now  to  a  company 
acing  tough  times,  you're  going 
a  company  that's  going  to  love 
3ver,"  says  Thomas  Okel,  head  of 
ted  capital  markets  at  Bank  of 
i. 

''.RED  RESERVES.  For  now,  that 
like  whistling  in  the  dark.  Risks 
lenders  to  the  telecom  industry 
(per  than  they  ever  have  been,  in 
:ause  telecom  bank  debt  is  so  out 
r  with  investors.  "People  don't 
/here  the  bottom  is,"  says  Okel. 
ly,  when  an  industry  experiences 
;  of  consolidation  and  contraction 
occurring  in  telecom,  distressed- 
vestors  rush  in  and  buy  up  bank 
a  the  cheap.  But  that's  not  hap- 
Instead,  the  banks  are  having  to 
reserves  against  possible  losses 
s.  On  June  27,  Toronto-Dominion 
was  upping  its  loan-loss  reserves 
>  million  for  the  rest  of  the  year, 
nk  has  lent  more  than  $6.1  bil- 
the  telecom  industry,  or  53%  of 
lders'  equity,  says  analyst  Quentin 
of  cibc  World  Markets.  Of  that, 
lion  is  considered  risky. 
•ied  regulators  will  ensure  that 
oan  losses  provisions  keep  rising, 
m  loans  are  increasing,  and  we 
reserves  to  go  up,"  says  David  D. 
i,  deputy  comptroller  at  the  Office 
Comptroller  of  the  Currency.  And 
11  prove  expensive  to  banks  that 
tfe  to  finance  the  reserves  from 
•ofits. 
'  Heatfier  Timmons  in  New  York 


LEVEL  3:  IS  THAT  WARREN  BUFFETT 
WITH  HIS  BILLFOLD  OUT? 


With  financial-market  volumes  in 
the  doldrums,  traders  have 
had  more  time  than  usual  to 
gossip  lately.  Those  who  buy  and  sell 
distressed  debt  are  abuzz  with  a  ru- 
mor that  since  May,  Berkshire  Hath- 
away Chief  Executive  Warren  E. 
Buffett  has  bought  a  ton  of  bonds  in 
struggling  long-distance  fiber  opera- 
tor Level  3  Communications  Inc.  of 
Broomfield,  Colo. 

Why  are  the  debt  traders  so  sure 
they  know  something?  Simple.  They 
say  that  most  of  the  buying  came 
through  Buffett's  own  trader,  who  is 
located  in  Berkshire  Hathaway's  Om- 
aha (Neb.)  headquarters.  Meanwhile, 
sources  close  to  the  company  say  one 
bondholder  has  bought  more  than 
$600  million  worth  of  Level  3  bonds 
recently.  Bingo!  (Neither  Buffet  nor 
Level  3  execs  will  comment.) 

On  the  surface,  there's  not  a  lot 
for  investors  to  go  for.  The  stock  has 
plunged  almost  90%  from  its  high 
this  year,  while  bond  buyers  have 
had  a  real  roller-coaster  ride  of 
late.  On  June  18,  when  the  f 

company  announced  it  was 
cutting  a  quarter  of  its  work 
force  and  shaving  $2  billion 
off  costs,  the  bonds  plum- 
meted from  51(2  on  the  dol- 
lar to  350.  They  subsequent- 
ly rebounded  to  420. 

Whether  the  bonds  appar- 
ently bought  by  Buffett's  trader 
are  destined  for  Berkshire  Hath 
away  Inc.'s  portfolio,  a  subsidiary 
company,  or  even  a  third  party  is  un- 
clear. Buffett  has  long  shunned  the 
tech  sector.  And  Level  3  is  not  ex- 
actly an  Old  Economy  Buffett-style 
company  with  solid  cash  flows,  such 
as  Coca-Cola  Co.  or  Geico  Corp. 
While  Level  3  does  have  $4  billion  of 
cash  on  its  books,  some  industry  ob- 
servers wonder  whether  the  compa- 
ny will  burn  through  it  all  before  its 
cash  flow  turns  positive  in  2005. 
BOARD  BUDDIES.  Buffett,  however,  is 
no  stranger  to  Level  3.  Its  Chair- 
man, Walter  Scott  Jr.,  sits  on  the 
board  of  Berkshire  Hathaway.  And 
Scott,  the  former  chairman  and  ceo 
of  the  privately  held  construction 
company  Peter  Kiewit  Sons'  Inc., 
goes  to  work  every  day  in  the  same 


office  building  as  Buffett  in  the 
Kiewit  Plaza  in  Omaha. 

Indeed,  some  traders  speculate 
that  Scott  may  be  buying  Level  3 
debt  through  Buffett's  trader.  He 
also  happens  to  be  the  company's 
largest  shareholder,  owning  32  mil- 
lion shares,  or  9%  of  the  shares  out- 
standing. Buying  debt  at  420  on  the 
dollar  could  be  a  cheap  way  to  retire 
some  of  Level  3's  nearly  $8  billion 
worth  of  debt — especially  since  a 
quarter  of  Level  3's  cash  is  now 
needed  to  pay  off  interest,  says 
Aryeh  Bourkoff,  a  telecom  analyst  at 
ubs  Warburg. 

It  wouldn't  be  the  first  time  that 
Scott,  who  declined  to  comment,  has 
tried  to  help  pay 
down  the  high-yield 
debt  of  a  company 


with  which  he  is  affiliated.  On  May 
29,  he  announced  he  would  buy  $50 
million  worth  of  common  stock  and 
warrants  of  rcn  Corp.,  a  bundled  ca- 
ble-service provider;  Level  3  owns 
30%  of  the  stock.  The  same  day,  RCN 
said  it  would  use  the  proceeds  to  re- 
purchase its  debt. 

Because  of  the  intense  interest  in 
Buffett's  investment  plays,  the  ru- 
mors about  who  is  buying  Level  3 
bonds — and  why — will  persist  until 
the  mystery  buyer  fesses  up.  Or  un- 
til some  Wall  Street  gumshoe  dis- 
covers who  done  it. 

By  Debra  Sparks  in  New  York 
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COMMENTARY 

By  Emily  Thornton 


TO  SNARE  IPOs,  WALL  STREET  MAY  BE  RISKING  TOO  MUCH 


When  Morgan  Stanley  Dean 
Witter  &  Co.  underwrote  Lu- 
cent Technologies  Inc.'s  spin- 
off of  its  optical-networking  sub- 
sidiary Agere  Systems  Inc.  on  Mar. 
27,  the  investment  bank  took  a  se- 
vere beating.  Its  stock  price  plunged 
22%  over  six  trading  days  to  a  52- 
week  low  of  $44.10  after  investors 
learned  from  filings  with  the  Securi- 
ties &  Exchange  Commission  that 
Morgan  Stanley  had  bought  $2.3  bil- 
lion of  Lucent's  debt  in  January — 
just  before  a  meltdown  in  telecom 
stocks.  The  idea  was  to  swap  the  Lu- 
cent debt  for  Agere  equity  at  the 
time  of  the  initial  public  offering.  But 
it  took  Morgan  Stanley  days  to  con- 
vince analysts  and  credit  agencies 
that  the  deal  wasn't  as  risky  as  it 
appeared. 

What  freaked  out  the  market 
was  that  Morgan  Stanley  was 
potentially  vulnerable  to  big 
losses  on  several  fronts.  It 
had  to  put  the  Lucent  debt 
on  its  own  balance  sheet, 
however  briefly,  to  qualify 
fully  as  a  creditor  and 
thus  harvest  an  estimated 
$200  million  tax  break  for       Jf 
Lucent.  Plus,  the  bank  ^* 

faced  the  risk  that  once 
it  had  agreed  to  exchange  a 
certain  number  of  shares  for  the 
debt  it  bought  from  Lucent,  the 
shares  could  have  ended  up  being 
worth  a  lot  less.  And  in  the  unlikely 
event  of  Lucent  suddenly  going 
bankrupt  in  mid-deal,  it  could  have 
been  left  completely  in  the  lurch. 
"At  the  end  of  the  day,  the  bank  is 
really  on  the  hook,"  says  Robert 
Willens,  tax  and  accounting  analyst 
at  Lehman  Brothers  Inc. 
THIN  LINE.  Now,  Credit  Suisse  First 
Boston  and  Goldman  Sachs  Group 
Inc.  are  planning  a  similar  deal.  To- 
gether, they  have  bought  $1  billion  of 
at&t's  debt  to  swap  for  shares  in 
AT&T  Wireless  Group  on  July  9  as 
part  of  the  subsidiary's  eventual 
spin-off.  Analysts  say  Verizon  Com- 
munications and  Nortel  Networks 
Corp.  could  be  mulling  using  debt- 
for-equity  swaps  for  spin-offs  later 
this  year. 

The  rush  to  emulate  Morgan  Stan- 


ley shows  what  hoops  Wall  Street 
firms  must  jump  through  to  win  the 
handful  of  IPOs  and  spin-offs  still  tak 
ing  place  today:  just  53  raising  $22 
billion  since  the  start  of  the  year,  vs. 
197  raising  $35.7  billion  at 
the  same  point  last  year,  ac-      r        a 
cording  to  Thomson  Finan-  DEBT 

cial  Securities  Data  Corp.  ...  «*  ■■  ft 

Once  virtually  guaranteed  f§  (J  t  w 

to  make  a  mint  from  over- 
subscribed  equity  offerings, 
investment  banks  are  now  being 
forced  to  go  way  beyond  the  call  of 
duty  as  advisers  and  put  their  own 
balance  sheets  on  the  line. 

Bankers  could  easily  end  up 
wrestling  with  a  lot  more  risk  than 
they  have  bargained  for.  Already, 
credit  ratings  of  top-drawer  telecom 
companies  have  tumbled  as  their 


debt  mountains  have  grown.  The 
pressure  to  take  on  even  lesser-r^ 
companies  is  sure  to  grow.  "As  th 
go  down  to  more  risky  players, 
someone  may  get  caught  holding 
bag,"  warns  James  F. 
Mitchell,  securities  industi 
analyst  for  Putnam  Love| 
Securities  Inc. 

In  the  complicated  dea| 
bankers  must  walk  a  veri 
thin  line  to  emerge  un- 
scathed. In  the  end,  the  Agere  del 
went  through  without  a  hitch  bee/ 
Morgan  Stanley  protected  itself  b| 
only  accepting  commercial  paper 
rolled  over  on  a  daily  basis,  enablj 
it  to  reduce  the  Lucent  debt  on  it 
books  to  $520  million  by  the  time  I 
the  IPO.  It  also  postponed  a  decisi| 
on  how  many  snares  to  swap  for 
debt  until  after  the  IPO  was  priced 
Sources  close  to  AT&T's  expected 
debt-for-equity  swap  say  they  belil 
it  will  go  smoothly  partly  because  f 
AT&T  Corp.  has  a  strong  credit  rat] 
Bankers  also  intend  to  place  the 
shares  with  mutual  funds  that  tra| 
indexes  such  as  the  Standard  & 
Poor's  500-stock  index,  according 
filings  with  the  sec.  On  June  27, 
s&p — like  BusinessWeek  part  of  Tj 
McGraw-Hill  Companies — agreed 
include  the  Wireless  shares  in  its 
dexes  less  than  two  weeks  before  I 
swap.  If  it  hadn't,  the  entire  deal 
could  have  died. 

Of  course,  investment  banks  e^ 
their  keep  by  taking  calculated 
And  Morgan  Stanley  did  manage| 
pocket  an  estimated  $75  million 
Agere's  spin-off.  But  banks  could| 
up  paying  a  steep  price  for  such 
if  any  of  the  complex  deals  start  | 
unravel — a  higher  risk  in  the  mic 
of  an  economic  downturn. 
With  Steve  Rosenbush  in  New 
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Mass  customized  web  portals. 
You  let  the  words  sink  in. 
Relishing  the  possibilities. 
Not  just  one. 

Thousands  of  unique  port 
Easily  created  by  anyone. 
For  everyon 
rtn  the  fly. 
..U  without  breakim 


Or  its  benefits. 

The  room  erupted. 

Applause. 

Cheers. 

Grown  people 

This  is  the  power  of  business  web  portals 
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NEW  RESPECT 

FOR  POSTERS, 

A  TRUST  WITH 

NO  GIFT  TAX 
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Posters 


Demand  for  vintage  ads  grows 

BY  GERRY  KHERMOUCH 

John  Terrey  set  a  record  in  May  by  paying 
the  most  ever  for  an  original  American 
poster.  But  he's  no  checkbook-brandish- 
ing art  maven.  The  retired  electrical  en- 
gineer paid  $16,000  for  a  stark  1930s  Rur- 
al Electrification  Administration  image 
promoting  radio  as  a  wonder  technology. 
And  his  collection  of  just  two  dozen  posters  re- 
flecting his  pet  interests,  radios  and  skiing,  are  on 
display  at  his  home  and  his  ski  condo.  "I'm  al- 
ways looking  for  something  to  complement  my 
collection  of  old  radios,"  he  says.  "I'll  pick  up 
almost  anything  radio-related." 

Dealers  say  Terrey  is  typical  of  the  booming 
ranks  of  poster  collectors.  Most  pursue  subjects 
related  to  personal  passions,  more  for  pleasure 
than  investment.  Some  seek  historic  documents 
that  capture  the  ambience  of  Left  Bank  Parisian 
cafes  or  1920s  women's  wear.  Some  happily  pay 
thousands  for  a  poster  of,  say,  Palisades  Amuse- 
ment Park  to  commemorate  a  first  date.  The 
luxuriant  graphics  of  vintage  posters  lure  fans  of 
such  artists  as  Leonetto  Cappiello,  A.M.  Cas- 
sandre  (Adolphe  Mouron),  and  Alphonse  Mucha. 
JUST  OLD  ADS.  Poster  collecting  has  proved  lu- 
crative in  the  past  two  decades,  and  tighter  supply 
is  expected  to  boost  prices.  So  is  this  a  good  time 
to  get  involved?  "We're  not  immune  to  changes  in 
the  economy,  but  through  good  and 
bad  times,  people  have  seen  their 
investment  in  posters  hold  up,"  says 
Jack  Rennert,  president  of  Poster 
Auctions  International  in  New  York.  "And  most 
people  are  not  looking  to  make  a  killing." 

Experts  say  original  American  posters  are 
starting  to  crack  the  $15,000  mark.  Also  in  May, 
another  buyer  paid  $16,000  for  a  poster  of  Buffalo 
Bill.  European  posters  had  earlier  attained  those 
heights,  with  works  by  Henri  de  Toulouse-Lautrec 
routinely  exceeding  $30,000.  And,  unlike  modem 
art,  art  posters  have  enjoyed  steady  appreciation 
since  the  mid-1980s.  Typical  is  a  Chicago  World's 
Fair  poster  that  went'  for  $800  in  1985  yet  cap- 
tured $5,200  at  auction  last  November.  And  that 
doesn't  include  gallery  commissions,  which  rose 


Collecting 


from  10%  to  15%  in  that  span.  Lately,  Re 
says,  his  average  sale  has  been  about  $4,C 
Only  recently  have  posters  been  ace 
much  value  or  respect.  After  all,  they'r 
old  ads,  run  off  by  the  hundreds  or  thoi 
to  sell  everything  from  appliances  and  ap 
to  rail  destinations  and  political  candi<j 
(Movie  posters  usually  are  considered  a  I 
rate  genre.)  The  boldness  and  visual  brill 
that  lets  posters  succeed  as  ads  "has  [ 
their  albatross,"  says  Swar 
leries  President  Nicholas 

Poster-collecting  occupies  I 
rious    niche.    It's   far   mor4 


proaehable  than  fine-art  collecting  and  has  | 
even  longer  than  photography  (BW — Apr. 
gain  respect  Still,  word  has  spread  quickly  | 
cent  years,  thanks  to  museum  exhibition 
the  prominent  presence  of  vintage  posters 
sets  of  TV  shows  such  as  Friends  and 
Lake.  Also  raising  posters'  visibility  ha\ 
such  high-profile  collectors  as  cosmetics 
Leonard  Lauder  and  tennis  ace  Ivan  Ler 
aims  to  till  his  Connecticut  mansion  wit 
plete  collection  by  fin  de  sieeU   mastei 
Rennert,  who  has  been  helping  him.  sa\ 
has  more  than   KM»  Muchas  displayed 
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ECENT  SALES 

clockwise  from 
H):  $5,500  in 
"ebruary,  2001, 
'warm  Auction 
ralleries; 
6,500  in  May, 

000,  Poster 
iuctions  Int'l; 
16,000  in  May, 

001,  Swann; 
22,000  in 
November, 
OOO,  Poster 
iuctions  Int'l 


with  spaces  designated 
for  the  missing  few. 
Assuming  your  ambi- 
,     i  |    tions — and  bankroll — are 

iCTy  I    more      modest      than 

i#**  (    Lendl's,  how  do  you  get 

started?  First,  buy  only 
posters  you  want  to  live 
with.  And  aim  for  those 
by  the  best  artists  in 
the  best  condition  you 
can  afford  rather  than 
spreading  your  cash 
among  lesser  works. 
While  proliferating  gal- 
and  Web  auction  sites — promise  vast  se- 
and  easy  price  comparisons,  you're  better 
;ing  by  patronizing  reputable  dealers.  The 
.tional  Vintage  Poster  Dealers  Assn. 
'pda.com)  maintains  a  list  of  65  members 
de  by  the  group's  ethics  code, 
n  you  see  or  hear  about  a  poster  you 


like,  consult  catalogs  and  dealers  to  learn  more 
about  the  artist,  the  item's  rarity,  and  recent 
sale  prices.  Take  Terrey's  methodical  approach:  A 
subscriber  to  Swann's  catalogs,  he  was  struck 
by  an  image  on  the  cover  of  a  catalog  advertising 
a  May  7  auction.  Via  the  Net,  he  got  the  three 
books  cited  in  the  catalog  description  and  phoned 
a  couple  of  galleries  in  New  England  to  learn 
more  about  the  artist,  Lester  Beall  (whose  ac- 
complishments included  redesigning  Business- 
Week in  the  '30s).  Terrey  learned  that  the  image 
he  liked  was  the  rarest  of  a  set  that  also  in- 
cluded odes  to  washing  machines,  running  water, 
and  electric  lights.  In  fact,  Beall  is  enough  of  a 
cult  figure  for  New  York's  Roger  Williams  Hotel 
to  boast  that  it  has  the  full  set  of  his  rea  posters 
on  display.  Thus  armed,  Terrey  decided  to  aim 
for  the  middle  of  the  $12,000-to-$18,000  catalog 
estimate  and  prevailed  over  a  dealer  representing 
a  client  who  owned  the  other  three. 

One  thorny  issue  is  reproductions — images 
printed  after  the  initial  run,  sometimes  in  a  dif- 
ferent size,  using  a  different  printing  technique. 
As  the  stock  of  originals 
I  dwindles  and  prices  rise, 
!  some  dealers  and  collectors 
have  turned  to  what  are  eu- 
phemistically called  "recre- 
ations." Most  dealers  in  orig- 
inals say  reproductions  are 
0.  K.  if  labeled  and  marketed 
as  such. 

VANISHING  ART.  Collectors 
should  disregard  the  claims 
sometimes  made  for  high- 
priced  copies:  They  employ 
a  printing  method  parallel  to 
the  original,  they're  part  of  a 
numbered  edition,  or  they're 
authorized  by  an  artist's  de- 
scendant. None  of  that  helps 
at  resale.  And  while  dealers 
can  usually  spot  a  reproduc- 
tion masquerading  as  vin- 
tage, new  collectors  can  be 
misled.  The  best  protection: 
Go  through  a  reputable  deal- 
er, and  ask  for  a  dealer-backed  certificate  of  au- 
thenticity. It  makes  no  sense  to  spend  several 
hundred  dollars  for  a  copy  when  vintage  posters 
are  still  available  at  that  price. 

Short-term  economic  fluctuations  aside,  there's 
little  reason  to  expect  poster  prices  to 
fall.  Ad  posters  are  a  vanishing  art, 
so  the  pool  of  collectible  works  is 
shrinking,  particularly  as  museums 
remove  prime  items  from  the  mar- 
ket. While  that's  great  for  prices,  it's 
also  putting  collectible  posters  out  of 
reach  for  many  of  the  "first-time 
home  buyers  with  empty  walls"  who 
once  formed  the  core  of  the  market, 
says  San  Francisco  gallery  owner  and 
IVPDA  President  Sarah  Stocking.  The 
good  news  is,  unlike  Ivan  Lendl,  you 
probably  don't  have  20  rooms  to  fill. 
That  means  you're  still  in  time  to  en- 
rich your  life  with  what  is  likely  to 
prove  a  sound  investment.  □ 


Top  Tips 

►  Buy  what  you  like, 
and  go  through  a 
reputable  dealer. 
The  IVPDA's  Web  site 
(www.ivpda.com) 

is  a  good  place  to  vet 
dealers. 

►  Aim  for  the  best 
artist  and  a  poster 
in  the  best  condition 
you  can  afford. 

►  The  price  should 
reflect  whether 

the  poster  has  been 
trimmed,  restored,  or 
otherwise  distorted. 

►  Insist  that  the 
dealer  provide  a 
certificate  stating 
whether  the  work 
is  an  original  or 

a  reproduction. 


Hot  Collectibles 

►  Transportation,  including  bicycles, 
trains,  and  airplanes 

►  Food  and  drink  motifs 

►  American  travel  destinations 

►  Art  nouveau  and  art  deco  classics 

►  Posters  with  attractive  women 

►  Sports  themes,  such  as  skiing, 
auto  racing,  and  golf 

Data:  Philip  Williams  Poste'S 
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How  To  Give  Your  Heirs 
A  Bundle  Tax-Free 

GRATs  let  you  retain  ownership  while  passing  on  gains 


BY  ANNE  TERGESEN 


. 


f  the  only  thing  standing  between  your 
heirs  and  their  inheritance  is  the  hefty 
gift  taxes  you'd  have  to  pay  upon  trans- 
ferring your  wealth,  consider  establishing  a 
Grantor  Retained  Annuity  Trust  (GRAT). 
A  GRAT  is  a  trust  that  allows  you  to  retain 
ownership  of  an  asset  while  passing  most 
of  the  gains  it  earns  to  your  heirs — free  of  gift 
and  estate  taxes.  GRATs  are  especially  attractive 
now.  While  they  have  long  been  used  to  minimize 
gift  taxes  on  wealth  passed  to  the  next  genera- 


tion, a  recent  court  rulii 
grats  avoid  these  or 
taxes  altogether.  Mean 
thanks  to  today's  low  in 
rates,  the  assets  you  pi 
a  grat  don't  have  to 
much  in  order  for  youi 
to  see  a  payout.  Fini 
grat  can  protect  you 
recently  repealed  esta 
returns — or  if  you  don 
to  see  it  phased  out  in 
"For  people  who  have  \ 
it's  a  home  run,"  says 
Flatley,  an  estate  pli 
and  taxation  expert  at 
Boston  Financial. 
ABOUT  TO  JUMP.  The 
step  in  setting  up  a  GRA 
select  an  asset  to  put  ir 
trust.  Possibilities  includ 
thing  from  shares  in 
companies  to  illiquid  i 
ments  such  as  real  t 
stock  options,  or  pri 
held  stock.  Choose  an 
with  good  prospects  f  I 
preciation  over  the  trusi 
time,  which  typically  las 
to  five  years. 

Here's  how  it  work 
you  put  $1  million  wor 
stock  into  a  five-year 
Then,  every  year,  you 
draw  20%  of  your  init: 
posit — or  stock  valu 
$200,000.  When  the  GR 
pires,  you  have  taker 
shares  worth  whatevi 
value  was  on  the  ds 
started  the  trust — tl 
leaving  you  with  a  gift-' 
of  zero. 

But  if  you  take  ever 
back,  what's  left  for 
heirs?  The  idea  is  that 
set  you  put  in  the  tru 
grown  significantly,  wh 
took  back  only  the  I 
your  original  deposit.  I 
most  part,  the  apprei 
goes  to  your  heirs  free 
and  estate  taxes. 

There  is  one  cavea 
are  also  required  to  wil 
some  of  the  appreciation  that  your  inve 
earns.  How  much?  The  amount  is  calcula 
taking  120%  of  the  federal  midterm  rate, 
terest  rate  the  U.S.  government  derive 
the  rates  on  three-  to  seven-year  bond 
rate  changes  monthly.  For  July,  it's  a  rel 
modest  G.2%,  which  is  a  good  rate  to  1< 
Thus,  if  your  investment  earns  more  thai 
your  heirs  receive  I  he  excess  gains  tax-fre 
a  year  age,  the  hurdle  was  a  harder  In 

Let's  suppose  your  $1  million  worth 
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$1.25  million  at  the  end  of  the  first  year, 
e  back  $200,000  in  principal  plus  $62,000 
f  stock  to  meet  the  6.2%  rule.  The  other 
)  in  appreciation  remains  in  the  trust 
eventually  go  to  your  heirs,  provided  the 
aintains  its  value.  The  process  is  repeat- 
/  year  until  the  trust  expires. 
j  <;t: at  earns  less  than  6.2%  or  loses 
there's  no  penalty.  Aside  from  the  $1,000 
X)  it  costs  to  establish  the  trust  (fees  de- 

the  grat's  complexi- 

will  be  no  worse  off 

you  had   not  estab- 

he  grat  in  the  first 

he  trust  will  simply  pay  you  back  what's 

our  investment  by  the  time  it  expires. 

ise  a  successful  grat  is  one  that  appre- 

lot,  it's  best  to  select  an  asset  that  you 

on  the  verge  of  a  rapid  runup.  "You 
:xpect  to  move  a  couple  hundred  thou- 
dars  to  your  heirs  to  make  the  strategy 
ing,"  says  Beth  Rodriguez,  a  wealth 
■;t  at  J.  P.  Morgan  Chase. 
#ays,  candidates  for  a  grat  include  beat- 
i  stocks  that  are  poised  for  rebounds, 
in  family  limited  partnerships  and  pri- 
eld  companies  are  also  good  prospects.  In 
:ause  such  investments  cannot  be  easily 
they  can  often  be  put  into  a  GRAT  at  a 
to  their  true  value,  says  Joanne  Johnson, 
sident  of  the  Private  Client  Group  at 
rgan  Chase.  For  example,  say  an  ap- 
assigns  a  30%  discount  to  $100,000  of 

a  private  company  that  you  hold  in  a 
mited  partnership.  Because  grat  owners 
y  take  back  the  value  of  what  they  put 
vould  receive  $70,000  worth  of  stock — or 
$100,000— plus  6.2%  of  the  $70,000  in- 
t's  annual  return.  Still,  as  long  as  the  val- 


the  GRAT  Works 


Estate  Planning 


ct  an  asset 
is  poised  for 
appreciation 


Decide  how 
long  you  want  the 


2 

trust  to  last 


I  stock  holding  doesn't  dip  below  $70,000, 
r  is  likely  to  pass  on  some  of  the  value 
>cked  up  in  the  30%  discount  to  your 
x-free. 

u  have  more  than  one  asset  you  want 
to  your  heirs,  it's  best  to  set  up  a  sepa- 
AT  for  each  one.  To  see  why,  take  the 
of  someone  who  combines  two  $100,000 
ents  into  a  single  two-year  grat.  In  year 
'■  grat  pays  its  owner  half  its  value,  or 
),  plus  6.2%  interest.  If  investment  A 


soars  by  20%,  to  $120,000,  while  investment  B 
falls  by  20%,  to  $80,000,  the  grat  shows  no  over- 
all gain.  Therefore,  nothing  goes  to  the  heirs. 
But  with  two  separate  grats,  the  heirs  stand 
to  receive  a  payout  as  long  as  one  investment 
earns  more  than  6.2%  a  year. 

GRATs  also  offer  important  tax  advantages  be- 
yond the  chance  to  avoid  gift  and  estate  levies.  If 
properly  constructed,  they  allow  you  to  pay  cap- 
ital-gains and  income  taxes  on  the  investments  in 
the  grat  on  behalf  of  your 
heirs.  Why  is  that  a  good 
idea?  Because  the  IRS  does  not 
consider  such  tax  payments  a 
gift,  they  are  another  way  to  transfer  wealth 
free  of  gift  and  estate  taxes  to  the  next  genera- 
tion, says  Fleet  Financial's  Flatley. 

To  see  why  this  is  a  big  deal,  imagine  that  you 
had  the  foresight  to  put  $100,000  worth  of  Mi- 
crosoft stock  into  a  five-year  grat  in  January, 
1992.  By  1997,  after  the  grat  reimbursed  your 
$100,000  contribution  and  paid  you  the  8.2%  in- 
terest rate  that  prevailed  in  January,  1992,  the 
account  would  have  been  worth  about  $100,000. 
Your  heirs  could  have  cashed  in  every  penny 
free  of  gift  and  estate  taxes. 
"DEFECTIVE"  TRUST.  But  if  they  did  sell  the 
stock,  they  would  owe  a  20%  capital-gains  tax  on 
the  difference  between  what  you  paid  for  it  and 
what  they  sold  it  for.  That  tax  would  reduce 
the  value  of  your  gift.  If,  instead  of  distributing 
the  grat's  proceeds  at  the  end  of  its  term,  you 
roll  them  into  a  so-called  defective  trust,  you 
can  foot  your  heirs'  tax  bills.  Meanwhile,  if  your 
grat  sells  its  holdings,  you  pick  up  the  taxes 
on  that,  too. 

The  major  risk  you  run  with  a  grat  is  that 
you  might  die  before  your  trust  ends.  In  that  sit- 
uation, it's  as  if  the  grat  never  existed:  Its  entire 
value — including  returns — is  included  in  your  es- 
tate and  subject  to  estate  tax.  "We  usually  do  a 
grat  for  two  to  three  years  and  get  the  appre- 


3  Withdraw  the 
entire 
value  of  what  you 
put  into  the 
trust 
over  its 
fetime 

4  Take  back  6.2% 
of  the  GRAT's 
annual  appreciation 


"You  should 
expect  to  move 
a  couple  hundred 
thousand  dollars 
to  your  heirs  to 
make  the  strategy 
compelling," 
says  a 

J.P.Morgan  Chase 
estate  adviser 


5  What's 
left  in 
the  GRAT 
after  all 
the  with- 
drawals 
goes  to 
your  heir, 
free  of  gift  and 
estate  taxes 


ciation  out  of  an  estate,"  says  Al  King,  director  of 
estate  planning  at  Citigroup.  Then  you  can  put 
the  same  asset  into  another  grat. 

Before  settling  on  a  grat,  however,  ask  your- 
self whether  you  can  afford  to  give  up  much  of 
the  earnings  potential  on  your  investment.  After 
all,  while  low  interest  rates  and  the  opportuni- 
ty to  avoid  gift  taxes  make  grats  more  attrac- 
tive than  ever,  you  don't  want  to  give  away 
something  you  might  need  to  fund  your  own 
retirement.  d 
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College  Debt 


O.K.  Students, 
Lock  in  those  Loans 

Interest  rates  in  some  programs  will  hit  20-year  lows 


BY  CAROL  MARIE 
CROPPER 


Ti 


|he  Fed's  interest  rate  cuts  may  be  frus- 
trating homeowners,  who  haven't  seen 
mortgage  rates  fall  in  tandem.  But  they're 
about  to  bring  joy  to  thousands  of  college 
students,  recent  grads,  and  their  parents. 
Since  college  loans  are  tied  to  shorter-term 
instruments,  the  Fed's  easing  is  having  more  of 
an  impact.  In  two  of  the  most  popular  college 
loan  programs,  rates  are  about  to  plunge  to  then- 
lowest  levels  in  20  years. 

Savings  will  be  significant  for  students  who 
borrow  under  the  federal  Stafford  Loan  Pro- 
gram, where  the  average  debt  for  those  finishing 
grad  school  is  about  $23,000  and  for  undergrads, 
$10,000.  Parents  with  plus  loans  (Parent  Loans 
for  Undergraduate  Students)  will  benefit,  too. 

The  lower  rates  go  into  effect  automatically  for 
those  with  variable-rate  Stafford  and  PLUS  loans. 
Those  rates  rise  or  fall  each  July  1  based  on 
the  May  auction  of  the  91-Day  Treasury  bill. 
The  government-set  rate  for  recently  issued 
Staffords  plunges  from  7.59%  (for  those  still  in 
school)  or  8.19%  (for  graduates  making  pay- 
ments) to  a  low  5.39%  or  5.99%,  respectively. 
The  drop  reduces  the  monthly  payment  on  a  10- 
year,  $10,000  student  loan  from  $122  to  $111, 
based  on  the  graduate's  5.99%  rate.  The  par- 
ent's rate  under  plus  plummets  from  8.99%  to 
6.79%.  Many  will  get  even  lower  rates  as  lenders 
offer  discounts  for  those  who  choose  the  auto- 
matic payment  option  or  make  timely  payments. 

In  addition,  bor- 
rowers can  lock  in 
current  rates   by 


Time  to  Consolidate? 


H.J-liHyjItJ.l.lil.li-tiJJllHroEEgi^M  consolidating— es- 

m-i  i  nrmm  n  ■  am  winin  \mimrri  m  um  sentially  refinanc- 

LOAN  TYPE                                     OLD          NEW       DIRECT  PAY  DISCOUNT  FOR  ;no._tkpir     lnsns 
RATE        RATE       DISCOUNT    CONSOLIDATION*  ufe  ,•         . 

STAFFORD  (IN-SCHOOL  OR  7.59%  5.39%  0.25%    0.80%  £J£rTLri»h\* 

EARLY  CONSOLIDATION)  assorted  variable 

- loans  are  replaced 

STAFFORD  8.19      5.99    0.25       0.80  by  one  fixed-rate 

e^NJfMiqp)    l0;n)  often  with  a 

PLUS  8.99      6.79    0.25       0.80  longer  repayment 

^^_g______ai_______l_____;^^_  schedule. 

*wBkXk\*mmWmml^iim3Em^mmBmimM  I  I        I  I  I  (  ""^4  '  I  I 

STAFFORD  (IN-SCH00L  &    8.25%  6.19%  0.25%    0.80%  aren't     incentive 

^^CONSpUTJATJON) enough>  the  Edu. 

STAFFORD  8.25     6.79      0.25      6.80  cation  Dept.  is  of- 

(REPAYMENT  PERIOD)  fering    a    special 

PLUS""  ""To6""7.59""6"25"""6.80""  discount  for  those 

------ , who     consolidate 

Rates  for  consolidated  loans  are  rounded  up  to  the  nearest  1/8  of  a  percent  ,,  ,     .,      i~.. 

through  its  Direct 

Data:  U.S.  Education  Dept.  T  b  , 

Loan  program  by 


Sept.  30.  It  will  shave  an- 
other 0.8  percentage  points 
off  the  rate,  giving  students 
the  chance  to  lock  in  at  4.625%.  Subtract! 
other  0.25%  for  automatic  payments  brinj 
down  to  4.375%.  "This  is  very  clearly  a  tim<J 
portunity  for  students  and  their  families 
Lindsey  Kozberg,  a  department  spokespei 
ONE  CHANCE.  The  only  caveat  is  that  tho 
lock  in  a  loan  by  consolidating  now  can'1 
again  if  rates  fall  still  lower,  warns  Pat  Sch 
an  official  with  Sallie  Mae,  the  largest 
holder  of  Stafford  debt.  (Lenders  like  Sail 
of  course,  would  be  locked  into  receiving  t 
er  rate  if  borrowers  consolidate.) 

Some  private  lenders  offer  discounts  t 
their  variable  loans  look  more  attractive 
Mae,  for  instance,  will  lop  2  percentage  po 
the  rate  after  the  borrower  makes  48  pa; 
on  time — although  they  give  the  discount 
ducing  the  payback  period,  not  the  month 
ments.  Citibank,  the  largest  private  is! 
Stafford  loans,  has  a  similar  offer  but  redu 
payment  rather  than  the  time  span  of  th 

Borrowers  need  do  nothing  if  all  they 
to  keep  their  fluctuating,  variable-rate 
Rates  will  be  lowered  effective  July  1,  w 
tices  going  out  in  late  July  or  early  Augi 

However,  those  who  want  to  lock  in  t 
rate  must  apply  for  a  consolidation  loan 
rates  change  again  next  July.  There  are 
for  doing  this,  although  parents  in  the  PL 
gram  will  have  to  pass  a  credit  check. 

Borrowers  can  apply  for  a  governme 
solidation  online  at  www.loanconsolidation 
or  by  calling  800  557-7392.  Citibank  bor 
can  print  an  application  off  its  We 
studentloan.citibank.com,  or  can  call  8( 
1900.  Sallie  Mae's  application  can  be 
www.salliemae.com,  or  by  calling  800  44 
Contact  other  lenders  for  their  informati 

So,  don't  say  the  Fed  never  gave  y< 
thing.  Graduates  having  trouble  lindinf 
can  at  least  get  lower  loan  payments, 
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Many  [top  women's  professional]  groups 
only  allow  entrance  to  women  who  have 
already  succeeded.  A  form  of  old-girls 
network.  In  order  for  women  to  really  build 
powerful  networks,  they  need  to  work  together  to 
increase  the  aggregate  number  of  women  who 
reach  the  top  to  join  these  organizations,  and 
not  just  bond  with  those  who  are  already  there. 
What  about  organiza- 
tions for  younger  up- 
and-coming  women 
which  will  assist  us  in 
reaching  the  top  levels 
[of  management]  ? 

— E-mail  from  Anne 
Patel,  corporate  finance 
manager  at  a  large  ener- 
gy company 

Anne  Patel,  meet 
Janet  Hanson.  She  may 
be  able  to  help  you.  Han- 
son, who  runs  her  own 
money-management  firm, 
Milestone  Capital  Man- 
agement in  Yonkers, 
N.Y.,  is  the  founder  of 
the  global  network  of 
1,100  current  and  former 
Goldman  Sachs  women 
employees  called  85 
Broads  (a  reference  to 
Goldman's  Manhattan  ad- 
dress at  85  Broad  Street). 

Hanson  has  received  thousands  of  requests 
from  women  such  as  Patel  who  wanted  to  join  85 
Broads  but  can't  because  they  aren't  Goldman-af- 
filiated. "There  is  a  huge  demand  and  need  for 
these  networks,"  says  Hanson.  "Whether  women 
are  working  or  taking  time  off,  they  need  to  be 
able  to  connect  with  other  successful  women  who 
have  gone  before  them." 

So  in  early  July,  Hanson  and  her  husband, 
Jeff,  plan  to  launch  two  Web  sites,  Broads  & 
Wall  (www.broadsandwall.com)  for  women  in  the 
financial  services  industry,  and  Broads  &  Main 
(www.broadsand- 
main.com)  for  women 
who  work  in  large  cor- 
porations. The  Web 
sites  are  not  networks 
in  themselves,  but 
they  provide  the  soft- 
ware tools  for  women 
to  develop  their  own. 
A  third  site,  Broads  & 
Co.,  for  women  entre- 
preneurs, is  on  the 
drawing  board. 


■  Invite  all  female 
employees,  past  and 
present,  no  matter  what 
their  jobs 

■  Create  an  online 
database  of  member 
profiles 


Women  who  want  to  launch  their  own  net- 
works use  the  "Broads"  platforms  at  no  cost. 
But  the  Hansons  have  a  business  plan  here. 
They  sell  their  consulting  services  to  companies 
that  are  interested  in  developing  a  custom-made 
online  program  for  current  or  former  women 
employees. 

While  she  created  85  Broads  independently  of 
Goldman,  Hanson  is  convinced  that  companies 
will  see  the  strategic  business  value  of  fostering 
professional  women/alumnae  networks.  Most 
women's  networks  restrict  membership  to  those 
currently  employed.  McKinsey  is  one  of  a  few 
that  welcome  ex-employees,  and  Ernst  &  Young 
will  soon  open  a  women's  network  to  former 
staffers  as  well. 

Hanson  is  talking  up 
the  benefits  of  reaching 
out  to  alumnae.  This,  she 
argues,  is  just  good  busi- 
ness. "Corporate  alumnae 
go  off,  do  other  things, 
and  can  become  the  com- 
pany's next  client,"  she 
says.  It's  no  different 
than  why  colleges  reach 
out  to  alumnae — it  gen- 
erates revenues. 
PROFILE.  Of  course  it  also 
helps  to  encourage 
women  at  all  levels  of  the 
corporation.  Hanson  says 
there  aren't  enough 
female  role  models  to  go 
around.  "How  many 
women  need  the  [mentor- 
ing] time  of  the  three  top 
women  at  each  compa- 
ny?" she  asks.  The  cyber- 
networking  seeks  to  ad- 
dress this  problem  by 
leveraging  the  time  and  expertise  of  the  mentors. 
With  an  interactive  Web-based  network, 
women  in  far-flung  locations  can  still  keep  in 
touch  and  tap  the  advice  of  many  other  women, 
not  just  the  few  at  the  top.  Says  Hanson:  "The 
network  becomes  the  role  model  and  the  men- 
tor." Each  member  posts  a  personal  profile  into  a 
database  that  other  members  can  search  by  em- 
ployer, location,  or  education.  If  you're  new  at  a 
company,  such  a  network  would  make  it  easier  to 
connect  with  other  women  who  can  help  you 
learn  the  ropes.  Says  Brigid  Doherty,  a  former 
Goldman  analyst  turned  management  consult- 
ant: "At  a  networking  event,  I  was  able  to  ask 
critical  career  questions  which  might  have  oth- 
erwise gone  unanswered." 

Of  course,  Hanson  can  only  provide  the  tools. 
For  a  network  to  be  effective,  someone  needs  to 
take  the  initiative  and  act  as  its  champion.  Anne 
Patel,  you  know  what  to  do. 
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ACCENTURE  PARTNERS 
TAKE  THE  CAKE 

Accenture,  if  you've  missed  this  year's  clever 
TV  ads,  is  the  new  name  for  what  had  been 
the  consulting  arm  of  Arthur  Andersen. 
Soon,  Accenture  will  be  much  better  known  on 
Wall  Street  as  it  prepares  an  initial  public  of- 
fering. And  to  those  in  the 
know,  the  ipo  may  just  make 
the  best  ad  for  how  smart  the 
firm's  nearly  2,500  partners 
are.  For,  whether  or  not  the 
ipo  makes  a  splash,  they've  al- 
ready taken  their  capital  out  of 
the  business. 

Spreading  themselves  among 
75,000  employees  at  110  offices 
in  46  countries,  Accenture  part- 
ners make  up  the  world's 
largest  management  and  tech- 
nology consulting  group.  Rev- 
enue in  2000  topped  $10  billion. 
Last  summer,  these  consultants 
won  a  long  struggle  for  inde- 
pendence from  Andersen's  ac- 
countants. In  January,  they 
began  doing  business  as  Ac- 
centure and  in  April  voted  to 
sell  up  to  20%  of  the  firm  to 
public  investors.  The  $1.6  billion 
ipo,  run  by  Goldman  Sachs  and 
Morgan  Stanley  Dean  Witter, 
is  expected  in  mid-July. 

Should  you  be  interested? 
No  question,  Accenture  enjoys 
a  market-leading  position — 
4,000  recent  clients  from  Mi- 
crosoft to  DaimlerChrysler  to 
Sony.  It  has  seen  solid  growth, 
with  the  past  decade  bringing 
18%  compounded  annual  rev- 
enue gains.  Yet  if  you  look  ~ 
closely  at  how  Accenture  has  recast  itself,  it's 
plain  who  this  deal  will  leave  looking  smart. 

Much  more  than  just  Accenture's  name  has 
changed.  Preparing  to  go  public,  it  switched  in 
May  from  a  legal  partnership  to  a  corporation. 
Accenture  "partners"  still  call  themselves  by 
that  title,  but  strictly  speaking  they  have  be- 
come corporate  shareholders.  If  the  IPO  goes  off 


BY  ROBERT  BARKER 

rb@businessweek.com 

In  the  process 
of  preparing 
an  IPO  for  the 
newly  independent 
consulting  giant, 
principals  opted 
to  nearly  empty 
its  capital 
accounts 


NEW  BRAND:  An  Accenture  ad 


Accenture: 
A  Premium 


COMPANY                              REVENUE 

SYMBOL                                BILLIONS** 

MARKET 
VALUE 

BILLIONS 

LONG-TERM 
DEBT 

Mill  IONS 

SHAREHOLDERS' 
EQUITY 

MILLIONS 

ACCENTURE  ACN*         $10.8 

$13.9 

$97 

$175 

KPMG  CONSULTING  KCIN    2.8 

2.5 

12 

633 

•Symbol  is  tentative 

**KPMG  data  as  of  Mar  31;  Accenture  revenue  as  of  Feb.  28;  Accenture  market  value, 

debt,  and  equity  are  pro  forma  post-IPO,  assuming  a  $14  per  share  IPO  price 

Data:  Company  reports,  BusinessWeek 


as  planned,  they  will  wind  up  with  the  80' 
of  the  equity  not  held  by  public  investor 
All  this  would  be  of  mild  interest,  ex< 
what's  happening  to  Accenture's  financial 
along  the  way.  On  Feb.  28,  the  partm 
balance  sheet  showed  a  net  worth  of  mc 
$1.9  billion.  But  in  becoming  a  corporatil 
centure  hollowed  out  its  capital  accounts,! 
a  negative  net  worth  of  $1.1  billion.  l\ 
words,  $3  billion  in  capital  vanished. 

Where  was  the  "leakage,"  as  one  kno\ 
able  attorney  I  spoke  with  called  it? 
taxes  and  sundry  asse| 
fer  duties  added  up  to 
$839  million.  A  final  ci 
ment  to  Andersen  sett! 
firms'  divorce  accountec 
other  $282  million.  But] 
it,  more  than  $1.9  bi] 
simply  the  result  of  Ace 
partners  deciding  to  tal 
ly  all  of  their  capital  ou 
business.  In  their 
the  partners  have  caret 
utations,  and  doubtless 
sweat  tied  up.  As  for 
they're  leaving  just  $11 
MIDWAY.  So  Accenture  ] 
want  public  investors 
a  company  they  aren't 
themselves.  This  is  a  f 
the  firm's  securities  fil 
closes  in  only  the  most 
way.  At  the  same 
prominently  notes  ths 
ners  aren't  selling  th< 
stock  in  the  ipo,  whicl 
set  off  alarms  for  pros 
investors.  Yet  neither 
the  partners'  move  to 
their  capital  be  ignored 
Nanda  is  a  Harvard 
School  professor  who 
partnerships,  including 
ture,  that  switch  to  c 
tions.  He  told  me  to 
~  choices  partners  can  n 
a  continuum."  A  full  cash-out  by  selling 
tire  company  is  at  one  end,  and  no  cashin 
the  ipo  at  the  other.  "What  Accenture  h 
is  somewhere  in  the  middle,"  Nanda  sai 
Still  tempted  by  Accenture?  Just  keep 
how  the  deal  is  being  cut.  If  the  ipo 
market  as  estimated  at  $14  a  share,  yo 
get  stock  valued  near  1.3  times  revenue 
shares  of  its  nearest  public-company  riv 
Consulting,  trade  at  0.9  times  revenues 
Accenture's  average  partner  would  wind 
stock  worth  $4.5  million,  for  which  he 
paid  next  to  nothing.  You  would  wind 
stock  that  cost  you  sticker  price,  in  rasl 
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:  getting 
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ing  new 
may  give 
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rmany's 
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With  shares  of  Callaway  Golf  (ELY)  in  the 
sand  trap — after  a  warning  on  June  8 
that  second-quarter  results  would  fall 
way  below  forecasts — the  top  U.S.  golf-club 
maker  is  attracting  some  sharks.  Callaway's  stock 
is  indeed  bloodied,  dropping  in  the  past  week 
from  25  to  15,  before  edging  up  to  16.  In  1997,  it 
traded  as  high  as  38. 

Here's  the  scoop:  An  investor  group  has  ap- 
proached a  major  Callaway  stakeholder — who 
owns  almost  5% — seeking  to  buy  him  out.  The 
group  is  working  with  a  major  European  com- 
pany that  wants  to  acquire  the  beaten-down 
Callaway.  This  group  has 
also  approached  other  big 
Callaway  holders.  The  in- 
vestor who  holds  the  5% 
block  says  he  isn't  sure 
whether  he  would  sell  out 
or  lead  a  group  himself 
to  buy  Callaway.  He  says 
the  value  of  Callaway 
could  double  once  its  proj- 
ect to  license  its  brand 
name  gains  momentum. 
Callaway  is  worth  30  to  35  a  share  to  a  strate- 
gic buyer  that  would  exploit  the  company's 
name,  he  says. 

"The  stock  now  trades  at  a  discount  to  the 
value  of  its  underlying  business,"  says  Joseph 
Yurman,  an  analyst  at  Bear  Stearns,  who  has 
upped  his  rating  from  "attractive"  to  "buy."  He 
cut  his  2001  estimate  to  $1.14  a  share  from  $1.63, 
and  his  2002  to  $1.30  from  $1.48,  vs.  2000's  $1.14. 

Callaway  makes  premium  clubs  under  several 
brand  names,  including  Big  Bertha.  A  major 
worry:  The  U.  S.  Golf  Assn.  has  banned  one  Call- 
away driver,  the  erc  II.  It  says  the  club  ex- 
ceeds the  limit  for  how  much  spring  the  face 
may  produce  when  it  hits  the  ball.  Callaway 
wasn't  available  for  comment. 
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hy  would  Pfizer,  Merck,  Bristol-Myers 
Squibb,  or  Novartis  be  interested  in  ob- 
scure Avant  Immunotherapeutics  (AVAN)? 
Answer:  products  in  trial  that  target 
multibillion-dollar  markets — cholesterol 
management,  cardiac  surgery,  and  vac- 
cines for  cholera  and  typhoid. 

Avant  is  in  talks  for  a  partner  in 
cholesterol  management,  and  it  could 
be  Pfizer,  Merck,  or  Bristol-Myers. 
Avant  has  a  novel  vaccine  in  Phase  2 
trials  that  seeks  to  raise  the  levels  of 
high-density  lipoprotein  (hdl),  the  so- 
called  good  cholesterol.  Low  levels  of 
hdl  are  associated  with  greater  risk 


for  atherosclerosis,  or  hardening  of  the  arteries, 
which  leads  to  heart  disease  and  strokes.  This 
vaccine  alone  targets  a  $4  billion  market,  says  a 
money  manager  who  owns  some  3%  of  Avant. 
The  company  expects  the  vaccine  to  be  on  the 
market  by  2006.  In  cardiac  surgery,  Avant's  lead 
compound,  tp-io,  now  in  Phase  3  clinical  trials, 
treats  injury  that  occurs  during  surgery.  Avant 
has  received  fast-track-approval  status  from  the 
Food  &  Drug  Administration  for  the  use  of  TP-10 
in  infants  undergoing  surgery.  Avant  has  a  deal 
with  Novartis  to  develop  tp-io,  due  out  by  2006, 
with  a  potential  market  of  $1  billion. 

Mark  Monane  of  investment  firm  Needham 
rates  Avant,  now  trading  at  5,  a  "strong  buy," 
based  on  its  products  that  "address  large  market 
opportunities  for  which  current  therapies  are  in- 
adequate." His  12-month  price  target:  10. 

DHL  COULD  HELP 
AIRBORNE  TAKE  OFF 

Some  say  Airborne  (abf)  is  the  third  horse  in 
a  two-horse  race  between  United  Parcel  Ser- 
vice and  FedEx.  Indeed,  as  No.  3  in  the  ex- 
press delivery  business,  Airborne  is  way  behind: 
In  2000,  Airborne's  sales  were  $3.3  billion,  vs. 
$29.7  billion  at  ups  and  $18.2  billion  at  FedEx.  But 
that  could  change:  Air-cargo  sources  whisper  that 
Germany's  DHL  Worldwide  Express  has  held  in- 
formal talks  with  Airborne  about  acquiring  a  mi- 
nority stake.  In  May,  DHL  said  it  intended  to  cre- 
ate a  full  U.S.  ground-parcel  unit  and  was 
awaiting  a  go-ahead  from  Uncle  Sam.  Airborne 
has  an  integrated  air-and-ground  network  for 
door-to-door  delivery  of  small  packages  and  doc- 
uments. Its  ground  network  includes  nine  region- 
al hubs,  700  trucks,  and  100  tractors. 

Despite  Airborne's  also-ran  status,  it  should 
not  be  counted  out,  says  Peter  Jacobs  of  Wells 
Fargo  Van  Kasper.  In  overnight  delivery,  Air- 
borne has  an  18%  share, 
notes  Jacobs,  who  rates 
Airborne  a  buy.  He  says  a 
foreign  entity  is  barred 
from  buying  a  majority 
stake  in  a  U.  S.  airline — 
Airborne's  classification. 
Airborne,  now  at  10,  could 
be  worth  20  to  a  strategic 
buyer,  says  Jacobs.  He 
notes  that  DHL  has  a  "sig- 
nificant non-U.  S.  pres- 
ence," making  Airborne  attractive  if  DHL  looks  to 
expand  in  the  U.S.  via  a  minority  stake.  Ja- 
cobs says  other  buyers  could  take  advantage  of 
Airborne's  low  valuation.  He  puts  its  book  value 
at  more  than  $17  a  share.  Airborne  and  DHL 
couldn't  be  reached  for  comment. 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:20  p.m.  est  on  CNNfn's  The  Money  Gang. 
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COMMENTARY 

Up  or  down?  The  markets  couldn't  seem 
to  decide  this  week,  leaving  investors 
with  mixed  results.  The  Dow  slipped 
2.0%  and  the  Nasdaq  rose  2.1%,  but 
both  ended  up  where  they  were  in  mid- 
April.  It  feels  like  a  trading  range  in 
which  good  and  bad  news  offset  one 
another.  The  Fed's  quarter-point  interest 
rate  cut  helped,  but  the  market  wanted 
more.  Worries  continue  over  earnings. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1211.1  -1.0 

Dow  Jones  Industrials  10,434.8  -2.0 

Nasdaq  Composite  2074.7  2.1 

S&P  MidCap  400  507.5  -0.9 

S&P  SmallCap  600  223.2  0.7 

Wilshire  5000  11,229.0  -0.7 

SECTORS 

BusinessWeek  50*  840.9  -1.0 

BusinessWeek  Info  Tech  100**     454.6  1.0 

S&P/BARRA  Growth  605.8  -1.3 

S&P/BARRA  Value  605.8  -0.6 

S&P  Energy  898.3  -2.7 

S&P  Financials  157.5  0.1 

S&P  REIT  93.6  -0.3 

S&P  Transportation  675.7  1.3 

S&P  Utilities  301.0  -1.2 

GSTI  Internet  133.0  4.2 

PSE  Technology  703.8  -0.4 

*Mar.  19,  1999=1000       "Feb.  7,  2000  =  1000 


-8.3 
-3.3 
-16.0 
-1.8 
1.6 
-7.8 


-16.5 
-0.7 

-46.2 
4.8 
8.1 

-17.0 


■13.3 

-31.9 

-19.6 

-52.2 

11.9 

-31.8 

-4.8 

2.2 

-3.6 

0.9 

-4.4 

15.7 

6.5 

13.2 

-3.2 

20.4 

■14.2 

15.3 

26.8 

-69.6 

13.6 

-35.3 

S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


1127.1       -0.6 


S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

S&P  500  P/E  Ratio  (Next  1 2  mos 

First  Call  Earnings  Revision* 

*First  Call  Corp. 

TECHNICAL  INDICATORS      June  26 


S&P  500  200-day  average  1304.8 
Stocks  above  200-day  average  65.0% 

Options:  Put/call  ratio  0.67 

Insiders:  Vickers  Sell/buy  ratio  3.96 
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BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


HMOs 

Hospital  Management 

Homebuilding 

Pollution  Control 

Building  Materials 


13.1 

13.1 

11.0 

9.2 

5.7 


Homebuilding 
Engineering  &  Constr. 
Pollution  Control 
Tobacco 
Savings  &  Loans 


80.2 
78.1 
74.7 
70.8 
64.6 


Communications  Equip. 
Oil  &  Gas  Drilling 
Engineering  &  Constr. 
Instrumentation 
Oil-Weil  Equip.  &  Svcs. 


-27.5 
-25.9 
-25.0 
-20.5 
-18.1 


Commumcatio 
Instrumental 
Semiconductoi 
Long-Dist.  Tele 
Metal  &  Glass 


■  Mutual  Funds 

Week  ending  June  26 
■  S&P  500  ■  U.S.  Diversified  S  All  Equity 
4-week  total  return 


%       -8       -6 

Week  ending  June  26 
■  S&P  500  ■  U.S.  Diversified  BAN  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  return 

Leaders 

Real  Estate 

Financial 

Health 

Precious  Metals 

Laggards 

Communications 

Technology 

Natural  Resources 

Japan 


3.3 
-0.3 
-1.1 
-1.6 

-11.6 
-9.6 
-8.5 


Leaders 

Financial 
Small-cap  Value 
Mid-cap  Value 
Real  Estate 
Laggards 
Technology 
Communications 
Japan 


-8.0      Diversified  Pacific/Asia 


28.5 
21.0 
20.4 
18.1 

-51.6 
-50.9 
-35.0 
-30.3 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%     -16    -12     - 
Data:  Standard  &  Poor's 


Leaders 

Pilgrim  Troika  Russia  A  12.6 

ProFunds  Ultrashort  OTC  10.8 

Rydex  Dynamic  Vent.  100  10.8 

Third  Millennium  Russia  9.0 
Laggards 

Monument  EuroNet  A  -24.9 

ING  Global  Communs.  A  -23.5 

Black  Oak  Emerg.  Tech.  -22.0 

Monument  Digital  Tech.  A  -19.9 


Leaders 

Potomac  Internet  Short  92.8 

Schroder  Ultra  85.3 

CGM  Focus  76.3 

Burnham  Financial  Svcs.  A  74. 1 
Laggards 

ProFunds  UltraOTC  Inv.  -85.8 

Jacob  Internet  -79.7 

Firsthand  Communications  -75.6 

Potomac  Internet  Plus  -73.8 


Interest  Rates 


KEY  RATES 

June  27 

Weel. 

MONEY  MARKET  FUNDS 

3.88% 

3.9 

90-DAY  TREASURY  BILLS 

3.52 

3.4 

1-YEAR  TREASURY  BILLS 

3.48 

3.4 

10-YEAR  TREASURY  NOTES 

5.24 

5.2 

30-YEAR  TREASURY  BONDS 

5.61 

5.6 

30-YEAR  FIXED  MORTGAGE! 

7.08 

7.1 

tBanxQuote,  Inc. 


BLOOMBERG  MUNI  YIELD  EQUIVALEN 

Taxable  equivalent  yields  on  AAA-rated,  tax-ex 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bo 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.36% 
6.32 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.50 
6.52 


ITHE  WEEK  AHEAD 


PERSONAL  INCOME  Monday,  July  2,  8:30 
a.m.  edt>-  Personal  income  in  May  likely 
rose  0.3%,  the  same  as  in  April,  says  the 
median  forecast  of  economists  surveyed 
by  Standard  &  Poor's  mms,  a  unit  of  The 
McGraw-Hill  Companies.  Consumer 
spending  probably  increased  0.3%  in 
May,  after  a  0.4%  gain  in  April. 

CONSTRUCTION  SPENDING  Monday,  July  2, 
10  a.m.  edt>-  Building  outlays  are  ex- 
pected to  have  risen  0.1%  in  May,  after 
increasing  0.3%  in  April.  Outlays  for  new 


housing  and  residential  improvements 
have  accounted  for  half  of  new  construc- 
tion spending  so  far  this  year. 

PURCHASING  MANAGERS'  INDEX  Monday,  July 
2,  10  a.m.  edt>  The  National  Associa- 
tion of  Purchasing  Management's  index 
of  June  industrial  activity  was  probably 
unchanged  from  May's  42.1%. 

FACTORY  INVENTORIES  Tuesday,  July  3,  10 
a.m.  edt>-  Manufacturing  inventories 
likely  fell  by  0.4%  in  May,  after  increas- 


ing 0.1%  in  April.  Durable-go 
have  already  reported  a  0.5% 
their  inventories. 

EMPLOYMENT  Friday  July  6,  8;, 
►  Nonfarm  payrolls  probably 
by  13,000  jobs  in  June,  wit 
80,000  jobs  in  manufacturi 
on  s&p's  mms  median  forecas 
payrolls  fell  by  19,000,  with 
ers  cutting  124,000  position: 
cuts  likely  lifted  the  unemplo 
to  4.6%,  from  4.4%  in  May. 
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lessWeek  Fifty 

Dec. 


1.0%  this  week,  but  the  results  of  individual  stocks  varied  widely.  Merrill  Lynch  plunged  9.6% 
lorgan  Stanley  jumped  5.6%.  Merrill  said  second  quarter  earnings  will  be  about  37%  below 
Stanley  reported  higher  than  expected  earnings.  Drug-maker  Merck  said  earnings  will  come 
tock  lost  12.1%.  But  chipmaker  Micron  Tech  gained  7.9%  on  hope  for  a  pick  up  in  demand. 


COMPANY  PERFORMANCE 

%  change 

Since 
Week     3/1/01 


%  change 


onal 

1.9 

-1.2 

oleum 

-3.0 

-12.8 

-4.5 

-14.5 

2.9 

-7.5 

• 

Since 

Rank      Company 

Week 

3/1/01 

26     Verizon  Communications 

-0.8 

8.0 

27     Citigroup 

2.1 

6.3 

28     Sun  Microsystems 

5.4 

-25.5 

29     Merck 

-12.1 

-17.7 

ials 

0.2 

6.9 

30 

El  Paso 

-2.6 

-27.8 

incial 

l.l 

9.0 

31 

Altera 

1.5 

3.0 

troleum 

^».6 

14.5 

32 

Marsh  &  McLennan 

-1.5 

-1.7 

-3.4 

-14.8 

33 

Household  International 

1.7 

12.5 

-3.1 

1.4 

34 

Chevron 

-3.2 

5.3 

3.0 

-15.6 

35 

SBC  Communications 

-1.5 

-13.4 

ers  Holdings 

-0.8 

10.3 

36 

Mercury  Interactive 

-0.8 

-3.6 

3.9 

-34.3 

37 

AOL  Time  Warner 

-0.2 

19.7 

0.7 

-22.6 

38 

Washington  Mutual 

-6.3 

9.3 

tories 
inancial 

-2.0 
-1.3 

6.1 
-6.2 

39 

General  Dynamics 

-1.8 

11.5 

40 

Comcast 

1.1 

-2.2 

ilogy 

7.9 

10.7 

41 

Morgan  Stanley  Dean  Witter 

5.6 

-1.5 

-4.4 

-3.8 

42 

Tellabs 

3.7 

-61.5 

-1.1 

12.5 

43 

Exxon  Mobil 

-0.6 

7.1 

-2.5 

-2.6 

44 

Scientific-Atlanta 

2.6 

-9.9 

mnications 

-7.5 

-40.6 

45 

U.S.  Bancorp 

-1.0 

-4.2 

nancial 

-4.1 

3.9 

46 

Paychex 

-0.2 

-3.5 

eum 

-6.3 

4.6 

47 

Merrill  Lynch 

-9.6 

-3.6 

s 

1.3 

0.4 

48 

Bed  Bath  &  Beyond 

-7.0 

15.9 

s 

-6.1 

-15.9 

49 

Texas  Instruments 

3.2 

-4.6 

:h 

-7.8 

6.4 

50 

Teradyne 

-4.3 

8.1 

iction  Index 

Change  from  last  week:  -0.5% 
Change  from  last  yean  -1.3% 

IUTPUT    Jun.  16=169.0     1992=100 


.The  index  is  a  4-week 
moving  average 


Oct. 
2000 


Feb. 
2001 


June 
2001 


ex  fell  once  again  in  the  latest  week. 
of  the  four-week  moving  average, 
virtually  unchanged  at  167.9,  from 
al  adjustments,  coal  production 
t,  causing  a  drop  in  rail-freight 
:-oil  refining,  and  lumber  production 
the  week.  Electric  power  surged  as 
iral  regions.  Steel  and  truck  assem- 
her. 

the  index  components  is  at  www.business- 
m  index  Copyright  2001  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 


Find  out  what 
makes  our  world 
go  around. 

At  Ford  Motor  Company, 
our  goal  is  to  become  a  leading 
contributor  to  making  the  world 
a  better  place.  This  commitment 
is  an  integral  part  of  every 
decision  and  action  we  make. 
Corporate  citizenship  defines 
this  commitment  and  focuses  on 
who  we  are  as  a  company,  what 
we  offer  in  the  marketplace,  and 
how  we  conduct  our  business. 
We  invite  you  to  get  to  know 
Ford  Motor  Company  better  in  the 
2000  Corporate  Citizenship  Report. 

To  read  our  Corporate  Citizenship 
Report  visit  www.ford.com. 

BETTER    IDEAS. 

www.ford.com 


©  2001  Ford  Motor  Company 
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I  BusinessWeek! 

Marketplace 


Business  Products 


www.projectorsuperstore.com/bweek 

Your  Laptop  Now  Has 
aTraveling  Companion 


FREE  PRINTER 

WITH  ANY  EPSON 
PROJECTOR 
PURCHASE! 

HURRY!  OFFER  ENDS 
6/30/01 


EPSON  PowerLite  715c 


You'll  barely  notice  the  weight  -  but  you'll  definitely  notice  the  performance. 
EPSON'S  new  SuperPortable  PowerLite  projectors  offer  dazzling  brightness  and 
crisp  resolution  in  your  choice  of  three  different  models  -  all  of  which  feature  a 
retractable  lens,  allowing  them  to  fit  right  in  your  briefcase  with  your  laptop.  And 
at  a  weight  of  just  5.8  pounds,  you  won't  just  see  the  difference  -  you'll  feel  it. 


Shop  online  24/7 

It's  easy,  safe  and  fast! 

Call  toll-free  today! 


the  way  AV  should  be 


Discount  Travel 


NewM,tiM05,Orfffl<fo 


Upfo65%Off.' 

■  ■     If        Book  OnlinA<& 

hofeldiscounl.com 


800-627-7019 


RESERVATIONS 
NETWORK 


Computer  Equipment 


Ted  Dasher  Inc. 

Hewlett-Packard 


■  Buy«Sell»Trade  ■ 


LaserJet  •  ColorPro  •  DrattMaster  •  DeskJet 

DraftPro  •  DesignJet  •  Ruggedwriter 

Electrostatic  Plotters 

JJ  HP  9000/3000  Workstations  &  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

P"iuu  Email  sales@dasher  com 


Business  Services 


wmzm 


Headsets  com 

Save  up  to  50%  on  all  styles... 

•  Office  headsets 

•  Wireless  headsets 

•  Cellular  headsets 

SATISFACTION  GUARANTEED! 
WHY  WAIT  ANY  LONGER? 

You  and  your  staff  will  love  the  ease 
and  comfort  of  using  headsets... 

AND  WE  CAN  SAVE  YOU 
MONEY!  ORDER  NOW! 

CALL  1-800-450-7686 

OR  ORDER  ONLINE  AT: 

www.headsets.com 

'America  i  Leading  Headset  Discounter" 
1  Daniel  Burnham  Ct.,  Suite  310c   2 
San  Francisco,  CA  94109         5 


wiy^o^ 


am 

Get  a  Professional 

Custom  Designed 

LOGO  TODAY! 

Visa'MC/Amcx 

Toll-Free:  1-888-869-5646 


www.  1  800mylogo.com 


WE    DESIGN 

LDGDS 


Need  a  corporate  logo 
design  for  your  business? 

WWW.   I  23LOGO.COM 

»r.llldM:Uil.l.l.l.U.B>J.Vi.M 


Business/Career  Opportunities 


SIX  FIGURE  POTENTIAL 

FROM  HOME  (part/full  time) 

26-year-old  international, 

multi-billion  dollar  technology 

company  with  5A1  D&B  rating. 

For  details  on  our  internet  based 

marketing  approach,  visit: 

www.myautomaticbiz.com/bgm 


Offshore + E  -  C  ommerce 
1  =  Profit 


Own  an 

Offshore  Bank  Free 

800-733-2191  B*firt 


$$$  BIG  PROFITS  $$$ 

$20,000  returned  over  $200,000 
Invest  like  the  major  banks 

Call  now  for  your  report: 
888-394-7672 


Arrang* 
equipment  leases  •  Factoring  •  Business 
loans  of  ALL  types  •  No  experience  needed. 

SEE  FOR  YOURSELF! 
Visit  us  at  www.viewTLC.com  where  making 
money  is  as  easy  as  receiving  your  E-mail! 
RECEIVE  A  COLOR  INFO  KIT        ttjte 
AND  FREE  VIDEO  SEMINAR    J^^ 
The  Loan  Consultants,  li 
since  1<JK3 


CALL 
800-336-3933 


CD  Duplication  Services 


r 


CD  Duplication 

5 


CD  Business  Cards 
CD  Copier  Equipment 64, 
Printing  &  Packaging  II 
Bulk  CDR  Media       \ 


Domain  Registration  Services 

Need  a  domain  name? 

Easily  register  your  own  .com 
address.  It's  only  $45,  good  for 
2  years  &  takes  just  5  minutes! 

#1  Domain  Names  -  onednr.com 

Call  now  &  get  $10  OFFI  Use  Code:  BW35 


I^IIMI:|;!:H»l:NJ 


Market  Place  Adverl 


ADVERTIS] 
YOUR  COMP^ 

IN  THE 
BUSINESSW1 
MARKETP] 

Reach  a  proven 

of  over  5  millic 

responsive  prosj 

Appearing  ii 
BusinessWeek  t\ 

monthly,  thel 
Marketplace  is 
ideal  'showcase! 
your  offer. 

For  rates  and  informatil 

1-800-424-301 


Business  Servicj 


INCORPOR 


NEVADA   •   WYOMII 
State  Tax-Free  Corporations  •  Taj 
Limited  Liability  Companies  • 
Asset  Protection  •  24hr  Rush  I 

m  Corporate! 
Service 
.CENTER,  IM J 

www.CorporaleServiceCenter  com 


I-800-NEVAE 


Sales  Promotions/Pre 


CUSTOM  MAGN  £ 


Business  Card  Magnets  I 

Other  Styles  Available!       4 
www.frirJgedoor.com/biz.html        I 
1-800-955-3741 


Bar  Code  Equiprr 


imwiiiiii'iiiiiiiii 


30  day  money  back  gu 

AMERICA] 


M    I    I      •'    l  ■    S     I     S     I     I      M    S  I 

2190  Ropal  P«t»w»y   Eul— , 


i  Rates  and  Information  For  more  advertiser  information,  log  onto 

?:  (312)  464-0500  Fax:  (312)  464-0512         www.businessweek.com/classifieds 


/Wellness  Products 


c-Free  Nights 
t>ty  First  Nighl 
uaranteed! 


;re  is  a  quick,  safe  and  natu- 
ch  lo  snoring  and  getting  a 
ts  sleep  D-Snores™  fast- 
i-natural formula  instantly 
the  membranes  of  the  soft 
iljcm  free  and  easv  breathing 
Clinical  studies'  boast  an 
ss  rate.  Fast  and 
INI  actually  works 
first  night'  30  day  money 
inlee-  or  send  back  for  a  full 
fund  loin  our  over  300,000 
!  Call  now  and  ask  how  you 
W  day  supply  ofD-Snore 
free! 


8-773-8959 


egal  Services 


Protection 


tic  &  Offshore  Strategies 
es,  Trusts,  Private  Banking 
mm  Privacy  •  Tax  Savings 
inning  •  Global  Investments 
fessional '  Confidential 


liars,  CPA  •  Attorney  at  Law 
1)622  •  www.searsatty.com 


orking  Equipment 


ll/New/Refurbished 

annel  Banks,  CSUs, 
/CSUs,  FRADs,  ISUs, 
s,  Multiplexers,  Routers 
ran,  Cisco,  Paradyne 
Communications,  Inc. 
3RCOM/ 1-877- RYDRFAX 
w.rydrcom.com 


er  Memory  Upgrade 


eed  Up  Your 
aputer  now!!! 

om  the  Manufacturer!!! 

*B,  128MB  &  256MB  upgrades 
tured  with  SPECTEK"  Chips 
irranty  certificate  w/purchase! 

Vwww.mside.net 
00-469-8410 

olesale  prices  available) 


Education/Instruction 


Through  Distance  Learning 


CD  University  of 

W  Leicester 

Prestigious  British  UnlverSft) 

World  Leadei  In  Distance  Learning 

Plo  Of*1AT  required 

Local  support  center 

Flexible  Education  Financing 

available 

Work  experience  f<  qualifications 

considered 

Member  of  the  Association  of 

Business  Schools 

Accredited  h>  the  Association  of  mbas 

Offered  under  Royal  Charter 


800-874-5844 

email:  ini<>"  rdl-usa.*  a 

www.nli-us.ir  om 


m 


EARN  YOUR  LAW 
DEGREE  ONLINE 

For  a  FREE  Catalog  Log  onto: 

www.concordlawschool.com 

or  Call:  1-800-439-4794 

A  Kaplan  Inc.  /Washington  Post  Company 


Financial  Services 


DOING  BUSINESS 
IN  GERMANY? 

CPA/Tax  Accountant,  Assistance  for 

foreign  Investors,  located  in  the 

Frankfurt  area,  offers 

•  Business  Structure  and  Consultancy 
•Tax  Returns,  Audits,  VAT-Refunds 

•  Reporting  and  Controlling 

Bernd  Burkhard,  Tax  and  Audit 

Fax:  +49-6349-3114 
E-mail:  b.b.tax@t-online.de 


ACCOUNTS  RECEIVABLE 
FINANCING 

We  pay  cash  (or  your  receivables,  cash 
advance  up  to  90%,  with  (ees  as  low 
as  2.5%,  paid  within  hours,  not  days! 

www.ucdc.com 
1-800-228-7151 

(Ken  Moore) 


Men's  Footwear 


MEN:    BE   TALLER!! 


Tired  of  being 
short?  Try  our 
quality  footwear 
HIDDEN  height- 
increasing  feature 
INSIDE  shoe  No 
OVERSIZED 
HEELS!  Will  make 
vou  2"-3"  TALLER  depending 
Extremely  comfortable  Siz 


«Vie  QV_ER.1.W  STYLES.  AVAILABLE.. 
5-12  Widths:  B-EEE  In  business 

over  55  years  MONEY-BACK  GUARANTEE.  Call  or  wnle  lor 
FREE  color  catalog 

ELEVATORS*   Q 

RICHLEE  SHOE  COMPANY,  0EPT  BW16 
PO  BOX  3566,  FREDERICK,  M0  21705 


1-800-290-TALL 


Education/Instruction 


DINBURGH 


MBA  fiexib,e  ~4 

v.          A          ) 

■■MM 

call  toll-free:  1-800-622-9661,  or  e-mail:info@hwmba.net  quoting  BW701 

www.hwmba.edu 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate»Bachelor»Master»Doctor 

Business  (Mgmt,  HRM,  Health  Care) 

Management  of  Technology, 

"Psychology,  Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana,  CA  92705 

800-477-2254  www.scups.edu 


TheTransnational 

MBA 


"THE  FORDHAM  MODEL. 
For  a  good  blend  of  face-to- 
face  schooling  and  Net  learn- 
ing, one  model  for  the  future 
may  be  Fordham  University's 
Transnational  MBA  Program." 

—  BusinessWeek 
With  meetings  one  weekend  a  month,  the 
Fordham  Transnational  MBA  Program 
encourages  business  professionals  from  around  the  world  to 
earn  a  fully  accredited  MBA  in  just  over  two  years. 
In  between  classroom  weekends,  students  use  Net  technology 
to  maintain  contact  with  each  other  and  with  their  professors. 
This  enables  attendees  to  keep  their  full-time  jobs  while 
earning  a  premier  MBA.  All  courses  in  the  Transnational 
MBA  Program  focus  on  international  business  themes,  while 
the  executive-style  format  attracts  a  diverse  audience  from 
many  countries. 

For  more  information,  call  (212)  636-6167 
or  visit  our  web  site  listed  below. 
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Editorials 


TREATING  CANCER:  THE  DAWN  OF  A  NEW  ERA 


When  President  Richard  M.  Nixon  launched  his  war  on 
cancer  30  years  ago,  victory  seemed  achievable.  "The 
time  has  come  in  America,"  he  said  in  his  1971  State  of  the 
Union  address,  "when  the  same  kind  of  concentrated  effort 
that  split  the  atom  and  took  man  to  the  moon  should  be 
turned  toward  conquering  this  dread  disease." 

A  few  battles  have  been  won  in  the  intervening  decades, 
but  cancer  remains  a  major  killer.  The  American  Cancer  So- 
ciety estimates  that  1,268,000  Americans  will  get  cancer  in 
2001,  and  553,000  will  die  of  it. 

Now,  however,  researchers  are  launching  a  new  campaign. 
The  biotechnology  revolution  is  giving  rise  to  hundreds  of 
promising  treatments.  The  search  for  a  few  drugs  broadly  ef- 
fective against  many  cancers  is  being  replaced  by  efforts  to 
find  drugs  tailored  to  attack  specific  kinds  of  cancer.  And 
the  question  now  is  whether  the  financing  is  in  place  to  get 
the  best  of  these  to  market. 

As  this  week's  cover  story  shows  (page  94),  an  experimen- 
tal new  drug  called  IMC-C225  seems  effective  against  cancers  of 
the  colon,  pancreas,  head  and  neck,  and  lungs.  But  Dr.  John 
Mendelsohn,  the  drug's  discoverer,  struggled  for  20  years  to 
raise  funds  to  get  the  drug  ready  to  market.  If  events  had 
taken  a  slightly  different  turn  anywhere  along  the  way,  the 
funds  might  not  have  materialized,  and  IMC-C225  might  have  re- 
mained little  more  than  a  laboratory  curiosity — one  of  thou- 
sands of  promising  leads  that  was  never  followed  up. 

A  record  21  biotech  drugs  were  approved  by  the  Food  & 
Drug  Administration  last  year,  and  350  more  are  in  advanced 


stages  of  development.  Taking  those  drugs  the 
however — from  the  laboratory  to  the  medicine  ca 
enormously  expensive.  It  can  cost  $50  million  or 
the  clinical  trials  required  for  FDA  approval  of  a  sin 

What  biotech  needs  is  dependable  access  to 
kind  that  fueled  the  Silicon  Valley  boom.  But  biotec 
ments  are  riskier.  It  can  take  5  or  10  years  to 
therapy  from  the  lab  to  the  bedside,  and  the  testin 
to  earn  government  approval  for  a  single  drug  can 
million  or  more. 

If  money  raised  by  venture  capitalists  and  in  initi; 
offerings  is  not  enough  to  support  this  research  and 
where  else  can  biotech  companies  turn?  One  plac 
federal  government's  National  Institutes  of  Health. 
nih's  wisest  course  is  probably  to  continue  using 
its  funds  to  support  basic  scientific  research. 

Much  of  the  support  for  biotech  research  mus 
therefore,  from  the  private  sector.  Some  of  that  mc 
come  from  pharmaceutical  corporations,  who  do  their 
search  and  who  often  support  drug  development  by 
partnering  with  biotech  companies.  But  even  the  b 
makers  do  not  have  enough  money  to  support  testi: 
the  worthy  candidates  emerging  from  biotech  labor; 

We  are  at  the  dawn  of  a  new  era  in  cancer  treat: 
prospects  for  patients  are  brighter  than  ever  befor< 
million  Americans  remain  uninsured  and  unable  to  pa 
new  drugs.  And  without  reliable  biotech  financing, 
the  most  promising  treatments  might  stay  on  the  1 


FREE  TRADE  DESERVES  A  FAST  TRACK 


Ross  Perot's  description  of  the  "giant  sucking  sound"  of 
jobs  being  lost  to  Mexico  from  the  North  American 
Free  Trade  Agreement  was  one  of  the  most  memorable  phras- 
es of  the  1992  Presidential  election — but  it  turned  out  to  be 
wrong.  There  was  no  sucking  sound,  and  only  a  few  American 
jobs  were  lost.  Indeed,  NAFTA  succeeded  in  a  key  goal:  pro- 
moting trade  between  Mexico  and  the  U.  S.  (page  54).  And  the 
removal  of  barriers  boosted  trade  in  both  directions,  so  that 
U.  S.  trade  with  Mexico  is  far  better  balanced  than  it  is  with 
other  trading  partners.  The  U.  S.  trade  deficit  with  Mexico  is 
10%  of  total  trade  between  the  two  (exports  plus  imports).  For 
Japan  the  figure  is  38%  and  for  China  it's  72%. 

nafta  has  also  helped  the  U.  S.  economy  in  a  more  subtle 
way  that  hasn't  been  as  widely  appreciated.  With  or  without 
NAFTA,  low-skilled  jobs  would  have  left  the  U.  S.  NAFTA  helped 
direct  many  of  those  jobs  to  Mexico  instead  of,  say,  China.  By 
keeping  those  jobs  close  to  home,  NAFTA  encouraged  pro- 
duction sharing — the  swapping  of  parts  back  and  forth  across 
the  border  in  ways  that  take  advantage  of  each  country's 
strengths.  Plastic  molding  operations  in  El  Paso,  for  example, 


make  parts  that  are  shipped  to  Mexico  for  others  to 
If  those  assembly  jobs  had  gone  to  China,  it's  lit 
the  molding  jobs  would  have  gone  with  them — rather| 
maining  in  the  U.  S. 

nafta  continues  to  have  its  critics.  Some  of  the  m 
ras — the  assembly  plants  on  the  Mexican  side  of  the 
are  deservedly  denounced  for  poor  working  conditic 
troubling  environmental  record.  And  on  June  26,  the 
Representatives  passed  a  bill  restricting  Mexican  tr 
the  U.S.,  an  indication  that  nafta  remains  politid 
popular  among  many  Americans.  But  for  workers 
from  impoverished  Mexican  villages,  the  maqvila<l(\ 
resent  an  opportunity  to  earn  a  far  better  living. 

A  bill  to  give  the  President  greater  authority  to 
trade  agreements — so-called  fast-track  authority- 
cently  reintroduced  in  Congress,  after  being  defeate 
the  Clinton  Administration.  Congress  should  give  tl 
dent  that  authority  and  encourage  him  to  use  it.  (\>nj| 
the  Administration  need  to  continue  America's  lonj 
commitment  to  free  trade. 
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FORD  MOTOR  COMPANY  was  looking  to  give  its  250,000  employees  easier  access  to  core 
processes  from  wherever  they  happen  to  be.  Using  enterprise  software  from  Microsoft,  including 
Windows '  2000  Server,  SQL  Server,'"  Exchange  Server,  and  Office,  Ford  deployed  a  solution  that  helps 
users  connect  quickly  to  information  and  services  on  1,000  intranet  sites  from  anywhere  in  the  world, 
so  they  can  support  customers  and  securely  collaborate  with  their  colleagues  regardless  of  location. 


©  2001  Microsoft  Corporation  All  rights  reserved.  Microsoft  and  Windows  are  either  registered  trademarks  or  trademarks  of  Mlorotofl  <  orpon 
The  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 
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What's  the  point  of  capturing  life's  special  moments  on 
videos  you  can  only  play  on  your  camcorder?  Now,  with 
the  new  Power  Mac  G4  and  Apples  revolutionary  iDVD 
software,  you  can  organize  and  preserve  your  favorite 
memories  on  DVDs  you  can  watch  again  and.  again  on 
almost  any  standard  DVD  player.  iDVD's  simple  drag-and- 
drop  interface  makes  it  easy  to  create  professional-looking 

DVD  menus  in  minutes. 
^  ^       You  can  even  include 


DVD- 


slide  shows  of  your 
favorite  photos"  right 

alongside  your  movies. 
Then  you  can  use  the  new 
G4's  aptly  named  SuperDrive  to  hum  your  own  custom 
DVDs.  No  more  dusty  videotapes  and  crumpled  photos.  Just 
ultra-crisp  digital  video  and  CD-quality  sound  ready  to  be 
shared  with  friends  and  family  anywhere.  To  see  how  you 
can  make  your  memories  last  forever,  visit  www.apple.com 
or  call  1-800-MY-APPLE.     4  Think  different. 


THE  SATURN  LS2 

PERFORMANCE  SEDAN 

182-horsepower,  3.0-liter  V-6 

Four-wheel  disc  brakes 

Power  sunroof 

Anti-lock  brakes  with 
Traction  Control 

Four-speed  automatic 

Leather  Appointments 

Six-way  power  driver's  seat 

Heated  front  seats 

AM/FM/CD/Cassette  with 

amplifier,  sub-woofer 

and  premium  speakers 

Power  windows,  locks  and 
heated  exterior  mirrors 

Remote  keyless  entry 

Cruise  control 

Alloy  wheels 

Sport-tuned  suspension 

Rear  spoiler 

Dent-resistant  polymer 
doors  and  fenders 

M.S.R.P.  $23,860 


www.saturn.com 
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Learning  anytime,  anywhere. 

Discover  all  that's  possible  on  the  Internet 


In  this  Internet  economy,  the  pace  of  change  is  so  swift,  how  can  you  expect  your  people  to  stay  updated,  current 
and  informed?  Where  will  they  get  all  the  information  they  need?  It  begins  with  creating  a  culture  that  encourage! 
learning  and  sharing  online  —  anytime,  anywhere,  all  the  time.  So  as  soon  as  one  person  obtains  knowledge,  the  res 
of  the  company  can  turn  it  into  power.  Imagine  making  your  entire  company  as  smart  as  your  best  people.  At  Ciscc 


*, 


100  percent  of  our  sales  and  technical  staff  learns  online,  keeping  them  educated,  trained  and 
current,  all  while  reducing  our  training  expenses  by  60%.  Whether  you  manage  your  own 
network,  or  use  a  service  provider  with  a  Cisco  Powered  Network  (QCjSCO  we  can  help  you 
discover  how  to  share  knowledge  and  turn  it  into  power.  Learn  how.  cisco.com/go/employee 
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ON  A  LEASH 

Let  Microsoft  bundle 
features  into  Windows- 
under  supervision  page  34 
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MOTOROLA 

Will  Chris  GaMn's 
latest  shakeup  of  the 
beleaguered  company 
restore  its  former 

lUSter?  page  72 
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experts  and  BW  editors 
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derail  a  second-half  recovery 
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Interest-rate  cuts  are  mak- 
ing college  loans  more  af- 
fordable, says  BWs 
Carol  Marie  Cropper 
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Check  in  on  the  health  of 
your  investments 
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■  SALARY  SURVEYS:  How 
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■  Join  in  ongoing  discussions  on 
B-schools,  assistive  technology, 
and  more — or  start  your  own 
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Put  us  on  your  Palm! 
Get  news  from  Daily 
Briefing,  s&P  data,  and 
more.  Visit 
AvantGo.com  or  Om- 
niSky.com  to  sign  up 
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Find  quick  links  to  everything  on  this  page  at  the  July  16  issues  table  of  contet 
online,  or  go  directly  to  www.businessweek.com/mamme/content/01-29/online.htm 


Yahoo!:  So  Tempting 

Analysts  expect  grim  second-quarter  news, 
but  contrarian  investors  can  list  the  rea- 
sons why  a  buying  opportunity  beckons 


DAILY 
BRIEFING 


Business  and  investing  news, 
commentary,  and  analysis 


www.businessweek.cor 


REPORTER'S  NOTEBOOK:  The  2001 
Biotechnology  Industry  Organization  confab  in 
San  Diego  didn't  produce  the  dramatic  protests 
that  many  feared  it  would 


INVESTING 


In  partnership  with 
Standard  &  Poor's 


www.businessweek.com/inv 


STREET  WISE:  Capital  spending  is  the  culprit  in  this  economic 
slowdown.  Until  it  recovers,  the  economy  is  doomed  to  painfully 
improvement  at  best,  and,  at  worst,  to  the  dreaded  R-word 


SMALL 
BUSINESS 


A  resource  for 
entrepreneurs 


smallbiz.businessweej 


STAFF  &  BENEFITS:  Economist  Paul  Fronstin 
argues  that  small  businesses  have  little  to  fear 
from  pending  legislation  on  patients'  rights 


TECHNOLOGY 


State-of-the-art 
coverage  of  info  tech 


NEWS:  With  more  folks  using  their  cell 
phones  to  play  interactive  games,  some  big 
names  want  to  translate  pleasure  into  profit 


www.businessweek.com/techni 


B-SCHOOLS 


BusinessWeek's  exclusive 
rankings  and  profiles 


www.businessweek.com/bscl 


CHAT  TRANSCRIPT:  Accepted. corn's  Linda  Abraham  talks  about 
to  emphasize — and  what  to  avoid — in  a  B-school  application 
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BUSINESS 


In-depth  coverage  of  Asia, 
Europe,  and  Latin  America 


www.businessweok.com/globl 


Q&A:  ceo  Sing  Wing  of  Hong  Kong's  Tom.com  explains  why  he's 
moving  into  sports,  print,  and  even  outdoor  advertising 


CAREERS 


Advice  and  tools  for 
upper-management  job  seekers 


www.busine88week.com/d 


WORK  &  FAMILY:  Smart  managers  not  only 

set  aside  time  for  spouse;  and  kids,  they         ™  L^53CI©rStJIi 

1  "  A  III  IDUh  K  ,V   MKIll.l.l  I  SCON 

also  encourage  staff  to  follow  their  example 


The  Web  services  platform 
for  free  thinkers  with  places  to  go.  Today. 


Sun  ONE 

You  want  to  deliver  smart  Web  services.  You've  got  the  destination  in  mind  but  no 
map  to  point  the  way.  You  can  get  there.  With  Sun'"  ONE  (Open  Net  Environment). 

Sun  ONE  is  a  software  platform  for  creating,  assembling  and  deploying  smart  Web 
services.  It's  a  platform  that's  open,  standards-based  and  built  on  the  industry's 
most  established  APIs,  technologies  and  protocols. 

Why  is  that  important?  Because  to  deliver  smart  Web  services,  you  need  to 
leverage  legacy  systems.  You  need  to  traverse  multiple  types  of  networks.  And 
you  need  a  loosely  coupled  software  architecture  to  make  it  all  work.  Sun  ONE 
lets  you  do  all  that.  Better  still,  it  lets  you  plug  in  whatever  best-of-breed  software 
product  you  need,  no  matter  who  makes  it.  Now  that's  smart. 

With  Sun  ONE,  you  spend  more  time  innovating  and  less  time  integrating,  which 
cuts  your  time  to  market.  And  you  enjoy  freedom  of  choice  at  every  turn,  whether 

your  services  are  accessed  by  a 
PC,  a  handheld  or  a  device  yet  to 
be  imagined.  So  go  ahead,  dare  to 
create  something  the  world  has 
never  seen  before.  Sun  ONE  will 
help  you  get  it  off  the  ground  fast. 

sun.com/sunone 


SUN  ONE  LINE  OF  PRODUCTS 

Service  Creation  and  Assembly:  Forte"  and  iPlanet"  tools. 

Service  and  Delivery:  iPlanet"  Portal  Server. 

Applications  and  Web  Services:  Sun™  ONE  Webtop, 

iPlanet" Commerce  Portfolio.  IPlanet" Communications  Portfolio. 

Service  Container:  iPlanet"  Application  Server, 

iPlanet"  Web  Server,  iPlanet™  Process  Manager. 

Service  Integration:  iPlanet"  Integration  Server,  iPlanet"  ECXpert. 

Identity  and  Policy:  iPlanet"  Unified  User  Management  Portfolio. 

Platform:  Solaris"  Operating  Environment,  Sun"  Cluster. 


take  it  to  the  n 


microsystems 


Up  Front 


TIGHT  BELTS 

ROLLING  BLACKOUTS 
AT  LUCENT 

THE  COST-CUTTING  JUST  KEEPS 

getting  deeper  at  Lucent 
Technologies.  Following  the 
June  failure  of  talks  about  an 
Alcatel  merger,  which  would 
have  provided  fresh  cash  to 
the  limping  telecom-gear 
maker,  Lucent  announced 
10,000  more  layoffs — for  a  to- 
tal of  30,000  employees. 

For  the  survivors,  life  at 
the  company  will  be  getting 
tougher.    Lucent    managers 


EDITED  BY 
SHERIDAN  PRASSO 

have  dimmed  the  lights — 
and  in  one  case  they  went 
so  far  as  to  remove  light- 
bulbs  to  cut  down  on  en- 
ergy costs.  In  addition  to 
cutting  back  travel,  Lu- 
cent has  taken  cell 
phones  away  from  some  of 
its  sales  force,  and — in  a 
move  to  consolidate  office 
space — has  asked  some  peo- 
ple to  work  from  laptops 
from  home.  "It's  tough  times, 
but  things  are  getting  crazy," 
says  a  Lucent  sales  rep  who 
used  to  travel  extensively. 

Lucent  confirms  that  some 
lights  have  been  dimmed  or 
removed.  "We're  looking  at 
every  cost,  every  expense 
that  doesn't  impact  customer 
service,  and  lighting  is  one," 
says  a  Lucent  spokeswoman. 
Meantime,  Lucent  employees 
are  just  hoping  there's 
light  on  the  horizon.  Steve 
Rosenbush  and  Brian  Grow 


TRADE  WINDS 

BIG  GAMBLE 
FOR  BIG  STEEL 

BE  CAREFUL  WHAT  YOU  WISH 

for.  After  years  of  lobbying, 
the  U.S.  steel  industry  finally 
got  the  White  House  to 
conduct  a  review  of  the 
steel  market,  which 
could  result  in  a  curb  on 
cheap  imports  or  even  a 
ban.  But  guess  who's 
one  of  the  biggest  buy- 
ers of  foreign  steel? 
Steelmakers  themselves. 
In  the  first  five 
months  of  2001,  U.S. 
mills — including  U.S. 
Steel,  Bethlehem  and  LTV — 
imported  2.3  million  tons  of 
steel  slabs,  which  they  re- 
heated and  rolled  into  sheet. 
That's  20%  of  all  the  steel  im- 
ported to  the  U.S.  through 
May.  The  steel  companies 
want  continued  free  access  to 
cheap  raw-steel  imports  but 
a  block  on  the  finished  steel 
foreign  companies  make.  They 


concede  they  could  end  up 
choking  off  imports  they  use. 
Critics  say  U.S.  produc- 
ers can't  have  it  both  ways. 
"They're  pure  hypocrites," 
fumes  David  Phelps,  presi- 
dent of  the  American  Insti- 
tute for  International  Steel, 


SHEET:  Roiled  from  steel  slabs 


which    represents    foreign 
producers. 

The  government's  Interna- 
tional Trade  Commission  will 
hear  from  all  sides  during 
two  weeks  of  hearings  in 
September  and  then  advise 
President  Bush  on  what  to 
do  by  next  spring.  Big  Steel 
could  have  some  explaining 
to  do.  Micliael  Arndt 


TALK  SHOW  UWe  uphold  the  District  Court's  finding  of] 
monopoly  power  in  its  entirety.?? 

— Court  of  Appeals  ruling  on  MicrosX 


POWER  PAIRS 

WASHINGTON'S 
RELATIVE  VALUES 

GEORGE    W.    BUSH    TALKED   A 

lot  about  family  values  during 
his  campaign.  Since  becom- 
ing President,  he  has  shown 
how  much  he  values  families: 


The   White    House   is   now 
Family  Affair. 

Thought  it  was  just  a 
Bush  father-son  thing?  His- 
torians say  there  have  never 
been  so  many  family  combos 
in  an  Administration  at  the 
same  time.  There's  Vice-Pres- 
ident Dick  Cheney's  son-in- 
law  Phil  Perry,  who's  a 
Deputy   Attorney    General. 


There's  Secretary  of 
Colin    Powell    and    his 
Michael,    chairman    of 
Federal   Communicat 
Commission. 

Then  there  are  the 
lings.  Among  them: 
House  budget  director 
Daniels  and  his  sister 
rah,  an  Assistant  Atto 
General;  Deputy 
Secretary  Scott  Mc 
Ian  and 
brother, 
of  the  P 
dent's  Co 
of  Econ 
Advisers; 
White  H 
Political 
rector 
Mehlman 
his  brother  Bruce,  an 
tant  Commerce  Secret; 

Not  since  the  days  of 
and  Bobby  Kennedy 
Allen  and  John  Foster  D 
has  a  Presidency  seen 
tives  in  such  high  pis 
Jokes  McClellan:  "Mark  a 
kid  about  getting 
other  two  brothers 
here."     Richard  S.  Dun 


Many  companies  are  plagued  by  urban 
legends,  scams,  and  hoaxes  delivered 
by  e-mail.  Such  messages  usually 
promise  goodies  if  the  e-mail  is 
forwarded.  Here  are  a  few  examples: 


e-mail  hoax  Bill  Gates  is  offer- 
ing $1,000  to  those  who 
forward  his  e-mail  message. 

outcome  Hoax  preys  on 
worries  that  Microsoft  is 
collecting  e-mail  addresses 
for  its  databases.  But  E- 
mail  tracking  doesn't  exist. 

e-mail  hoax  Nigerian  officials  wil 
reward  you  if  you  allow  them 
to  transfer  "trapped  funds" 
into  your  account. 

outcome  In  1997,  Americans 
lost  $100  million  after 
giving  out  their  account 
numbers — and  that's  only 
what  was  reported. 


E-MAIL  HOAX 

Veuve 

Clicquot 

award  champagne  in  retun 

for  e-mail  addresses. 


outcome  Company  responded 
June  by  offering  free  bubbly 
and  a  trip  to  Paris. 

e-mail  hoax  Outback  Steak- 
house,  Victoria's  Secret, 
and  others  offer  free  food, 
gift  certificates. 


outcome  A  dozen  companie: 
are  targets  of  chain-letter 
forwarding  scams;  they 
mostly  ignore  them. 


Data:  Company  reports,  snopes.com  (named  for  a  family  of  reprobates  in  William  Faulkner's  m 
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©Agilent Technologies,  Inc.  2000 


Very  nice.  But  can  it  download  a  jpeg? 
With  innovative  FBAR  filter  technology, 
Agilent  helps  make  the  next  generation  in 
miniature  wireless  communication  devices 
possible.  So  you  can  do  more  with  less. 
Imagine  videoconferencing,  email,  family 
photos  and  Internet  right  there  on  your 
wrist.  Not  to  mention  the  time  of  day. 


Agilent  Technologies 

Innovating  the  HP  Way 


Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agilent.com 


Up  Front 


15  MINUTES 

A  MATINEE  IDOL  FOR 
THE  DOT-BOMB  SET 

SWERVING  IN  AND  OUT  OF 
midtown  Manhattan  traffic  in 
his  Land  Rover,  Kaleil  Isaza 
Tuzman  seems  like  a  typical 
overworked  businessman  on 


his  way  to  the  office.  He's  on 
his  cell  phone,  checking  his 
Palm  Pilot,  and  navigating  his 
way  through  the  city's  one- 
way streets.  By  the  end  of 
July,  however,  Tuzman  will 
be  a  national  film  star. 

His  fame  comes  by  way  of 
Startup.com,  the  unflinching 
documentary  hit  of  the  dot- 
bomb  crowd — grossing  $1  mil- 
lion, roughly  triple  other  doc- 
umentaries, since  opening  on 
both  coasts  in  May.  Moving 
now  into  nationwide  release, 


the  film  chronicles  the  rise  and 
fall  of  Tuzman's  Silicon  Alley 
dot-com,  govWorks.  For  its 
chutzpah-driven  star,  who 
started  a  new  company  to 
help  other  failed  dot-coms  af- 
ter his  own  went  bankrupt, 
it's  meant  a  lot  of  publicity  he 
never  counted  on. 

He's  had  to  hire  a  personal 
manager.  And  he's  been 
promoted  as  a  "film  star 
ceo"  speaker  at  business 
conferences,  where  he 
unabashedly  dissects 
what  went  wrong  at 
govWorks  and  cracks 
jokes  about  the  film.  "I 
could  think  of  better 
marketing  tools,"  says 
Tuzman,  who  nonetheless 
finds  entrepreneurs  and 
venture  capitalists  rushing  to 
the  podium  to  ask  his  advice 
and  seek  business  tie-ups.  "It 
is  refreshing  to  see  a  guy  get 
up  there  and  manage  through 
adversity,"  says  eCent  Tech- 
nology CEO  Christine  Adamow, 
who  sought  tips  from  Tuzman. 
In  the  dot-com  world,  hav- 
ing a  failure  under  the  belt 
clearly  amounts  to  a  kind  of 
street  cred.  "I  see  my  failure 
experience  as  positive,"  says 
Tuzman.  So  does  the  box 
office.  Julia  Cosgrove 


THE  LOOK 

GETTING  A  GRIP  ON 
CONSUMER  TASTES 

NOTICE  HOW  BEVERAGE 
bottles  are  getting  slimmer, 
curvier,  easier  to  drink  from 
and  grip?  It's  all  due  to  sci- 
entists who,  over  the 
past  few  years,  have 
perfected  the  er- 
gonomics of  the  bot- 
tle. They  videotaped 
people  drinking  and 
made  plaster  casts  of 
their  hands;  the  scien- 
tists found  that  a  gulp 
averages  6.44  oz.  and 
that  half  the  population 
would  rather  suck  liquid 
through  a  pop-up  top  than 
quaff  it.  So  beverage  manu- 
facturers have  been  over- 
hauling their  old  bottles  in 


favor  of  sleeker  new  ones. 
Gatorade  introduced  a  big- 
ger, hourglass-shaped  bottle 
nationwide  in  January  and 
saw  sales  jump  as  much  as 
25%  in  some  areas.  "We 

A  think  of  our  bottles  as 
sports  equipment," 
says  marketing  man- 
ager Marie  Delvin. 
Dannon,  Nestle, 
and  Snapple 
have  also  de- 
veloped ergo- 
nomic  designs; 
some  have 
logged  dou- 
ble-digit sales 
increases. 
On  top  of 
giving  a  better  swig,  curvy 
bottles  look  cool — important, 
since  Generation  Y  controls 
$60     billion     in     spending 


power. 


Olga  Khxtrif 


AG  NOTES 


WHERE  OLIVES  ARE  THE  PITS 


OLIVES   ARE   AMONG  THE   CHARMS   OF   MEDITERRANEAN 

But  according  to  a  new  report,  they're  provoking  ecol 
disaster  in  Spain,  Italy,  Portugal,  and  Greece.  In  Spain': 
dalucia  region  alone,  intensive  olive  cultivation  is  destn 
up  to  80  million  tons  of  topsoil  every 
year,  leaving  large  areas  vulner- 
able to  heavy  rains.  And  olive 
irrigation  is  causing  serious 
water  shortages. 

The  authors,  the  World 
Wildlife  Fund  and  Birdlife 
International,  blame  Euro-    yjS 
pean  Union  farm  subsidies 
"eu  subsidies  for  olive  farming 
are  driving  the  Mediterranean 
environment   to   ruin,"   says   SPAIN:  Vast  olive  grove 

Elizabeth  Guttenstein,  WWF's   

European  agriculture  policy  officer.  The  EU  spends  $1.9  b| 
a  year  supporting  olive  farmers;  most  subsidies  are  basel 
how  much  farmers  produce.  Environmentalists  prefer! 
rate  payments  per  area  of  land  cultivated  to  reduce  incenl 
to  increase  production.  Don't  expect  change  soon.  On  JunH 
EU  agriculture  commissioners  delayed  any  reforms  unl 
least  2003.  yr^i.  William  Eck\ 


TOO  MUCH  WORK, 
TOO  LITTLE  TIME 

With  companies  down- 
sizing workers,  those 
who  remain  find  their 
jobs  are  demanding 
increasing  amounts 
of  time  and  energy. 
A  national  sample 
of  U.S.  employees 
finds  that  they: 

Dat,a:.,Fa,milieS     TELEPHONE  SURVEY 
and  Work  OF  1, 003  working 

Institute  ADULTS,  MAR  '01 


r> 


Are  overwhelmed  by  workload 
Lack  time  for  reflection  5 

Don't  have  time  to  complete  tasks  5< 
Must  multi-task  too  much 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront'"  businessweek.com 
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Get  Morgan  Stanley  Financial  Outlook  ''  and 
get  a  customized  plan  to  meet  your  goals. 

More  than  just  a  quick  plan  highlighting  stocks  and  mutual 

funds,  Morgan  Stanley  Financial  Outlook  is  a  thorough 

road  map  for  achieving  your  financial  goals.  College 

and  retirement  planning.  Debt  management.  Cash  flow 

management.  Tax  and  insurance  benefits.  Even  directions 

on  what  to  do  in  a  financial  crisis.  All  individually  prepared 

and  designed  to  ensure  that  you're  more  than  just 

connected  to  your  goals.  You're  well  connected. 


Well  connected 


MorganStanley 


ant  to  get  Morgan  Stanley  Financial  Outlook? 

love  your  money.  Visit  morganstanley.com  or  call  1-8M0RGAN-N0W. 

rgan  Stanley,  Morgan  Stanley  Financial  Outlook,  and  Well  Connected  are  service  marks  of  Morgan  Stanley  Dean  Witter  &  Co.  Services  are  offered  through 
rgan  Stanley  DW  Inc.  and  Morgan  Stanley  &  Co.  Incorporated,  members  SIPC.  ©2001  Morgan  Stanley  DW  Inc. 


Imagine  owning  the  business.  Imagine  owning  the  building. 


Imagine  developing  the  block  into  In 

commercial  and  residential  real  estate.         Tokyc 


GMAC  Financial  Services  •  GMAC  Business  Credit  •  GMAC  Commercial  Credit  •  GMAC  Commercial  Mortgage  •  GMA( '  (ilo 


e  it  in  Imagine  a  company  with  the  financial 

v  to  fund  power  of  $184  billion  to  help  yon  do  it  all. 


GMAC  Financial  Services 


CM  AC  is  a  Wholly  Owned  Subsidiary  of  General  Motors? 

www.gmacfs.com 


\C  Insurance  •  GMAC  Investments  •  GMAC  Mortgage  •  GMAC  Real  Estate  •  GMAC  Residential  Funding  Corp, 


BusinessWeek 


EDITOR-IN-CHIEF:  Stephen  B.  Shepard 
MANAGING  EDITOR:  Mark  Morrison 
CHIEF  ECONOMIST:  William  Wolman 
ASSISTANT  MANAGING  EDITORS: 

toy  a  Bamattan,  I  rank  I,  Comes,  Robert  J.  Dowling,  G.  David  Wallace 
ART  DIRECTOR:  Malcolm  Frouman 
CHIEF  OF  CORRESPONDENTS:  James  E.  Ellis 
ONLINE  EDITOR:  Bob  Arnold 
EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 
SENIOR  EDITORS:  Rick  Green  (Small  Biz),  Neil  Gross,  Mary  Kuntz, 
Jeffrey  M,   Laderman,  Christopher  Power,   Kathy  Rebello,  Jane  A. 
Sasseen,  Ciro  Scotti,  John  Templeman,  Lee  Walczak  (Washington), 
Elizabeth  Weiner.  Seymour  Zucker 

SENIOR  WRITERS:  Catherine  Arnst,  Robert  Barker,  Aaron  Bernstein, 
Anthony  Bianco,  John  A.  Byrne,  Peter  Elstrom,  Gene  G.  Marcial, 
Otis  Port,  Paul  Raeburn,  Gary  Weiss 

ECONOMICS:  James  C.  Cooper  (Sr.  Economist/Bus.  Outlook  ed.), 
Kathleen  Madigan.  Michael  J.  Mandel  (Economics  ed.),  Peter  Coy, 
Charles  J.  Whalen.  Gene  Koretz  (Trends  ed).  Christopher  Farreli 
(Contributing  ed.) 

INTERNATIONAL:  Patricia  Kranz  (European,  Latin  American  Editions 
ed.);  Michael  S.  Serrill  (Sr.  ed.);  Robin  Ajello,  Pete  Engardio,  (Sr. 
news  eds.);  Rose  Brady  (Sr.  writer);  Cristina  Lindblad  (Latin  America), 
Julia  Lichtblau  (Int'l.  finance) 

ASSOCIATE  EDITORS:  Dan  Beucke,  Diane  Brady,  Amy  Dunkin,  Mike 
France,  Toddi  Gutner,  Steve  Hamm,  David  Henry,  Gerry  Khermouch, 
Robert  McNatt,  Ira  Sager,  Eric  Schine,  Fred  Strasser,  Marcia  Vickers 
PICTURE  EDITOR:  Larry  Lippmann 
MANAGING  ART  DIRECTOR:  Jay  Petrow 
SENIOR  ART  DIRECTOR:  Steven  Taylor 
INTERNATIONAL  ART  DIRECTOR:  Christine  Silver 
DEPARTMENT  EDITORS:  Books:  Hardy  Green    Computers:  David  Rocks. 
The  Corporation:  Nanette  Byrnes,  John  Koppisch.  E-Business:  Timothy  J. 
Mullaney.  Finance  &  Banking:  Emily  Thornton,  Debra  Sparks.  Heather 
Timmons.  Industrial  Management- Adam  Aston   Internet:  Spencer  E.  Ante, 
Heather  Green.  Management  Louis  Lavelle.  Markets  &  Investments:   Mara 
Der  Hovanesian.  Media:  Tom  Lowry.  News:  John  Protos.  People:  Susan 
Berfield    Personal  Finance:  Carol  Marie  Cropper,  Susan  Scherreik,  Anne 
Tergesen.   Science:  Ellen   Licking.   Scoreboards:  Frederick   F.   Jespersen 
Small  Biz:  Larry  Kanter,  Robin  D.  Schatz.  Technology  Strategies:  Faith 
Keenan.  Telecommunications:  Steve  Rosenbush.  Up  Front  Sheridan  Prasso. 
Working  Life:  Michelle  Conlm 

CONTRIBUTING  EDITOR:  Mark  Hyman  (Sports  business) 
STAFF  EDITORS:  Lewis  Braham,  Jeanette  Brown,  Jennifer  Merritt,  Joan 
Oleck,  Kimberly  Weisul 

COPY  EDITORS:  Prudence  Crowther,  Harry  Maurer,  Marc  Miller  (Deputy 
chiefs);  Jim  Taibi  (Asst.  chief);  Tim  Belknap,  Aleta  Davies,  Jack  Robbins, 
Doug  Royalty  (Sr.);  Giles  Blunt,  Joy  Katz,  Barry  Maggs,  Anne  Newman, 
David  Pengilly,  Malka  Percal,  Monica  Roman,  Lourdes  Valeriano. 
Researchers:  Maria  Chapin,  Gail  Fowler,  Aida  Rosario 
PRODUCTION  COPY  EDITORS:  Larry  Dark  (Chief);  Celine  Keating,  Robert 
J.  Rosenberg  (Deputy  chiefs);  Alethea  Black,  Sarah  B.  Davis,  Hallberg 
Hallmundsson,  Robert  S.  Norman,  David  Purcell,  Victoria  Rubin 
ART:  Don  Besom,  Alice  Cheung,  Gary  Falkenstern  (Assoc,  dirs.);  Joe  Bartos, 
Jamie  Elsis,  Edith  Gutierrez,  Peter  Marshutz,  Ron  Plyman  (Asst). 
Graphics:  Joan  Danaher  (Director);  Rob  Doyle  (Deputy  dir.);  Laurel  Daunis 
Allen,  Alan  Baseden,  Joe  Calviello,  Roger  Kenny,  Stephen  Kenny,  Alberto 
Mena,  Ray  Vella;  Eric  Hoffmann.  Imaging:  James  Leone  (Mgr.),  Alan 
Bomzer  (Asst.),  Nita  L.  Jansen,  Rich  Michiel,  Leo  Nieter,  Joseph  Rhames 
PHOTO  EDITORS:  Scott  Mlyn,  Ronnie  Weil  (Deputies);  Cynthia  Cams 
Alonso,  Bettina  Baudoin,  Paula  Gillen,  Kathleen  Moore,  Anne  Murray. 
Andrew  Popper,  (Assoc);  Sarah  Greenberg  Morse  (Asst);  M.  Margarita  Eiroa 
(Traffic  mgr.);  Lucy  Conticello,  Burte  Hughes,  Mindy  Katzman  (Researchers) 
EDITORIAL  OPERATIONS:  Susan  Fingerhut  (Director);  Ken  Lockwood 
(Mgr.).  Karen  Butcher,  Francisco  Cardoza,  Thomas  R.  Dowd,  Stephen  R. 
Lebron,  Jody  A.  LoGrasso,  Kim  Maenak,  Jose  L.  Martin,  Peter  K 
Niceberg,  Jane  M.  Perkinson,  Laura  Reissman,  Karen  Turok,  Use  V. 
Walton  (Edit  map  mgr),  Barbara  Wilhelm.  Mark  Lang 
EDITORIAL  TECHNOLOGY:  Thomas  L.  Morgan  (Director),  Christopher 
Amado,  David  Bandler,  Y.  Steve  Ben-Ari,  Amanda  Chan,  Lawrence 
Crowe,  Beth  Higgins,  James  Kutz,  Neil  MacLeod,  Mike  Marubbio,  Steven 
McCarthy,  John  Navarro,  Juan  Rodriguez,  Marta  Skrelja,  Craig  Sturgis, 
Mauro  Vaisman,  Julian  Wong 

ONLINE:  Michael  Mercuno  (Managing,  ed),  Arthur  Eves  (Creative  dir.),  A. 
Peter  Clem,  John  A.  Dierdorff,  John  Johnsrud;  Will  Andrews,  Heather 
Barry,  Jaime  Beauchamp,  Jane  Black,  JcJeen  Colpa,  Tory  Cracolice,  Kathenne 
Dwyer,  Theresa  Foreman,  Roger  Franklin,  Jennifer  Gill,  Alan  Hughes,  Sam 
Jaffe,  Bnan  Kelly,  Olga  Kharif,  B.  Kite,  Matt  Kopit,  Robert  Lakstigala,  Jessica 
Loudon,  Karyn  McCormack,  Pam  Mendels,  Tzyh  Ng,  Patricia  O'Connell, 
Robin  J.  Phillips,  Margaret  Popper,  S.  Robitaille,  Jim  St.  John,  Alex 
Salkever,  Mica  Schneider,  David  Shook,  Amey  Stone,  Joshua  Tanzer,  Amy 
Tsao,  Kathy  Vuksana],  Eric  Wahlgren,  Heesun  Wee,  Adam  Wiesen 
CORRESPONDENTS:  Atlanta:  Dean  Foust  (Mgr),  Charles  Haddad,  Aixa 
Pascual.  Boston: William  C  Symonds  (Mgr),  Rochelle  Sharpe,  Geoffrey 
Smith.  Chicago: Joseph  Weber  (Mgr),  Michael  Arndt,  Robert  Berner,  Roger 
0.  Crockett,  Julie  Forster,  Pallavi  Gogoi,  Darnell  Little.  Connecticut  Pamela 
L.  Moore.  Dallas: Wendy  Zellner  (Mgr),  Stephanie  Anderson  Forest,  Andrew 
Park.  Detroit:  Kathleen  Kerwm  (Mgr),  Joann  Muller.  David  Welch.  Los 
Angeles:  Ronald  Grover  (Mgr);  Larry  Armstrong,  Christopher  Palmeri  (Sr. 
correspondents);  Arlene  Weintraub  Philadelphia: Amy  Barrett  (Mgr). 
Seattle:  Jay  Greene  (Mgr),  Stanley  Holmes  Silicon  Valley:  Linda  Himelstein 
(Mgr),  Peter  Burrows,  Cliff  Edwards,  Ben  Elgin,  Joan  O'C.  Hamilton, 
Robert  D.  Hof  (Sr.  correspondent),  Jim  Kerstetter,  Louise  Lee.  Washington: 
Paula  Dwyer  (Deputy  mgr.),  John  Carey  (News  ed);  Howard  Gleckman, 
Mike  McNamee  (Sr  correspondents);  Rich  Miller  (Sr.  writer);  Amy  Borrus, 
Dan  Carney,  Laura  Cohn,  Stan  Crock,  Richard  S.  Dunham,  Paul 
Magnusson,  Nicole  St.  Piene,  Christopher  H.  Schmitt,  Alexandra  Starr, 
Stephen  H.  Wildstrom  (Tech.  &  You),  Lorraine  Woellert,  Catherine  Yang; 
Douglas  Harbrecht  (Online:  Sr  News  ed),  Beth  Belton  (Online:  News  ed). 
Beijing:  Dexter  Roberts  (Mgr  j  Bombay:  Manieel  Kripalani  (Mgr.).  Brussels: 
William  Echikson.  Frankfurt:  Jack  Ewing  (Mgr.),  David  Fairlamb,  Christine 
Tierney  Hong  Kong:  Mark  L  Clifford  (Mgr),  Frederik  Balfour,  Bruce 
Einhorn.  London:  Stanley  Reed  (Mgr.),  Kerry  Capell.  Mexico  City:  Gen 
Smith  (Mgr.)  Moscow:  Paul  Starobin  (Mgr.)  Paris:  John  Rossant  (Mgr), 
Stephen  Baker,  Carol  Matlack,  Andy  Reinhardt  Rome:  Gail  Edmondson 
(Mgr ).  Sao  Paulo:  Jonathan  Wheatley  (Mgr )  Seoul:  Moon  Ihlwan.  Singapore: 
Michael  Shari  (Mgr )  Tokyo:  Brian  Bremner  (Mgr .),  Robert  Neff  (Contrib 
ed),  Ken  Belson,  Chester  Dawson,  Irene  M.  Kunn 
EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman  Business  Manager: 
Barbara  Boynton.  Communications:  Robert  Pondiscio  (Director),  Christine 
Fountaine,  Andrew  Palladino,  Nancy  Sheed.  Information  Services:  Jamie 
B.  Russell  (Director),  Susann  Rutledge  (Research  mgr.),  John  Cady 
(Technology  mgr.),  Lara  Chnstianson,  Deborah  Goldstein,  Fred  Katzenberg, 
David  Polek,  Susan  Zegel.  Office  Manager:  Roselyn  Kopit.  Readers 
Report:  Yvette  Hernandez  Reprint  Permission:  Nancy  Johnson  Special 
Asst.  to  Editor-in-Chief:  Christine  Summerson 


Readers  Report 


WHAT  FORD 

IS  DRIVING  TOWARD 


Instead  of  building  on  Ford  Motor 
Co.'s  strengths  and  its  old  motto,  "Qual- 
ity is  Job  One,"  ceo  Jacques  Nasser 
has  scrapped  it  all  for  the  New  Econo- 
my fallacy  that  constant  "change  and 
innovation"  are  necessary 
to  make  money  ("Ford: 
It's  worse  than  you  think," 
Cover  Story,  June  25).  Tell 
that  to  Toyota  Motor  Corp. 
and  Honda  Motor  Co., 
which  have  been  building 
many  of  the  same  models 
for  years  and  which  contin- 
ue to  enjoy  high  owner  loy- 
alty (due  in  part  to  high  re- 
sale value).  Nasser  is  the 
latest  in  a  generation  of 
ceos  focused  on  upping 
shareholder  value  through  any  means — 
usually  at  the  expense  of  the  consumer 
and  the  employee.  By  forgetting  about 
the  company,  its  products,  and  its  val- 
ues, they  wind  up  on  the  road  to  ruin. 
Robert  Mattheu 
Louisville 

With  his  new  employee-evaluation 
system,  Nasser  has  created  competition 
among  Ford's  employees,  instead  of  co- 
operation. His  new  system  pits  one  em- 
ployee against  another  in  the  quest  to 
get  an  A  or  B  grade  and  to  avoid  being 
terminated.  No  wonder  morale  and  pro- 
ductivity are  down.  A  better  method 
would  be  to  form  teams  with  missions 
and  goals,  with  rewards  based  on  the 
team's  performance.  This  would  inspire 
cooperation  among  employees.  Poorer 
performers  are  often  able  to  find  their 
niche  as  team  members  and  improve 
their  own  performance  dramatically. 

Ed  T.  Barron 
Washington 


I  am  the  owner  of  two  Fords,| 
General  Motors  Co.  cars,  and  one 
lerChrysler  (yes,  I  am  an  America  J 
lover).  In  Ford's  defense,  I  must 
that  the  company  has  consistently 
proactive  in  informing  me  of  pos 
service  issues  with  my  cars.  gm| 
done  nothing  similar. 

DaimlerChrysler  has 
claimed  any  responsil 
for  an  engine  fire  anc 
venting  of  air-conditi| 
refrigerants     (freon 
ozone-depleting    gase 
caused    by    seal    conl 
tion — in  my  Dodge 
lenger    every    time 
ambient  temperature 
below  freezing. 

Greg  Fis 
Oaktonl 

PRIVACY  NOTICES: 
DESIGNED  TO  BE  IGNORED 

Until  I  read  "Why  privacy  nol 
are  a  sham"  (Legal  Affairs,  June  1 
confess  that  I  was  one  of  the 
formed  who  attempted  to  unders' 
the  first  few  notices  I  received  and 
pitched  them  in  the  trash.  And 
dozen  that  followed.  The  fact  that 
one  of  the  notices  enclosed  a  return 
velope  also  led  me  naively  to  bel 
no  response  was  expected. 

Keith  B.  Johi 
Mansfield  Center,  C 

The  "better  way"  [privacy  noti 
tion]  graphic  at  the  end  of  the  articl 
lustrates  the  difficulty  of  communica 
clearly.  It  begins  with  "Want  to  pro 
your  privacy?"  in  big,  bold  letters, 
the  bottom  are  check-boxes  labele 
big,  bold  letters,  "Yes"  and  "No." 
the  question  in  smaller  print  imm 
ately  above  the  boxes,  asks,  "Do 
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You  get  more  than 
a  haircut  from  Mike 
Whelan.  You  get 
courtesy.  Respect. 
Qualities  the 
business  world  of 
today  often  lacks. 
At  Siebel,  we  make 
application  software 
that  lets  you  give 
your  customers 
personalized  service. 
Companies  like  The 
Hartford,  British 
Telecommunications 
Pic  and  Saturn  use 
our  technology. 
They're  among  the 
best-known 
companies  in  the 
world.  And  some 
of  the  best  liked. 


Good  service 
is  good  business. 

www.siebel.com  1-800-356-3321 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

In  "Surprise!  Nokia  doesn't  walk  on  wa- 
ter" (International  Business,  June  25),  the 
company's  original  projection  tor  global 
handset  sales  in  2001  was  not  550  mil- 
lion units  but  between  500  million  and  550 
million.  Subsequent  revisions  have  brought 
the  prediction  down  to  between  405  million 
and  450  million  units. 


want  us  to  continue  selling  information 
about  you  to  other  companies?"  The 
reader  who  checks  "Yes"  because  he 
wants  to  protect  his  privacy  is,  in  fact, 
giving  it  up.  A  better  way  would  be  to 
have  the  answer  to  both  questions  mean 
the  same  thing. 

Fabbian  G.  Dufoe  ill 
St.  Petersburg 

Rather  than  suffer  through  the  many 


inn 


Want  To  Protect 
Your  Privacy? 


r>  ii  Mi   i"i 


u  fiviv  wlul    yun  hnv  .inJ  the 


ellinf  ii  i"  i'IIili  compojui: ,   n  >uu  ■.■■ .   ■ 
II  not  receive  vornc  pioduci  oilers  Do  you  warn  u*  (o  continue  veiling  intonruuon  aboi 


impenetrable  notices  arriving  in  the 
mail,  I  took  another  approach.  Who  says 
you  have  to  use  their  form?  My  answer 
was  to  write  up  my  own  notification, 
size  it  to  fit  typical  return  envelopes, 
and  make  copies  for  insertion  into  every 
bill  payment  and  other  communication  I 
have.  Bingo!  The  job's  done. 

Jeffrey  R.  Adrian 
Minnetonka,  Minn. 

Besides  having  financial  institutions 
burying  opt-out  information  in  legalese, 
why  must  I  opt-out  of  marketing  pro- 
grams every  time  I  call  the  phone  com- 
pany for  service? 

My  pet  peeve  is  supermarket  "Club 
Card"  programs.  The  penalty  for  opting 
out  of  these  data-gathering  programs 
is  often  an  extra  15%  to  25%  on  my 
grocery  bill.  I  can  afford  to  make  that 
choice,  but  for  poorer  consumers,  it 
translates  into  "Opt-in,  or  your  family 
starves."  Hardly  a  free  choice. 

This  gets  even  scarier  when  you  con- 
sider "What's  Next^-The  Bank  of  Burg- 
er King?"  in  the  same  issue  (Finance, 
June  18).  Does  this  mean  that  in  the 


future  we  will  all  have  to  bank  with 
"The  Bank  of  Safeway"  in  order  to  buy 
groceries? 

Dirk  Runge 
Thousand  Oaks,  Calif. 

I  commend  Mike  France  for  his  arti- 
cle describing  the  "gobbledygook"  sent 
by  the  financial  companies  to  inform 
their  "valued"  customers  about  privacy 
"protection."  I  have  been  inundated  and 
have  started  questioning  my  status  with 
these  companies.  I  hope  BusinessWeek 
and  your  readers  can  help  change  this 
unreasonable  practice  by  alerting  the 
public  and  our  faithful  legislators! 

Frank  Trusheim 
Mahwah,  N.J. 

LOW  INTEREST  ALONE 
WONT  SPARK  BORROWING 

When  will  the  Federal  Reserve  and 
our  other  financial  institutions,  both  pub- 
lic and  private,  learn  a  simple  truth: 
One  borrows  money  only  when  one  can 
make  a  profit  on  it  ("In  a  one-world 
economy,  a  slump  sinks  all  boats,"  News: 
Analysis  &  Commentary,  June  25).  Rais- 
ing interest  rates  in  a  period  of  expan- 
sion puts  a  crimp  on  growth;  lowering 
rates  during  a  time  of  retraction  will 
not  get  a  soul  to  borrow  simply  for  the 
sake  of  borrowing.  Only  if  there  is  an 
expectation  to  make  money  on  the  mon- 
ey borrowed  will  one  borrow. 

About  25  years  ago,  interest  rates 
hit  20%,  and  money  got  borrowed  be- 
cause one  could  make  money  on  the 
borrowing.  In  the  1930s,  money  could  be 
borrowed  for  as  little  as  0.5% — and  no 
one  borrowed. 

When  the  Fed  lowers  interest  rates, 
it  helps  those  who  are  on  margin  in  the 
market,  but  the  market  does  not  make 
for  prosperity  for  most.  Only  the  prod- 
uct of  work  does  that.  Therefore,  the 
continuing  drop  in  production  does  not 
bode  well  for  the  future. 

Judson  H.  Spencer 
New  York 

WHAT  REAL  INTEGRATION 

MEANS  FOR  EUROPE 

"Ready,  Set,  Euros!"  (International 
Business,  July  2)  was  very  accurate. 
But  you  fail  to  discuss  the  inherent 
fragility  (perhaps  the  impossibility)  of 
putting  German  marks,  French  francs, 
Greek  drachmas,  and  Portuguese  escu- 
dos  into  the  same  basket — and  soon  cur- 
rencies from  economies  such  as  Turkey, 
Poland,  and  Lithuania.  The  euro  will 
not  take  off  until  all  countries  in  the 
European  Community  have  the  same 


degree  of  development,  the  same  reg 
lations,  work  rules,  and  social  secur 
benefits,  and  the  same  levels  of  te< 
nology,  manufacturing,  and  commerc< 
Carlos  Aral 
Rio  de  Jane 

ARE  WE  BEING 
BOILED  LIKE  FROGS? 

"Global  warming  needs  more  th 
just  another  study"  (News:  Analysis 
Commentary,  June  25)  was  timely.  Ps 
chologists  use  the  "boiled-frog  sy 
drome"  to  explain  how  people  often 
derreact  to  gradual  changes.  Fro 
placed  in  slowly  heated  water  cann 
detect  the  rise  in  temperature  until  it 
too  late.  When  will  we  realize  our  sit 
ation  and  take  action? 

Martin  Rosenm 

Professor  of  Psycholo 

Morehouse  Colle 

Atlar 

LEAN'  HASN'T  ALWAYS 

BEEN  A  GOOD  WORD 

"Boeing  goes  lean"  (Industrial  Ms 
agement,  June  4,  in  some  editions) 
an  interesting  report  on  the  revampi 
of  factories  to  gain  a  competitive  edj 
However,  we  should  be  careful  wh 
using  the  word  "lean."  The  term  orij 
nally  meant  "poor  in  quantity  or  qus 
ty."  Based  on  this  definition,  "lean  ma 
ufacturing"  can  be  understood  as  "po 
unprofitable  production."  Of  cours 
people  who  admire  "lean  productio 
do  not  like  this  interpretation.  Th< 
want  to  use  the  word  in  a  positi' 
manner  while  disregarding  its  historic 
connotation. 

Katsundo  Hitoi 
Kyo 

THE  HIGH  PRICE  OF 
BUILDING  A  NEW  HOUSE 


May  I  suggest  that  you  get  a  "reali' 
check"  with  the  Cadmans  in  about  | 
months,  when  their  "dream  abodi 
should  be  complete  ("Should  you  tei 
the  darn  thing  down?"  BusinessWec 
Investor,  June  25).  I'll  bet  you  a  fri 
subscription  to  BusinessWeek  for  tl 
next  20  years  that  their  total  cost  (i 
eluding  financing  costs,  landscaping,  efc 
will  be  closer  to  $150  per  square  foe 
boosting  the  price  to  more  th 
$600,000.  Of  course,  the  fact  that  the 
are  in  the  property-management  busj 
ness  gives  them  an  edge  (probably  goi 
discounts  and  close-outs)  over  other  \w 
pie.  But  a  dream  house  means  "top 
the  line" — unless  they  are  buying  d 
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HP  Color  LaserJet  8550 


The  New  Xerox  Phaser  2135 


XEROX 


(HP's  fastest) 


(3X  faster) 


XEROX  COLOR  PRINTERS  EXCEED 
ALL  SPEED  LIMITS. 


'ox  color  just  blew  the  competition  out  of  the  office.  Our  network-ready  Phaser'  2135  color  printer,  from  the  combined  expertise  of  Tektronix*  and  Xerox, 
ers  brilliant  1200-dpi  color  at  an  incredible  21ppm  and  black  at  26ppm.  It's  powered  by  a  500  MHz  processor  and  offers  a  2850-sheet  capacity.  Plus,  it 
nts  on  a  wide  variety  of  media,  up  to  12x18  and  751b  cover  stock.  Now  everythiny  you  create,  you  can  print  in-house.  Let  us  help  you  exceed  all  speed  limits 
your  office  with  this  or  other  printers,  [all  1-877-362-6567  ext.  1801  or  visit  us  at  www.xerox.com/officeprinting/printl801. 


-ie  Document  Company 
XEROX 


XEROX  PRINTERS  MAKE  IT  HAPPEN, 


XEROX 

NETWORK  PRINTERS 


yright  ©  2001  XEROX  CORPORATION  All  rights  reserved.  Xerox* The  Document  Company"  and  Phaser*  are  trademarks  of  XEROX  CORPORATION  Tektronix*  is  a  trademark  of  Tektronix,  Inc  licensed  to  XEROX  CORPORATION 
id  claim  hased  on  manufacturers'  stated  maximum  default-mode  color  speed  capabilities.  HP  Color  LaserJet  8550  is  property  of  Hewlett  Packard  Company. 


To  The  Contrary 
Means  Business! 

It's  the  business  news  show  for  women 


Women  entrepreneurs,  women  board  members,  women  in  tech- 
nology, women's  lifestyles  and  women's  work-styles — we 
cover  them  all.  To  The  Contrary  delivers  the  top  business  news 
for  women  in  business. 

To  The  Contrary  host  Bonnie  Erbe  (right)  and  BusinessWeek's 
Michelle  Conlin  (left)  tip  you  off  to  all  the  new  trends  and  keep 
you  ahead  of  the  competition.  Missing  them  is  worse  than  miss- 
ing a  hot  stock  tip! 

Watch  them  on  the  only  woman-owned  weekly  news 
analysis  show  airing  on  more  than  225  PBS  stations  nationwide. 
Go  to  www.pbs.org/ttc  for  local  air  dates  and  times. 

To  The  Contrary  is  underwritten  nationally  by 

Mitsubishi  Motors  America, 

Pfizer  Women's  Health,  and  AT&T. 


ADVANCING  THE  Hf.AI.TH  OF  WOMEN 


AT&T 

Business 


A 


MITSUBISHI 
MOTORS 
wake  up  and  drive" 


Readers  Report 


of  catalogs  and  don't  window-shJ 
see  what  the  other  (e.g.,  more  e:| 
sive)  options  are. 

C.  Dr 
San  Frar 

WHY  ARE  PEOPLE  FAT? 
TOO  MUCH  DRIVING  AROUND 

"The  health  costs  of  being  fat" 
nomic  Trends,  June  25)  listed  two 
es  for  our  increasing  collective  wdj 
the  declining  cost  of  food  and 
sedentary  employment.  There  is  a] 
er,  according  to  the  Centers  for  Di| 
Control:  urban  sprawl.  It  means ' 
trips  are  made  by  car  instead  of  wa| 
or  bicycling.  The  rise  in  our  weigh!] 
relates  with  the  increase  in  the 
our  cars.  Proposed  solution:  Makd 
built  environment  walkable  and  bil 
by  mixing  land  uses,  provide  trd 
and  ensure  that  sidewalks  and  trail! 
available  for  nonmotorized  trips. 
Hugh 

Rails-to-Trails  Conser\ 
Washir 


BusinessWeek  online 


The  full  text  of  BusinessWeek,  the  BusinessWeek 
Daily  Briefing,  and  five  years  of  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
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LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  ail 

evening  phone  numbers.  We  reserve  the  right  to  edl 
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electronic  and  print  editions. 

Mail:  BusinessWeek,  1221  Avenue  of  the  Americas,  j 

43rd  floor,  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@businessweek.com 
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SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscription 
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Fax:(641)842-6101 
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ompetition 


2001      race      schedule 

13 Dallas,  TX (214)340-2456 

1 New  York  City  #1  (212)423-2248 

9 San  Francisco,  CA (415)  586-8508 

24 Albany,  NY (518)435-4500 

29 Frankfurt,  Germany  .  .  .  (011-49)  69  68  60  7015 

31 Rochester,  NY (716)  624-8245 

5 14 Buffalo,  NY (716)  816-RACE 

?20 New  York  City  #2 (212)  423-2248 

?21 Boston,  MA (617)439-7700 

'11612. . . ,  London,  England (011-44)207-620-4117 

'17 Stamford,  CT (914)  682-0637 

'19 Morristown,  NJ    (973)  898-9386 

'25  New  York  City  #3 (212)423-2248 

'31 Long  Island,  NY (516)  349-7649 

ust  7 Syracuse,  NY (315)  446-6285 

'JSt  9 Chicago,  IL (773)  777-9000 

ust  14 Paramus,  NJ (973)  898-9386 

tember  25 . . .  Atlanta,  GA (404)  255-1033,  x10 

0ber6 Championship  NYC (212)  423-2248 

ember  14 . . .  Sydney,  Australia" (011)  61-2  94  39  6060 

'.  Season  Opener 


(if  there  is  such  a  thing) 


Register  your  team  for  the  2001  JPMorgan  Chase  Corporate 
Challenge®  Series.  Let's  face  it,  most  people  just  can't  help  themselves 
once  their  competitive  side  takes  over.  In  last  year's  Corporate  Challenge,  more 
than  193,000  men  and  women  representing  over  6,000  companies  ran  as  hard 
as  they  could  for  3.5  miles.  And  this  year's  event  should  be  even  more 
competitive,  with  runners  from  businesses  of  every  size  and  from  all  over  the 
world.  Now's  your  chance  to  compete.  The  strategy,  of  course,  is  up  to  you. 
For  more  information,  visit  jpmorganchasecc.com. 


o 


Morgan  Chase  &  Co.  "Corporate  Challenge"  is  a  registered  trademark  of  J. P.  Morgan  Chase  &  Co. 
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WILSON'S  GHOST 

Reducing  the  Risk  of  Conflict,  Killing,  and  Catastrophe  in  the  21st  Century 

By  Robert  S.  McNamara  and  James  G.  Blight 
PublicAffairs.  270pp.  $24 


DOES  AMERICA  NEED  A  FOREIGN  POL| 
Toward  a  Diplomacy  for  the  21st  Centur 

By  Henry  Kissinger 

Simon  &  Schuster  •  318pp  •  $30 


HOW  SHOULD 

A  SUPERPOWER  REHAVE? 


In  1648,  the  Treaty  of  Westphalia 
ended  the  Thirty  Years  War  in  Eu- 
rope and  ushered  in  a  new  era  of 
geopolitics.  The  pact  created  the  nation- 
state,  which  could  control  its  domestic 
affairs  largely  free  from  outside  inter- 
ference. That  state  of  affairs,  which  last- 
ed more  than  three  centuries,  is  now 
crumbling,  according  to  Robert  S.  Mc- 
Namara and  James  G.  Blight  in  Wil- 
son's Ghost  and  Henry  A.  Kissinger  in 
Does  America  Need  a  Foreign  Policy? 
The  rise  of  supranational  institutions 
such  as  the  European  Union,  the  failure 
of  governments  such  as  that  in  Yu- 
goslavia, international  capital  flows,  and 
NATO's  bombing  of  Serbia  all  show  how 
nation-states  are  being  undermined  and 
how  countries  are  no  longer  reluctant  to 
openly  interfere  in  each  other's  inter- 
nal affairs.  Both  books  also  say  that 
Washington  must  replace  its  arrogance 
of  sole  superpowerdom  with  greater  un- 
derstanding of  other  nations  and  a  real- 
ization of  the  limits  of  America's  power. 
Beyond  those  areas  of  agreement, 
these  two  erudite  and  sometimes  com- 
pelling volumes  take  divergent  paths. 
Kissinger  has  written  a  Baedeker  for 
Secretary  of  State  Colin  L.  Powell,  a 
guidebook  about  every  foreign  policy 
issue  the  Bush  Administra- 
tion is  likely  to  encounter. 
It  is  long  on  detail  and  con- 
text but  short  on  creative 
prescriptions.  In  contrast  to 
Kissinger's  trek  through 
the  weeds  of  geopolitics, 
McNamara  and  Blight  fly 
at  50,000  feet  and  offer 
provocative  nostrums. 

McNamara,  a  former 
Ford  Motor  Co.  executive, 
Defense  Secretary,  and 
World  Bank  president,  and 
his  collaborator,  a  profes- 
sor of  international  rela- 
tions at  Brown  University, 
argue  that  civilization's  survival  may 
depend  on  taking  President  Woodrow 
Wilson  seriously.  Such  Wilsonian  notions 
as  the  League  of  Nations  were  rejected 
at  a  huge  cost:  World  War  II.  Now,  the 
authors  believe  that  an  updated  version 


of  the  League — something  stronger  than 
the  U.  N. — is  needed  to  avoid  repeat- 
ing the  carnage  of  20th  century  wars, 
which  killed  perhaps  160  million  com- 
batants and  civilians.  Mc- 
Namara and  Blight  argue 
that  the  U.  S.  should  pledge 
not  to  use  force  unilaterally 


*& 


NEE0  * 


DOES  AMERICA 

F0RE«GN  POUC^ 

id  *  0'f1**'*'  *' 

'"",„.  jute ■ 


fc   Henry 

not  10  use  iorce  urmaierany     m   y  r  •         •         « 
except  to  repel  an  attack,     ^    fC   ISSlflS*^ 

forgoing  sovereign  rights  in 
favor  of  the  collective  secu- 
rity of  a  multilateral  organi- 
zation. It  is  folly  to  think 
"that  sustainable  peace  will 
be  maintained  simply  by 
plotting  to  achieve  an  al- 
leged 'balance  of  power' 
without  a  strong  interna- 
tional organization  to  enforce 
it,"  they  write. 

This  heavily  footnoted 
book — there  are  more  citations  in  Chap- 
ter Two  alone  than  in  Kissinger's  en- 
tire work — argues  that  the  possibility 
of  two  nuclear  powers  miscalculating 
and  going  to  war  is  too  cataclysmic  to 
permit.  The  authors  contend  that  a  mul- 
tilateral forum,  which  would  have  given 
allies  such  as  France  and  Britain 
greater  say  in  U.  S.  policy  in  Indochina, 
might  have  averted  the  Vietnam  War. 
McNamara  and  Blight  also 
believe  nations  should 
move  toward  eliminating 
nukes  entirely,  arguing 
that  working  toward  that 
goal,  despite  its  difficulties, 
is  safer  than  proliferation. 
Kissinger,  a  former  Na- 
tional Security  Adviser 
and  Secretary  of  State, 
adopts  a  far  different  ap- 
proach. He  seems  to  take 
the  globe  in  his  hands,  turn 
it  slowly,  and  explain 
everything  he  sees  on  each 
continent.  In  doing  so,  he 
provides  surprisingly  micro  discussions 
for  a  grand  strategist,  including  a  bit 
on  the  possibility  of  a  rift  between 
Brazil  and  Argentina  because  Brazil's 
currency  floats  while  Argentina's  peso 
is  tied  to  the  dollar.  Such  details,  and 
his  illuminating  historical  analyses  of 
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both  hot  spots  and  allies,  supp 
central  point  that  policymakers  to| 
ten  ignore:  Policies  that  disregan 
torical  context  are  bound  to  fail 
— -^ "HM        The    substance    of 
Kissinger  book  is  diffe: 
too.  He  focuses  on 
taining  balances  of  p 
around  the  world.  An 
is  utterly  dismissive  o: 
lective  security.  Notin 
workings  of  the  U.  N 
curity   Council,   he 
"When     all     particip 
agree,  the  need  for  co 
tive  security  is  mini 
when  they  split,  it  is 
possible  to  apply." 

Like  McNamara 
Blight,  Kissinger  beli< 
that  morality,  rather  than  self-ri 
eous  moralism,  is  a  key  ingredien 
foreign  policy.  He  believes  in  hun 
tarian  intervention  if  it  is  based  r. 
universally  applicable  principle,  has 
port  within  the  U.S.  and  internation 
and  has  some  relationship  to  the 
torical  context  of  the  region.  He  arj 
that  Washington  should  have  interve 
in  Rwanda  and  Sierra  Leone,  but 
qualms  about  Kosovo.  It's  not  c] 
however,  how  the  African  crises 
his  criteria  more  than  the  Kos 
tragedy.  The  only  consistency  is  1 
Kissinger  regards  whatever  Presic 
Clinton  did  as  wrong.  On  other  majoi 
sues,  Kissinger  offers  useful  anal} 
but  few  edifying  recommendations 
says,  for  example:  "Confrontation  I 
China  should  be  the  ultimate  recou 
not  the  strategic  choice."  Duh. 

In  the  end,  the  value  of  these  bo 
is  their  historical  perspective.  A 
belief  of  both  the  Clinton  and  Bush 
ministrations  is  that  democracy  and  1 
markets  make  the  world  safer.  Bui 
Wilson's  Ghost  notes,  prosperity  di( 
avert  World  W;ir  I.  And  Kissinger  qi 
tions  whether  the  U.  S.  can  graft  its 
ues  onto  all  other  cultures.  Policymak 
neglect  these  insights  at  their  pea 
BY  STAN  CRC 
Crock  covers  national  security  iss 
from,  Washington. 
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Home  networks  are  about  ready  to  make  the 
transition  from  plaything  for  the  techno 
avant  garde  to  mainstream  consumer  prod- 
uct. Before  long,  you'll  not  only  be  able  to  have 
several  computers  share  an  Internet  connection, 
but  music  downloaded  to  a  computer  will  play  on 
your  stereo  system,  and  you'll  show  the  photos 
stored  on  your  PC  hard  drive  on  your  TV. 

Today's  home  networks,  however,  carry  the 
legacy  of  their  development  as  academic  and 
corporate  tools:  They  are  way  too  complex  for 
most  folks  to  configure  and  manage.  We  need  a 
combination  of  hardware  and  services  that  will 
allow  people  to  enjoy  the  benefits  of  linking 
home  systems  together  without  first  having  to 
become  network  engineers. 

The  Servio  PS- 100  home  server  from  Memora 
Corp.  (www.memora.com),  starting  at  $1,295, 
doesn't  completely  solve  the  problem,  but  I  found 
it  was  a  big  step  in  the  right  direction.  The 
Servio  is  about  the  size  and  shape  of  a  small 
minitower  PC.  It  runs  on  the  Linux  op 
erating  system  and — because  all 
interaction  takes  place 
through  your  usual 
Web  browser — Servio 
doesn't  require  its  own  \  \ 
monitor  or  keyboard.  \     ^ 

The  Servio  acts  as  a  \ 

gateway      linking  C^ 

computers  to  your     -^* 
Internet  connection       £  — 
as  well  as  serving  as  a  i 

firewall.  More  important,  ^"T^ 
it  lets  you  get  your  sys-  • 
terns  talking  without  your 
knowing  more  than  how  to 
plug  in  a  cable.  It  comes  con- 
figured based  on  the  information 
you  give  about  your  setup,  so 
you  need  not  deal  with  the 
mumbo-jumbo  of  IP  addresses 
and    DNS   servers.    Servio   is 
managed  and  updated  remotely 
by  Memora  technicians. 

Managing  a  home  network 
isn't  a  $1,295  job,  but  the 
Servio  does  a  lot  more  to  jus- 
tify the  cost.  Probably  most 
important,  it  serves  as  a 
repository  for  your  digital 
music.  When  you  pop  a  disk 
into  the  CD-RW  drive,  it  con- 
verts the  tracks  to  MP3  format 


and  saves  them  to  Servio's  30-gigabyte  hard  drive, 
which  could  hold  over  500  hours  of  music.  A  60-GB 
drive  is  a  $200  option.  The  music  can  be  played  on 
any  computer  on  your  home  network  or  out  on  the 
Internet  simply  by  entering  the  Web  address  of 
your  Servio  in  your  browser  and  logging  in  with  a 
user  name  and  password.  Internet  Explorer  and 
the  latest  version  of  Windows  Media  Player  (or 
QuickTime  on  a  Mac)  are  required.  The  Servio 
can  create  CDs  from  your  playlists.  Unfortunately, 
it  writes  disks  only  in  standard  74-minute  audio-CD 
format,  meaning  that  you  cannot  take  advantage  of 
the  new  CD  players  that  give  you  10  hours  to  a 
disk  by  reading  MP3s. 

You  can  move  photos  and  videos  from  any  PC 
to  the  Servio  just  by  dragging  them  into  a 
browser  window.  Pictures  can  be  transferred 
back  to  computers  for  editing  or  printing  and  can 
also  be  written  out  to  CD. 

With  a  Servio,  you  get  your  own  mail  sys- 
tem, with  an  address  something  like  my- 
name@myserver.psl00.net.  You  can  read  or  write 
mail  for  accounts  on  the  Servio  from  any  brows- 
er, anywhere  on  the  Net.  It  works  a  lot  like 
any  Web-based  mail  program,  such  as  Hotmail. 
ON  TOE  PLANNING  BOARD.  The  Servio  is  far  from 
perfect.  It  plugs  directly  into  a  cable  modem  but 
does  less  well  with  the  more  complex  dsl  phone 
service,  typically  requiring  an  additional  piece  of 
equipment,  such  as  a  $100  Linksys  dsl  router. 
Memora  plans  to  improve  dsl  support.  And  the 
remote  management  capability  lets  new  features 
be  added  to  installed  units  without 
the  owner  doing  a  thing.  Another 
feature  planned  for  future  up- 
grades is  a  document  reposito- 
ry, which  would  let  a 
Servio  be  used  to  share 
B  Word  documents  and 
other  files. 

One  missing  feature  is 

wireless  Ethernet.  Home 

networks   are  increasingly 

being  based  on  wireless,  and 

while  the   Servio  works  fine 

with  an  external  wireless  base 

station,  it's  a  complexity  that 

consumers   must   cope   with 

themselves.  Built-in,  remotely 

managed  wireless  is  under 

development. 

As  home  networks  grow 
more  complex — and  as  they 
expand  to  include  stereo 
systems    and    televi- 
sions, as  well  as  com- 
puters— the  need  for  re- 
mote  configuration   and 
management  will  become 
critical.  So  far,  neither 
equipment  makers  nor 
service  providers  have 
shown  much  interest, 
but  maybe  a  start- 
up like  Memora  can 
show  the  way. 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


WHY  WOULD  A  ROCK  STAR 
WANT  TO  TALK  TO  ME? 


NO,  BONO: 

Bono  of  Irish 
band  U2 
is  tackling 
the  African 
AIDS  crisis. 
I  told  him 
why  I 
think  his 
approach  is 
misguided. 


Robert  J.  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


I  first  met  Bono  of  the  rock  group  U2  a  couple 
of  years  ago  when  he  had  barely  begun  his 
quest  for  the  Jubilee  2000  campaign  for  debt 
forgiveness.  At  a  lunch  in  Cambridge,  Bono  and 
my  colleague  Jeffrey  D.  Sachs  argued  for  the 
importance  of  debt  relief  as  a  spur  to  economic 
development,  and  I  explained  my  reasons  for 
skepticism.  I  think  I  helped  to  sharpen  their  ar- 
guments, though  they  surely  were  not  persuaded 
to  abandon  their  mission. 

Since  that  lunch  in  summer,  1999,  Bono's  cam- 
paign has  brought  him  into  contact  with  many 
world  leaders,  including  then-President  Bill  Clin- 
ton and  the  Pope  (who  is  said  to  have  tried  on 
Bono's  famous  sunglasses).  He  swayed  numerous 
politicians  and  economists  to  his  cause,  including 
then-Treasury  Secretary  Larry  Summers.  Even 
more  remarkable,  Bono  was  as  successful  with 
conservatives,  such  as  Senator  Jesse  A.  Helms 
(R-N.  C),  who  recently  hosted  a  Washington  din- 
ner for  Bono,  as  he  was  with  liberals.  This  great 
exercise  in  persuasion  culminated  in  the  $435 
million  debt  relief  legislation  of  November,  2000. 
Moreover,  despite  all  the  time  Bono  spent  trav- 
eling and  lobbying  politicians,  U2  produced  in 
2000  the  brilliant  album  All  That  You  Can't 
Leave  Behind. 

Bono  combined  the  Boston  stop  of  his  Eleva- 
tion Tour  with  the  delivery  of  the  class-day 
speech  at  this  year's  Harvard  University  com- 
mencement (at  which  he  was  made  an  honorary 
member  of  the  class  of  2001).  He,  Sachs,  and 
Summers  also  spoke  at  a  gala  dinner  at  the 
Kennedy  School  of  Government's  Center  for  In- 
ternational Development,  which  gave  Bono  an 
honorary  master's  degree.  He  expressed  appre- 
ciation to  Sachs,  his  frequent  road  companion 
on  the  debt-relief  mission,  and  to  Summers,  who 
overcame  initial  doubts  to  become  a  critical  pro- 
ponent of  debt-relief.  Bono  did,  however,  refer  to 
Summers  in  his  Class  Day  speech  as  culturally 
challenged,  a  remark  that  confirmed  what  Clinton 
had  said  in  a  speech  that  celebrated  the  pas- 
sage of  the  debt-relief  law  last  November:  "I'll 
never  forget  one  day  Secretary  Summers  coming 
in  to  me  saying:  'You  know,  some  guy  just  came 
in  to  see  me  in  jeans  and  a  t-shirt,  and  he  just 
had  one  name,  but  he  sure  was  smart.  Do  you 
know  anything  about  him?' " 

I  was  surprised  at  the  Kennedy  School  dinner 
when  Bono  asked  to  meet  with  me  again,  and  I 
readily  accepted  his  upcoming  Boston  event  as 
the  venue.  After  an  amazing  concert,  which  even 
I  was  sufficiently  culturally  adept  to  appreciate, 
Bono  and  I  met  at  the  hospitality  suite  of  his  ho- 


tel. Despite  having  just  completed  three  hours  oj 
intense  performing,  Bono  launched  into  a  dis- 
cussion  of  his  new  mission,  alleviating  the  AID! 
epidemic  in  Africa.  He  said  he  wanted  to  com- 
bine a  push  for  medical  assistance  from  ric' 
countries  with  an  expansion  of  international 
trade.  Moreover,  as  with  our  earlier  talk  aboui 
debt  relief,  he  wanted  to  get  an  understanding 
the  conservative  objections  to  his  ideas.  (M; 
daughter,  Lisa,  who  was  also  there  and  is  still 
U2  fan  at  age  26,  said  later  she  couldn't  believ 
the  wondrous  Bono  sounded  like  her  dad.) 

In  our  discussion  in  Boston  and  in  subse 
quent  e-mails,  I  agreed  that  the  African  AID! 
epidemic  is  a  catastrophe,  but  I  expressed  con 
cerns  about  the  efficacy  of  Bono's  plan.  Al 
though  large  pharmaceutical  companies  wouli 
likely  yield  to  international  pressures  to  providi 
AIDS  drugs  at  low  costs,  the  expenses  for  de 
livery  would  still  be  very  high.  Moreover,  it  i 
probably  a  bad  idea  to  take  the  profitabilit; 
out  of  this  business  because  any  cure  or  vaccine| 
for  AIDS  is  likely  to  emerge  from  the  efforts  o1 
profit-seeking  corporations. 
UNINTENDED  SPREAD.  Another  problem  is  that] 
the  rigorous  regimens  the  treatments  require 
make  questionable  their  effectiveness  in  low-in- 
come societies.  If  this  is  not  enough,  one  also  has 
to  realize  that  to  the  extent  the  treatments  were 
effective,  the  resulting  increase  in  life  spans 
could — since  the  medicines  are  not  cures — -actu- 
ally expand  the  epidemic.  I  also  mentioned  that 
assistance  might  be  more  efficiently  directed  at 
measles  and  malaria,  for  which  the  dollar  cost  of 
saving  a  life  is  much  lower.  However,  in  order  to 
say  something  positive,  I  noted  that  expanded  in- 
ternational trade  is  a  good  idea  and  that  it  is  po- 
litically astute  to  combine  this  economic  ortho- 
doxy with  the  expansion  of  medical  aid. 

Because  I  hold  Bono  in  high  esteem,  I  wish  I 
could  believe  that  debt  relief  and  assistance  for 
AIDS  would  encourage  economic  development 
and  save  lives  in  Africa.  But  my  understanding 
of  economics  and  my  research  on  economic 
growth  keep  me  from  believing  these  things.  I 
wonder  what  would  happen  if  Bono  instead  di- 
rected his  persuasive  talents  to  further  the  clas- 
sical liberal  ideas  that  actually  matter  a  lot  for 
economic  performance.  I  have  in  mind  properly 
rights,  the  rule  of  law,  free  markets,  and  small 
government.  And  I  would  be  happy  to  include 
efficient  investments  in  human  capital  in  the 
form  of  education  and  health.  But  of  course, 
this  is  just  a  dream.  And  the  concert  in  Boston 
really  was  great. 
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V 


NISSAN  BREAKS  NEW  GROUND  IN  MISSISSIPPI. 


'X 


After  over  40  years  of  building  some  of  the  world's 
X_y[_yS  usa  most  innovative  cars  and  trucks,  Nissan  is  breaking 
new  ground  once  again.  This  time  in  Canton,  Mississippi,  with  the  construction 
of  a  brand-new,  leading-edge  assembly  plant.  This  plant  will  have  the 


increasing  demand  for  Nissan  products  in  North  America.  Of  course,  along  with 
creating  some  of  the  world's  most  impressive  vehicles,  this  Nissan  plant  will  also 
create  an  impressive  number  of  jobs-potentially  4,000-as  well  as  provide 
a  catalyst  for  further  economic  development  in  Mississippi.  In  other  words. 


capacity  to  build  some  250,000  Nissan  full-size  trucks,  full-size  sport    f — >a^  Mississippi's  helping  Nissan  leave  everyone  else  in  the  dust.  For  more  infor- 
utility  vehicles  and  the  next  generation  Nissan  minivan.  All  to  meet  the     NISSAN      mation  on  this  historic  partnership,  visit  www.mississippiandnissan.com 


US  -built  Nissans  consist  of  domestic  and  globally  sourced  parts.  Nissan  is  a  Nissan  trademark.  ©2001  Nissan  North  America.  Inc. 


Economic  Trends 


BY  GENE  KORETZ 

HEDGE  FINDS' 
LONG  SHADOW 

They're  complicating  the  Fed's  job 

Have  hedge  funds  become  a  poten- 
tially destabilizing  transmission 
mechanism  of  monetary  policy?  That's 
the  intriguing  question  posed  by  David 
Hale,  chief  economist  of  Zurich  Finan- 
cial Services. 

It's  hardly  surprising  that  Federal 
Reserve  policymakers  now  keep  a 
weather  eye  on  the  stock  market.  Ris- 
ing stock  ownership  among  the  public 
and  top  executives  has  vastly  increased 
the  market's  effect  on  consumer  and 
corporate  behavior.  The  capital  markets 
have  also  made  big  inroads  into  bank 

THE  HUGE  SURGE  IN 
STOCK-TRADING  VELOCITY 


ANNUAL  TURNOVER 
150 —    STANDARD  &  POOR'S  500  ■ 
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▲  PERCENT  (SHARES  TRADED  DIVIDED     'FIRST  FOUR  MONTHS 
BY  TOTAL  SHARES  OUTSTANDING)  ANNUALIZED 

Data:  Morgan  Stanley  Research 

lending's  share  of  financing  activity. 

At  the  same  time,  says  Hale,  the 
huge  swings  in  many  high-cap  stocks 
imply  that  the  market  has  become  more 
reactive  to  changes  in  monetary  policy, 
as  does  the  explosion  in  stock  trading. 
So  far  this  year,  he  notes,  the  level  of 
turnover  (shares  traded  relative  to 
shares  outstanding)  is  running  at  a 
188%  annual  rate  (373%  in  the  case  of 
technology  stocks),  vs.  128%  in  1996. 

A  major  factor  in  these  developments, 
Hale  believes,  is  the  dramatic  growth 
of  hedge  funds- — private  funds  catering 
to  wealthy  folks  and  institutional  in- 
vestors that  can  sell  stocks  short  as  well 
as  go  long.  Industry  estimates  indicate 
that  such  funds  now  manage  $400  bil- 
lion to  $500  billion  spread  across  3,000  to 
4,000  firms,  and  that  new  hedge  funds 
are  being  launched  almost  daily. 

Hale  argues  that  hedge  funds  are 
changing  the  market's  response  to  mon- 
etary policy.  In  1999  and  early  2000, 
when  the  Fed  stayed  relatively  loose 
in  deference  to  Y2K  fears,  the  funds 
were  primarily  long  the  market  and 


helped  push  prices  sharply  higher.  Af- 
ter the  Fed  tightened,  they  began  to 
short  the  technology  sector,  driving  it 
sharply  lower.  And  when  aggressive 
Fed  easing  finally  caused  stocks  to  sta- 
bilize earlier  this  year,  he  says,  their 
actions  to  cover  short  positions  caused 
many  stocks  to  rally  sharply  in  April 
and  May  despite  continuing  erosion  in 
profits  and  orders. 

Attracted  by  the  opportunity  for  ar- 
bitrage with  the  stock  market,  hedge 
funds  have  also  been  big  buyers  of  con- 
vertible bonds.  According  to  some 
traders'  estimates,  their  holdings  now 
account  for  roughly  half  of  today's  $188 
billion  convertible-bond  market. 

What's  worrisome  about  the  grow- 
ing impact  of  hedge  funds,  says  Hale, 
is  that  "they  are  so  momentum-driven 
that  they  tend  to  encourage  market 
overshooting  both  ways  in  response  to 
monetary  policy  shifts."  Their  collec- 
tive actions,  he  claims,  helped  drive  the 
market  to  ridiculous  levels  of  valuation 
a  few  years  ago  and  sparked  both  the 
subsequent  implosion  of  many  large-cap 
tech  stocks  and  their  more  recent  rally. 

The  bottom  line:  A  new  and  highly 
reactive  channel  is  amplifying  the  im- 
pact of  monetary  policy  on  the  stock 
market.  Rising  trading  velocity  asso- 
ciated with  hedge-fund  activity,  says 
Hale,  suggests  that  "we  are  witness- 
ing an  unprecedented  institutionaliza- 
tion of  speculation  without  any  anchor 
in  traditional  valuation  measures." 

At  the  least,  this  implies  that  the  fi- 
nancial system  is  becoming  a  lot  more 
volatile — and  that  the  Fed's  task  is  be- 
coming even  more  complicated. 


AN  URBAN  REVIVAL 
IN  THE  MIDWEST? 

Yes,  but  its  cities  still  lag  the  burbs 

Back  in  the  early  1980s,  most  Mid- 
western central  cities  appeared  to 
be  in  a  state  of  steady  decline,  buffeted 
by  a  continuing  outmigration  of  people 
and  businesses  to  suburban  sites  and 
other  regions.  During  the  1990s  boom, 
however,  reports  William  A.  Testa  of 
the  Federal  Reserve  Bank  of  Chicago, 
unemployment  fell  sharply,  average  real 
household  income  rose  15%  to  20%,  and 
many  cities  saw  an  influx  of  skilled  ser- 
vice workers  and  empty-nesters  seek- 
ing the  advantages  of  city  life. 

Does  this  mean  that  the  central  cities 
are  closing  the  growth  gap  with  their 
suburbs?  Not  yet,  says  Testa.  According 
to  his  analysis  of  11  big  Midwestern 


cities,  their  overall  population  nearlj 
stabilized  in  the  1990s  but  their  suburl 
ban  populations  still  grew  by  9%.  Onlj 
Chicago,  Minneapolis,  Indianapolis,  anc 
Columbus,  Ohio  gained  residents. 

Further,  although  urban  joblessnes^ 
fell  sharply,  most  central  cities  still  sufJ 
fered  job  losses  in  the  1990s,  with  juslT 
Chicago,  Indianapolis,  and  Columbu^ 
bucking  the  trend.  And  despite  healthj 
increases,  average  city  incomes  r( 
mained  far  below  those  in  the  burbs. 

Testa's  analysis  indicates  that  the 
Midwest's  urban  revival  was  still  a  worl< 
in  progress  at  the  end  of  the  1990s.  The 
big  question  now  is  how  well  the  re-l 
gion's  central  cities  will  weather  its  cur^ 
rent  industrial  recession,  which  is 
fecting  many  residents  who  travel  tc 
suburban  jobs. 

With  James  Mehrinc 


FEWER  KIDS  WITHI 
SINGLE  MOMS 

Especially  in  minority  households 

There's  good  news  for  those  con- 
cerned about  the  problems  facing 
children  living  with  single  mothers  in 
low-income  families.  According  to  the 
Center  on  Budget  &  Policy  Priorities, 
during  the  late  1990s  the  share  of  U.  S. 
kids  living  with  single  moms  fell  appre- 
ciably in  households  whose  incomes  were 
less  than  twice  the  poverty  level. 

The  declines  between  1995  and  2000 
were  particularly  large  among  children 
in  minority  households,  dropping  from 
47.1%  and  24.6%  of  black  and  Hispanic 
kids,  respectively,  to  43.1%  and  21.3%. 
In  both  cases,  the  proportion  of  chil- 
dren living  with  two  married  parents 
also  rose.  By  contrast,  the  shares  of 
black  and  Hispanic  youngsters  in  sin- 
gle-mom families  did  not  change  sig- 
nificantly between  1985  and  1995. 

The    center  —— ^— ^— —— 


doesn't  speculate 
on  the  cause  of  the 
latest  shift.  But 
experts  indicate 
that  possible  con- 
tributing factors 
include  declining 
teenage  pregnan- 
cy rates,  increased 
wages  earned  by 
low-income  work- 
ers, and  welfare- 
system  reforms. 
Whatever  the  rea- 
son, the  change  is 
welcome. 


CHANGING 
BLACK  FAMILIES 

BLACK  CHILDREN  LIVING  WITH: 
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Picking  stocks  the  Janus  way  means  looking  at  every  company  like  a  new  territory. 
Mapping  out  every  corner,  every  nook,  every  cranny.  Going  beyond  the  numbers  and 
finding  out  where  they've  been.  Where  they're  going.  Where  the  roads  lead.  And  which 
look  like  dead  ends.  Before  your  money  goes  into  a  stock,  Janus  learns  the  lay  of  the  land. 


Introducing  Janus  Global  Value  Fund 


Janus  Global  Value  Fund  seeks  long-term  growth  of  capital  by  investing  in 

companies  of  any  size,  anywhere  in  the  world,  which  Janus  finds  reason  to  believe 

are  undervalued  relative  to  their  intrinsic  value.  Launch  date:  June  29. 2001. 
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I  Pure  performance  meets  price  performance.  Find  out  what's 
driving  the  world's  fastest  servers  at  intel.com/ebusiness. 
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Introducing  Sprint  E|Solutions  They  call  this  transport?  This  is  transport:  a  fast,  highly  reliable  network 
backbone  with  just  one  autonomous  system  number.  (One  AS  number  means  a  flatter  network  architecture 
that  has  fewer  bumps  in  the  road,  like  conversions  and  translations.)  It's  a  network  that's  a  breeze  to  maintain. 
A  network  that  gives  you  streamlined  performance  that  can  blow  your  face  back  towards  your  ears.  Now, 
you  can  take  your  business  as  far  as  you  can  dream — after  all,  our  industry-leading  SLAs  can  help  take  you 
there  safely.  And  our  state-of-the-art  security  services  will  be  there  to  help  protect  you  around  the  clock — 
and  around  the  world.  In  the  global  race  for  E-business  prowess,  this  is  where  the  rubber  meets  the  road. 
See  the  difference  for  yourself:  1  877  495-3501  ext.  05  or  www.sprintesolutions.com/backbone5 
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Sprint  Evolutions' 
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WHY  THE  FED  HAS  STOPPED  FIRING  OFF 
DOUBLE-BARRELED  RATE  CUTS 

Concerns  about  too  much  stimulus,  glimmers  of  hope  for  a  turnaround 


US.  ECONOMY 


PURCHASERS  SEE 
A  SLIGHT  IMPROVEMENT 


Gradualism  is  back  in  vogue 
at  the  Federal  Reserve,  but 
it  appears  to  have  been  the  result  of  compromise,  not 
unanimous  consent.  After  an  unusually  bold  series  of 
five  half-point  cuts  in  interest  rates,  growing  dissension 
within  the  Fed's  ranks  over  the  size  and  speed  of  cuts 
appears  to  have  played  a  key  role  in  the  policymakers' 
June  27  decision  to  shift  back  to  quarter-point  cuts. 

The  discord  seems  odd  at  a  time  when  the  economy 
is  still  obviously  weak,  but  it  is  also  a  sign  that  the  Fed 
is  starting  to  grapple  with  the  risks  associated  with  its 
sell-<  I  escribed  "rapid  and  aggressive"  policy.  The  prob- 
lem: Given  the  huge  amount  of  stimulus  already  in  the 
pipeline,  and  given  the  uncertain  lags  between  policy 
changes  and  their  impact  on  growth,  policymakers  are 
more  in  the  dark  than  usual  about  how  much  easing  is 
(necessary  and  how  much  may  be  too  much. 

One  implication  of  the  Fed's 
new  caution  is  that  the  eas- 
ing cycle  is  almost  finished. 
Obviously,  a  lot  will  depend 
on  the  data  this  summer,  and 
the  Fed  still  believes  that  the 
risks  in  the  outlook  are  tilted 
toward  economic  weakness. 
But  the  latest  data  on  con- 
sumer spending,  factory  in- 
ventories, industrial  activity, 
and  jobless  claims  suggest 
that  the  economy  was  a  bit  stronger  at  the  end  of  the 
second  quarter  than  it  was  at  the  start  (charts). 

Consequently,  if  the  numbers  continue  to  hint  that 
the  worst  of  this  slowdown  has  passed,  one  more  quar- 
;  ter-point  cut  at  the  Fed's  Aug.  21  meeting  would  be  the 
[last  easing  move,  and  the  Fed  would  likely  shift  its 
view  of  the  outlook  to  neutral,  meaning  that  the  risks  of 
weak  growth  and  higher  inflation  are  evenly  balanced. 

THE  RETURN  OF  GRADUALISM  may  have  hinged  on 
ifour  concerns  underlying  Fed  policy.  First,  heading 
into  the  meeting.  Fed  Chairman  Alan  Greenspan — 
who  typically  sounds  out  voting  members  beforehand — 
may  have  known  there  was  no  consensus  for  a  half- 
point  cut.  Second,  the  barriers  to  a  second-half  pickup 
seem  to  be  diminishing.  Third,  some  policymakers  are 
beginning  to  worry  about  overeasing.  And  last,  the 
Fed  loves  to  have  ammo  at  the  ready.  Why  waste  a  su- 
persize  cut  when  a  smaller  one  will  do? 
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Data:  National  Association  of 
Purchasing  Management 


CONSUMERS  HAVE  NOT 
THROWN  IN  THE  TOWEL 


REAL  CONSUMER 
SPENDING 
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A  QUARTERLY  PERCENT  CHANGE, 
ANNUAL  RATES  'THROUGH  MAY 
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The  first  reason  for  baby  steps,  a  possible  lack  of 
consensus,  could  only  be  guessed  at  on  June  27.  The 
biggest  piece  of  evidence  was  the  brevity  of  the  Fed's 
statement.  Unlike  the  notes  announcing  previous  cuts, 
in  which  the  Fed  spelled  out  its  concerns,  this 
statement  was  almost  boilerplate  in  its  language,  as  if 
the  individual  policymakers  could  not  agree  on  a 
more  detailed  view  of  the  economy. 

But  clear  evidence  of  a  pol- 
icy split  came  to  the  fore  on 
June  28,  when  the  Fed  re- 
leased the  minutes  of  the  May 
15  meeting.  Those  minutes  of- 
fered the  surprising  news  that 
Kansas  City  Federal  Reserve 
Bank  President  Thomas  M. 
Hoenig  voted  against  the 
Fed's  half-point  cut  last  May, 
preferring  a  "less  aggressive 
easing  action,"  and  that  two 
other  members  who  voted;  for  the  half-point  cut  said 
they  could  have  supported  a  less  aggressive  move. 
Outright  dissent  is  unusual,  since  the  Fed  prefers  to 
present  a  unanimous  front. 

In  addition,  the  entire  policy  committee  agreed  back 
in  May  that  the  Fed  might  soon  have  to  shift  its  out- 
look toward  a  more  balanced  assessment  of  the  relative 
risks  between  economic  weakness  and  future  inflation. 
Moreover,  the  minutes  said  that  such  a  shift  would 
come  "probably  well  before  substantial  evidence  had 
emerged  that  economic  growth  had  strengthened  ap- 
preciably." The  Fed  concluded  that,  absent  adverse 
shocks,  the  amount  of  further  easing  was  unclear,  but  it 
also  said  that  "some  members  noted  that  the  end  of  the 
easing  process  might  be  near." 

THE  ARGUMENT  to  end  rate-cutting  altogether  is 
based  on  the  second  reason  for  more  caution:  There  is 
nascent  evidence  that  the  economy  has  already  weath- 
ered the  harshest  elements  of  this  slowdown,  and 
growth  in  the  second  half  will  be  healthier. 

On  that  front,  stalwart  consumers  remain  the  econ- 
omy's greatest  hope.  Households  increased  their  price- 
adjusted  purchases  by  0.3%  in  both  April  and  May. 
That  means  real  consumer  spending  is  on  track  to 
grow  at  an  annual  rate  of  at  least  2.5%  in  the  second 
quarter. 

That  solid  pace  probably  offset  the  drag  from  a 
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wider  trade  gap  and  declines  in  capital  investment 
during  the  spring  months  (chart).  And  households  kept 
up  their  spending  despite  a  weaker  job  market  in  the 
second  quarter.  By  late  June,  though,  new  claims  for 
jobless  benefits,  which  tend  to  foreshadow  job-market 
trends,  fell  sharply.  And  household  confidence  was 
brighter  in  June,  in  part  because  consumers  think  job 
prospects  will  be  better  in  the  second  half. 

Even  the  manufacturing  data  looked  a  bit  better  in 
June  than  in  May.  The  purchasing  managers'  index,  a 
composite  of  production,  orders,  employment,  invento- 
ries, and  delivery  times,  rose  to  44.7%  last  month  from 
42.1%  in  May.  The  orders  and  production  indexes  both 
showed  significant  gains.  But  because  the  PMI  remains 
below  50%,  the  index  is  only  suggesting  that  the  man- 
ufacturing recession  is  not  worsening.  There  are  no 
signs  that  the  factory  downturn  has  ended. 

IF  THE  OVERALL  ECONOMY  is  set  to  show  better 
growth  in  the  second  half,  however,  certain  resources, 
most  notably  the  labor  markets,  have  not  loosened  up 
enough  to  keep  cost  pressures  from  becoming  a  prob- 
lem in  2002.  This  fear  bolsters  the  third  argument  for 
gradualism:  Too  much  stimulus  may  already  be  in  the 
pipeline.  As  Fed  Governor  Laurence  H.  Meyer  warned 
in  June:  "We  have  to  be  concerned  that  as  we  ease  to 
mitigate  the  risks  of  a  persistent  slowdown  or  recession 
we  do  not  at  the  same  time  create  conditions  that  lead 


to  higher  inflation  as  the  expansion  gathers  momen 
turn."  The  concern  is  that  rising  labor  costs  could  trig- 
ger a  new  round  of  price  pressures,  and  the  Fed  could 
be  forced  to  start  hiking  rates  early  next  year. 

Such  a  quick  turnaround  in  policy  would  open  the 
Fed  to  sharp  criticism,  as  happened  in  late  2000.  Back 
then,  when  the  economy  slowed  dramatically,  some  an 
alysts  and  business  executives  griped  that  the  Fed; 
May,  2000,  half-point  rate  hike  was  overkill.  They  sai 
the  economy  was  paying  for  the  Fed's  mistake. 

Of  course,  Greenspan  &  Co. 
denied  any  misjudgment,  but 
monetary  policy  is  not  an  ex- 
act science.  That's  why  the 
Fed  likes  to  use  its  ammuni- 
tion sparingly  unless  drastic 
measures  are  needed. 

Right  now,  the  betting  is 
that  the  Fed  will  move  anoth- 
er quarter-point  in  August. 
But  if  the  data  turn  surpris- 
ingly sunny,  or  if  the  tax  re- 
bate unleashes  more  consumer  spending  than  is  now  ex 
pected,  don't  be  surprised  if  the  Fed  keeps  its  gum 
holstered.  Whether  the  bank  fires  one  more  time  or 
the  uncertainty  of  the  economic  outlook,  coupled  wit 
the  latest  signs  of  dissension  at  the  Fed,  suggest  th 
August  powwow  will  be  a  spirited  affair. 


CAPITAL  GOODS  ORDERS 
REMAIN  WEAK 
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HERE  COMES  ONE  UNHAPPY  ANNIVERSARY 

N 


o  candles  will  be  lit.  But  Ar- 
gentina will  soon  mark  its  re- 
cession's third  birthday. 

Real  gross  domestic  product 
has  been  contracting  since  the 
third  quarter  of  1998.  In  the  first 
quarter  of  2001,  it  was 
down  2.1%  from  its 
year-ago  level,  and  the 
data  suggest  real  GDP 
shrank  further  last 
quarter.  Sales  at  su- 
permarkets and  shop- 
ping centers  are  down 
from  a  year  ago,  as  is 
construction  activity. 
Factory  output  has 
been  weak  all  year, 
and  the  jobless  rate  is  stuck  in 
the  mid-teens.  No  wonder  con- 
sumer confidence,  after  staging  a 
small  rebound  at  the  turn  of  the 
year,  is  sinking  again  (chart). 

The  long  recession  has  height- 


C0NFIDENCE  IS 
TUMBLING  AGAIN 
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PERCENT  REPORTING  OPTIMISM 
ABOUT  THE  ECONOMY 
Data:  Bloomberg  Financial  Markets 


ened  the  risk  of  a  debt  default, 
resulting  in  double-digit  interest 
rates  as  investors  demand  a  high- 
risk  premium.  And  Argentina's 
problems  are  hurting  other  Latin 
American  countries.  In  particular, 
Brazil  has  seen  its 
real  weaken  sharply 
partly  because  of  its 
neighbor's  woes. 

About  the  only 
bright  spot  for  Ar- 
gentina is  low  infla- 
tion. May  consumer 
prices  were  up  just 
0.2%  from  a  year  ago. 

A  turnaround  will 
not  be  easy.  In  early 
June,  Economics  Minister  Domin- 
go Cavallo  introduced  a  radical 
plan  that  includes  tax  incentives 
for  consumers  and  businesses  to 
lift  growth.  It  also  attempts  to 
boost  exports.  In  mid-1998,  before 


the  slump,  exports  were  rising 
from  10%  and  15%  per  year.  Now 
they're  barely  growing. 

That's  because,  for  the  past 
decade,  the  Argentine  peso  has 
been  directly  pegged  to  the  U.  S. 
dollar,  causing  an  overvaluation  of 
the  peso  and  an  attendant  high 
price  for  Argentine  goods  on  the 
global  market.  Cavallo's  plan  calls 
for  calculating  export  subsidies 
based  on  an  exchange  rate  tied  to 
both  the  dollar  and  the  euro.  Ini- 
tiatives against  tax  evasion  will 
be  launched  to  help  pay  for  these 
new  government  programs. 

Cavallo  has  a  deadline  on  his 
hands.  In  October,  national  elec- 
tions will  cover  all  of  the  Senate 
and  half  of  the  lower  house.  With 
the  recession  likely  to  be  in  its 
fourth  year,  the  ruling  coalition 
will  be  vulnerable  when  voters  go 
to  the  polls. 
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TOMORROW 


Develop  smart  highway 
systems  to  help  traffic 
move  more  smoothly 


Think  up  new  excuses  for 
being  late  to  work 
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"The  dog  ate  my  alarm  clock." 

"My  long-lost  uncle  dropped  in  for  tea." 

"A  squirrel  short-circuited  the  garage  door." 

There  will  always  be  plenty  of  excuses  for 
not  getting  to  work  on  time.  But  in  the 
future,  traffic  may  not  be  one  of  them. 

In  San  Diego,  Toyota  has  tested  a  highway 
system  that  helps  vehicles  automatically 
maintain  a  safe  distance  from  each  other, 
regulating  traffic  flow.  And  our  engineers 
are  also  developing  on-board  computers 
that  monitor  traffic  congestion,  suggest 
quicker  alternative  routes  —  even  locate 
vacant  parking  spaces. 

But  that's  just  the  beginning.  We  won't 
stop  until  bumper-to-bumper  crawls  are 
a  thing  of  the  past.  And  to  those  who 
say  that's  not  possible,  we  have  just  one 
thing  to  say.  Excuses,  excuses,  excuses. 

www.toyota.com/tomorrow 
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MICROSOFT:  NEW 
RULES  OF  THE  ROAI 
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Let  it  bundle  additional 
features  into  Windows -but 
under  close  supervision 

COMMENTARY  By  Jay  Greene  and  Dan  Carney 

oments  after  a  federal  appeals  court  issued  its 
long-awaited  decision  in  the  Microsoft  antitrust 
case  on  June  28,  ceo  Steven  A.  Ballmer  declared 
victory.  "The  sun  was  definitely  shining  in  Seattle," 
he  gloated. 

Maybe  so,  but  Microsoft  ought  to  keep  an  um- 
brella handy.  True,  the  court  tossed  out  Judge  Thomas  P. 
Jackson's  breakup  order.  But  it  also  dealt  the  company  a  seri- 
ous blow:  In  a  unanimous  decision,  seven  judges  held  that  Mi- 
crosoft Corp.  does  not  have  an  automatic  right  to  put  whatev- 
er features  it  wants  into  its  Windows  operating  system.  To  the 
contrary,  the  court  ruled  that  the  software  giant's  decision  to 
add  Internet-browsing  technology  into  Windows  violated  at 
least  one,  and  possibly  two,  provisions  of  the  Sherman  Antitrust 
Act. 

Rather  than  let  Microsoft  off  the  hook,  the  decision  could 
pose  a  huge  obstacle  for  the  software  giant.  Extending  Win- 
dows to  every  computer,  Net  appliance,  phone,  and  TV  is  the 
company's  core  strategy.  Indeed,  the  next  version  of  the  op- 
erating system,  Windows  xp,  contains  several  new  fea- 
tures that  used  to  be  separate  products,  including  a  me- 
dia player  and  instant  messaging.  Now,  because  of 
the  appellate  court,  Microsoft's  whole  "embrace- 
and-extend"  philosophy  is  in  jeopardy. 

A  crucial  legal  question  is  suddenly 
hanging  over  the  company:  When  is  it 
0.  K.  to  add  new  features  to  Win- 
dows? This  issue  has  become 
one  of  the  most  important 


technology-policy  debates  in  decades.  The  answer  will  determin] 
not  only  the  company's  fortunes  but  also  will  have  an  enormoi; 
impact  on  the  rest  of  the  technology  industry — and  ulti- 
mately on  everyone  who  uses  a  computer.  At  its  heart 
is  the  decades-old  question  of  whether  a  monopoly 
in  technology  helps 
or  hinders  inno- 
vation. On  one 
hand,  the  Win- 
dows monopoly 
has     created     a 

standard  the  rest  of  the  industry  has  ral- 
lied around  to  create  products  that  work  well  to- 
gether. On  the  other,  Microsoft  has  grown  so 
powerful  that  it  has  expanded  into  new 
markets,  gobbling  up  rival  technolo- 
gies and  possibly  smothering  po- 
tential innovations. 

Unfortunately,  the  Court 
of    Appeals     punted. 
Rather  than  issuing 
a  clearly  defined 
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WHERE  DO  WE  GC 
FROM  HERE? 

A  recent  U.S.  Court  of  Appeals  ruling  ma, 

a  breakup  unlikely.  Still,  the  court  found 

Microsoft  violated  the  law  by  using  its  ma 

power  to  maintain  a  monopoly  in  operat 

systems.  Here's  what  can  be  done  to  ensure 

Microsoft  doesn't  abuse  that  power  agaii 


set  of  rules  for  when  Microsoft  can  add  new  features  to  Win- 
dows, the  court  said  that  each  new  instance  of  bundling  needs 
to  be  evaluated  separately.  The  test  the  judges  are  applying: 
whether  the  integration  will  help  or  hurt  consumers.  That's  a 
fine  idea,  but  it  leaves  the  company,  the  tech  industry,  and  con- 
sumers in  the  air.  Essentially,  the  judges  have  said  that  the 
company's  ability  to  add  new  features  to  Windows  will  de- 
pend on  a  cost-benefit  test.  But  they  fell  short  of  providing  any 
guidelines  for  weighing  the  costs  and  benefits. 

The  court's  incomplete  ruling  has  left  the  industry  in  need  of 
a  road  map.  Because  most  consumers  want  an  operating  system 
to  have  the  latest  features,  Microsoft  should  have  broad  leeway 
to  include  new  code.  But  Microsoft  broke  the  law.  So  when  it 
does  add  features,  there  should  be  a  strict  set  of  rules  to  ensure 
that  rival  software  makers  have  a  fair  shot  at  success.  At 
times,  that  could  mean  that  new  technologies  won't  be  al- 
lowed in  Windows.  A  Special  Master,  deputized 
by  a  federal  judge,  could  be  in  charge  of  mak- 
ing tough  calls  about  what  code  gets  ex- 
cluded from  the  operating  system. 

No  doubt,  this  would  be  an  ugly,  cum- 
bersome system.  There  would  be  a  judge 
constantly  looking  over  the  shoulders  of 
Ballmer  and  Chairman  William  H.  Gates 
III,  much  as  Judge  Harold  H.  Greene  su- 
pervised AT&T  for  years.  Critical  technology 
decisions  could  be  slowed  while  lawyers  get 
rich.  But  if  you  worry  about  the  consequences 
such  an  aggressive  company  owning  a  crucial 
piece  of  the  information  economy — yet  think 
breakup  is  too  harsh — it's  the  only  option.  And  given 
that  breakup  is  probably  out  of  the  question,  it  is  the  di- 
rection trustbusters  are  likely  to  take,  either  in  negotia- 
tions or  in  court.  "We  think  any  settlement  that  doesn't 
involve  fundamental  change  would  be  doomed  to  failure,"  says 
Connecticut  Attorney  General  Richard  Blumenthal.  Some 
thoughts  on  how  to  make  this  cost-benefit  calculation: 
■  SOME  THINGS  DONT  BELONG  IN  THE  OPERATING  SYSTEM. 
Judge  Jackson,  the  man  who  heard  the  Microsoft  trial,  was 
wrong  about  many  things.  But  he  got  one  key  point  right:  It's 
not  good  for  the  world  if  Microsoft  bundles  too  many  products 
into  Windows.  Software  integration  can  sometimes  be  a  preda- 
tory weapon  that  kills  rivals.  'With  bundling,  at  what  point  does 
that  become  a  euphemism  for  eliminating  consumer  choice?" 
asks  Peter  Thiel,  chairman  of  PayPal,  an  e-mail  payment  service 
that  competes  with  Microsoft  partner  Citigroup. 

What  code  should  be  integrated  into  Windows?  Let's  first 
consider  what  an  operating  system  does.  Think  of  it  as  a  con- 
ductor orchestrating  the  innards  of  the  PC.  It  controls  commu- 


other  programs 
work  better,  it  shouldn't 
include  things  merely  to 
drive  consumers  to  its  other 
businesses. 


GIVE  PC  MAKERS 
MORE  POWER 

PC  makers  could  be 
given  greater  latitude  on 
what  software  they  can 
use.  This  would  make 
consumer  demand, 
rather  than  Microsoft's 
market  power,  the  de- 
ciding factor  in  what  is 
offered.  Microsoft  could 
also  be  barred  from 
pressuring  them  not  to 
use  rivals'  software. 


REQUIRE  MORE 
DISCLOSURE 

licrosoft  could  be 
required  to  publish 
technical  data  on 
how  to  make  other 
software  work  well  with 
Windows.  That  would 
help  competitors 
develop  compatible 
products  and  protect 
the  ability  of  rivals 
to  innovate. 


REVISIT 
THE  PROBLEM 

If  these  remedies 
are  found  wanting  or 
prove  to  be  too 
onerous,  they  could 
be  revised  down  the 
road.  This  could 
involve  anything  from 
simple  fine-tuning 
to  reconsidering 
the  possibility  of  a 
breakup. 

Data  BusinessWeek 
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nication  between  hardware  and  software,  shuttling  around 
data  about  how  much  memory  is  left,  how  much  disk  space  is 
available,  and  when  the  printer  should  zap  out  a  page.  The  rule 
Cor  deciding  if  a  feature  should  go  in  Windows  is  whether  it  im- 
proves the  computer's  overall  functioning  and  is  shared  by 
several  programs.  In  effect,  Windows  would  become  a  common 
carrier,  comparable  to  a  phone  network. 

This  standard  would  allow  the  bundling  of  a  wide  variety  of 
new  features.  One  example  is  the  audio  and  video  capabilities  in 
media  players,  which  will  be  wrapped  into  Windows  xp.  An- 


i  L  The  sun  was  definitely  shining 

in  Seattle....  Today's  ruling 

really  does  go  a  long  way  toward 

positively  resolving  this 

matter  for  Microsoft 

for  our  customers, 

partners,  and 

shareholders  J  J 


-STEVEN  A.  BALLMER 

CEO,  Microsoft 


other  is  voice-recognition  software. 
These  features  are  fundamental  build 
ing  blocks  that  are  used  by  other  pro 
grams,  such  as  e-mail  documents  and 
browsers. 

This  standard  would,  however,  exclude  things 
that  aren't  core  shared  technologies.  One  example:  highly 
prominent  on-screen  "buttons"  that  exist  solely  to  drive  busi- 
ness to  Microsoft  or  its  business  partners.  If  Microsoft  insists 
that  a  feature  be  included  that  oversteps  this  rule,  then  it 
must  include  rivals'  software  that  performs  the  same  job.  An 
example:  The  company  would  be  barred  from  packaging  Win- 
dows with  a  link  to  its  MoneyCentral  Web  site  unless  there 
were  similar  links  to  competitors'  services.  Similarly,  Microsoft 
would  also  have  to  halt  its  plans  to  have  Windows  xp  channel 
customers  with  digital  cameras  to  its  partners  in  the  photo- 
printing  industry.  If  it  wants  to  link  Eastman  Kodak  Co.,  say, 
it  should  also  link  to  Fuji  Photo  Film  Co.  and  others.  The 
primary  goal  of  the  operating  system  should  be  to  help  com- 
puters work  better — not  to  help  Microsoft  squeeze  new  rev- 
enues out  of  its  locked-in  customers. 

Under  the  rules  outlined  here,  Microsoft  would  be  given 
quite  a  bit  of  freedom  to  put  new  software  into  Windows. 
But  when  it  does,  it  would  be  forced  to  comply  with  a  set  of 
rules  to  ensure  that  there's  a  level  playing  field  in  the  soft- 
ware market.  The  basic  goal  of  this  regimen:  to  insure  that 
it  is  impossible  for  the  software  maker  to  harm  competitors 
in  the  many  ways  that  were  detailed  in  the  appeals  court 
ruling. 

■  NO  MORE  BULLYING.  Microsoft  must  stop  making  busi- 
ness partners  sign  exclusionary  contracts.  In  the  1990s,  for 
instance,  Microsoft  negotiated  exclusive  deals  with  comput- 
er makers  that  put  Microsoft's  browser,  rather  than 
Netscape  Navigator,  on  most  desktops.  More  recently,  it 


tried  to  get  AOL  Time  Warner  Inc.  to  alter  its  exclusive  re- 
lationship with  RealNetworks  Inc.  as  a  condition  of  a  deal  tc 
include  aol's  service  in  Windows  xp.  The  company  should 
also  publish  a  price  list  for  Windows  and  charge  all  computer 
makers  the  same  rate  schedule.  Together,  these  steps  would 
deprive  Gates  of  two  crucial  predatory  tools. 

■  CHOICE.  These  days,  Microsoft  largely  dictates  the  way  your 
computer  screen  looks.  New  rules  should  be  established  tc 
give  computer  makers  more  power  over  what's  on  the  Win- 
dow's menu  screen.  One  example:  the  Start  menu.  With  Win 
dows  xp,  Microsoft  has  cleaned  up  the  look  of  the  operating  sys- 
tem. Computers  will  ship  with  no  icons  on  the  desktop.  Instead 
users  will  click  the  Start  button,  and  a  menu  of  applications  and 
folders  will  pop  up.  But  Microsoft  is  mandating  that  the  Start 
menu  must  include  buttons  to  launch  its  own  browser  and  e- 
mail.  What's  more,  computer  makers  will  be  able  to  control  onlji 
three  out  of  eight  menu  buttons.  That's  too  coercive.  Comput 
er  makers  should  have  control  of  at  least  half  the  buttons,  plus 
the  ability  to  replace  e-mail  and  the  browser. 

■  TRANSPARENCY.  Microsoft  can  thwart  competition  with 
technology  as  well  as  contracts.  One  way  is  through  Win- 
dows' applications  program  interfaces  (apis).  These  are  the 

hooks  an  application  uses  to  attach  itself  to  Windows. 
Without  knowing  how  apis  are  configured,  a  competing 
software  developer  can't  make  products  that  run  on  Win- 
dows. What  to  do?  The  short  answer 
Force  Microsoft  to  publish  technical  data 
on  its  apis  in  a  timely  manner.  This 
will  be  time-consuming,  but  it's  the 
only  way  to  ensure  that  rivals  have 
an  equal  opportunity  to  reach 
consumers. 

■  A  SECOND  LOOK.  To  be  sure 
none  of  these  remedies  is  guar- 
anteed to  work.  It's  easy  for  a 


i  I  We  think  any 
settlement  that 
doesn't  involve 
fundamental  change 
would  be  doomed  to  failure,  and 
we  would  not  be  inclined  to  any 
settlement  along  those  lines  7  ? 

-  RICHARD  BLUMENTHAL 

Connecticut  Attorney  General 

wily  and  aggressive  company  to  evade  these  kinds  of  rules 
if  it  wants  to.  And  Microsoft  is  nothing  if  not  wily  and 
aggressive. 

That's  why  trustbusters  should  insist  on  a  chance  to  revisit 
the  Microsoft  remedies  package.  By  including  a  so-called  look- 
back provision  in  any  settlement  agreement,  they  could  take 
three  years  or  so  to  see  if  these  new  rules  help  consumers.  If 
they  don't,  the  government  could  ask  the  courts  to  reconsider 
a  breakup.  That  should  be  a  big  enough  incentive  to  force 
Gates  &  Co.  to  play  by  these  new  rules  of  the  game — and  to 
ensure  that  the  sun  shines  outside  of  Seattle,  too. 
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I    Any  way  you  look  at  it,  it's  a  great  deal. 

Fairfield  Inn  has  room  for  everything  that  matters  for  business  travel. 

Sure,  business  on  the  road  can  be  a  drag.  But  where  you  stay  at  night  doesn't  have  to  be.  Fairfield  Inn  offers  the  best 
value  for  the  business  traveler.  Like  clean,  comfortable  rooms  with  a  work  area  and  a  free  continental  breakfast. 

Plus,  when  you  sign  up  for  the  AT&T  WorldNet*  Service  i495SM  Offer  for  just  $4.95*  a  month, 

you'll  get  5,000  Marriott  Rewards  bonus  pointsfgood  toward  free  vacations. 

Log  on  to  www.att.net/marriott  or  call  1-800-686-6500  to  sign  up. 

Want  to  earn  25,000  extra  Marriott  Rewards  bonus  points? 

Register  for  the  Marriott  Rewards  25K  Bonus  promotion.  Then  stay  at  a  Fairfield  Inn  from  June  15th-September  15th 
and  you'll  earn  an  extra  5,000  Marriott  Rewards  bonus  points  for  every  third  stay.  Up  to  25,000  bonus  points  in  total. 
You  must  call  1-888-977-7012  or  visit  www.marriottrewards.com  to  sign  up  for  this  special  promotion. 

So  the  next  time  you're  out  on  business,  stop  by  a  Fairfield  Inn.  It's  the  best  value  on  the  road. 

For  reservations  at  Fairfield  Inn,  call  1-800-228-2800 

or  visit  www.marriott.com 

*i495  Offer  includes  150  hours  of  Internet  access  per  month  ($0.99  for  each  additional  hour).  Telephone  access  (including  local,  long  distance  or  800/888  facility  charges)  and  other  charges 
and  taxes  may  apply.  Other  terms  and  conditions  apply.  Offer  subject  to  change  without  notice.  Offer  not  available  to  Macintosh'  users  at  this  time. 
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THE  ECONOMY 


IS  THE  ENERGY  CRISIS 
SUDDENLY  OVER? 

Maybe  not,  but  falling  prices  could  save  the  second  half 

my  a  double-barreled  boost.  With  con- 
sumers shelling  out  less  to  fill  up  their 
cars,  they  have  more  to  spend  on  every- 
thing from  washing  machines  to  back-to- 
school  items.  Economists  compare  the 
effects  of  falling  energy  prices  on  con- 
sumption to  a  tax  cut  that  raises  dis- 
posable income  and  buoys  consumer  con- 
fidence. And  for  corporations,  lower 
energy  prices  cut  the  cost  of  raw  mate- 
rials and  transportation.  A  $5-per-barrel 
drop  in  oil  prices  boosts  profits  for 
nonenergy,  nonfinancial  companies  by 
more  than  2  percentage  points  over  a 
year,  says  Mark  M.  Zandi,  chief  econo- 
mist at  West  Chester  (Pa.)  consulting 
firm  Economy.com  Inc. 
ACROSS  THE  BOARD.  The  drop  didn't 
come  a  moment  too  soon.  The  National 
Association  of  Manufacturers  (nam)  es- 
timates that  last  year's  price  spikes  took 
a  $115  billion  bite  out  of  GDP.  Greenspan 
calculates  that  one-quarter  of  the  rise  in 
fourth-quarter  costs  for  nonfinancial, 
nonenergy  companies  can  be  directly 
blamed  on  energy  prices.  And  Macro- 
economic  Advisers,  a  St.  Louis-based 
economic  consulting  firm,  estimates  that 
rising  energy  costs  cut  real  personal 
disposable  income  by  three-quarters  of  a 


There's  no  lack  of  culprits  for 
America's  economic  malaise.  Cor- 
porate investment  has  collapsed, 
stock  prices  are  down,  and  profits 
are  melting  away.  But  there's  one  factor 
that  Federal  Reserve  Chairman  Alan 
Greenspan,  for  one,  feels  has  been  over- 
looked: soaring  energy  prices.  Months  of 
expensive  oil  and  gas  have  taken  cash 
out  of  consumers'  pockets  and  eaten 
into  corporate  earnings,  socking  eco- 
nomic growth. 

Now,  relief  is  here.  Prices  of  natural 
gas,  gasoline,  and  crude  oil  are  slumping 
in  response  to  ebbing  global  demand 
and  stepped-up  output  by  producers.  If 
prices  stay  down — and  many  energy 
specialists  think  they  will — that  should 
help  turn  the  much-hoped-for  second- 
half  recovery  into  reality.  "It's  a  tonic 
for  growth,"  says  Morgan  Stanley  Dean 
Witter  &  Co.  chief  economist  Richard  B. 
Berner,  who  estimates  that  lower  en- 
ergy costs  could  raise  gross  domestic 
product  by  0.3  of  a  percentage  point 
over  the  next  year.  That  may  not  sound 
like  much,  but  it's  a  big  improvement 
from  the  1  percentage  point  drag  ener- 
gy prices  had  on  the  economy  in  2000. 
Falling  energy  prices  give  the  econo- 


percentage    point    from    July,    1999  w 
through  February,  2001. 

It's  across-the-board  relief:  Natura  m 
gas  averaged  about  $3.55  per  millioi  «|» 
BTU  in  June,  down  sharply  from  a  higl  B 
of  close  to  $9  in  January.  Oil  ha  ill 
slumped  5%  this  year,  to  an  averag  trt! 
$28.88  a  barrel,  according  to  Piatt  M 
Group,  which,  like  BusinessWeek,  is  i  Ot 
unit  of  The  McGraw-Hill  Companies  Ul 
And  gasoline  is  down  to  $1,474  a  galloi  m 
in  the  week  ended  July  2 — 14%  belov  k' 
its  May  14  record  of  $1,713  and  150  les  ess 
than  a  year  ago. 

A  growing  number  of  companies  an  m 
already  benefiting.  In  the  closing  month  savin 
of  2000,  Norfolk  Southern  Corp.,  one  o  tick; 
the  nation's  largest  freight  railroads  mi 
was  paying  45%  more  for  diesel  fue 
than  it  had  the  previous  year.  The  situ 
ation  improved  dramatically  in  the  firs 


CALIFORNIANS, 
DON'T  TOUGH  THAT 
THERMOSTAT  YET 

For  the  first  time  since  California's 
power  crisis  began  over  a  year  ago, 
things  seem  to  be  moving  in  the 
right  direction.  Natural  gas  prices  have 
fallen,  as  has  the  wholesale  cost  of  elec- 
tricity. Three  new  power  plants  have 
opened  in  the  past  two  weeks.  Conser- 
vation seems  to  be  working,  too.  Elec- 
tricity consumption  fell  more  than  12% 
in  June,  vs.  the  same  period  last  year. 

So  California  is  finally  emerging  from 
its  long  energy  nightmare,  right?  Well, 
maybe.  Wrangling  between  state  politi- 


cians and  independent  power  producers 
still  threatens  to  prolong  the  pain. 
Talks  in  Washington  aimed  at  getting 
producers  to  shave  billions  of  dollars  off 
outstanding  power  bills  are  going 
nowhere.  Governor  Gray  Davis  contin- 
ues to  insist  that  producers  over- 
charged the  state  by  $8.9  billion.  A  fed- 
eral regulator  has  said  the  number  is 
closer  to  $2  billion.  And  if  the  more 
than  130  utility,  producer,  and  state 
representatives  don't  reach  a  consensus 
by  a  July  9  deadline,  regulators  will  im- 
pose one.  That  won't  necessarily  be  the 
end  of  it.  "Invariably,  one  of  the  two 
sides  will  be  unhappy  with  the  out- 
come," says  electric-utility  analyst 
Frederick  M.  Schultz  of  Raymond 
James  &  Associates.  "This  could  trigger 
lawsuits  and  challenges." 

A  prolonged  battle  between  the  state 


and  generators  could  leave  a  host 
problems  unresolved.  The  stale,  fo 
stance,  may  not  be  able  to  pass  lej  I 
tion  to  bail  out  Southern  Califomii 


38  BusinessWeek  /  July  16,  2001 


quarter  of  2001,  as  the  Norfolk  (Va.) 
company's  diesel  expenses  were  barely 
changed  from  a  year  earlier.  The  result: 
Expenses  as  a  proportion  of  revenues — 
a  key  barometer  of  profitability  for  the 
industry — fell  to  86.7%  in  the  first  quar- 
ter from  88.2%  in  the  fourth  and  close 
to  91%  a  year  earlier. 

Other  transportation  companies 
should  make  out  as  well.  Northwest 
Airlines  Corp.,  for  instance,  is  now  pay- 
ing 70#  per  gallon  for  jet  fuel — a  dime 
less  than  it  did  a  month  ago,  when 
prices  peaked.  Over  a  year,  that  differ- 
ential could  amount  to  a  $200  million 
savings.  Multiply  that  across  the  entire 
industry,  and  that's  a  big  shot  in  the 
arm  for  airline  profits. 

Cheaper  energy  should  provide  a 
boost  for  companies  suffering  a  profit 
squeeze,  too.  Diversified  manufacturer 


3M,  which  warned  on  July  2  that  sec- 
ond-quarter earnings  would  not  match 
expectations,  is  hoping  that  lower  ener- 
gy costs  will  help  its  bottom  line  in 
coming  months.  The  St.  Paul  (Minn.) 
company,  which  makes  Post-it  Notes 
and  50,000  other  products,  saw  its  fuel 
bill  balloon  by  some  $13  million  in  the 
second  quarter  from  a  year  ago.  But 
thanks  to  falling  natural-gas  prices,  3M 
expects  third-quarter  fuel  costs  to  be 
no  higher  than  a  year  earlier. 

Besides  cutting  corporate  costs,  lower 
energy  prices  are  also  boosting  con- 
sumer spending.  Paul  Ballew,  chief  mar- 
ket analyst  for  General  Motors  Corp., 
says  the  combined  effect  of  low  interest 
rates,  falling  fuel  prices,  and  auto  re- 
bates have  kept  vehicle  sales  strong. 
As  energy  prices  rose  during  the  last 
year  and  the  economy  slowed,  Family 


Dollar  Stores  Inc.  responded  by  stocking 
up  on  such  cheap,  low-margin  goods  as 
paper  towels  and  detergent  in  a  bid  to 
keep  sales  up.  Now,  it's  looking  forward 
to  cheaper  energy  and  federal  tax  cuts 
boosting  disposable  income.  "We  expect 
consumers  will  buy  not  only  consum- 
ables but  more  apparel,  giftware,  artifi- 
cial flowers,  and  other  higher-margin 
products,"  says  George  Mahoney,  exec- 
utive vice-president  of  the  Matthews 
(N.C.)  discount-store  chain. 

That  alone  won't  snap  the  economy 
out  of  its  doldrums.  But  coupled  with 
lower  interest  rates  from  Greenspan  & 
Co.  and  a  tax  refund  from  Uncle  Sam,  it 
might  just  do  the  trick. 

By  Laura  Cohn  in  Washington,  with 
Rich  Miller  in  Washington,  Michael 
Arndt  in  Chicago,  David  Welch  in  De- 
troit, and  Aixa  M.  Pascual  in  Atlanta 


Energy  may 
be  cheaper, 
but  Gray 
Davis  and  the 
producers  are 
miles  apart 
on  what  the 
state  is  owed 

Co.,  which  says  ratepayers  owe  it 
)  billion.  Without  a  break  from  gen- 
tors,  a  bailout  wouldn't  fly  politically, 
2e  ratepayers  would  foot  the  bill.  An- 


other utility  that  would  benefit  from  a 
Washington  solution  is  PG&E  Corp. 
Rather  than  go  hat  in  hand  to  the  state, 
it  sought  bankruptcy  protection  from 
producers  and  banks,  to  which  it  owes  a 
total  $19  billion.  PG&E  wants  producers 
to  cut  its  outstanding  bill  so  it  can  more 
quickly  get  out  of  bankruptcy. 
WINDFALL  PROFITS.  Crucially  important 
to  the  state  is  the  ability  to  raise  funds  to 
cover  power  costs  assumed  since  the  util- 
ities ran  out  of  money  in  January.  The 
state  hopes  to  sell  $13  billion  worth  of 
bonds  by  the  fall.  Here,  Davis  has  had 
some  good  news.  A  short-term  loan  has 
given  the  state  breathing  room,  and  Stan- 
dard &  Poor's,  like  BusinessWeek,  a  di- 
vision of  The  McGraw-Hill  Companies, 
has  taken  California  off  a  list  for  possible 
credit  downgrades.  Still,  if  Davis  can't 
determine  how  much  the  state  is  owed  in 


refunds,  he'll  likely  have  to  sell  more 
bonds  at  a  higher  interest  rate. 

With  no  deal  on  the  horizon,  produc- 
ers, too,  have  much  to  lose.  An  agree- 
ment would  remove  threats  that  the 
state  would  seize  plants  or  impose  a 
windfall-profits  tax.  And  it  would  great- 
ly diminish  the  likelihood  of  price-goug- 
ing suits.  That  would  open  the  way  for 
producers  to  boost  capacity  in  Califor- 
nia, some  of  which  is  on  hold. 

Of  course,  a  big  difference  of  opinion 
remains  between  the  two  sides.  But 
state  officials  and  power  producers  have 
a  golden  opportunity  to  craft  a  solution 
that  ends  the  crisis,  or  at  least  to  abide 
by  whatever  conclusion  the  judge  reach- 
es. If  they  don't,  Californians  could  be 
in  for  more  rolling  blackouts. 

By  Christopher  Palmeri  in  h>s  Angeles, 
with  Stephanie  Avdersov  Forest  m  Dallas 
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HOUSING 


STILL  RAISING  HIGH 
THE  ROOFBEAMS 

Never  mind  the  slump — home  sales  are  near  historic  levels 


The  economy  may  be  softening,  but 
you  would  hardly  know  it  from  the 
buzz  of  housing  activity  in  Atlanta's 
fast-growing  suburbs.  Homebuilder  D.  R. 
Horton  Inc.,  which  has  already  finished 
four  new  subdivisions  there  this  year,  is 
now  pressing  ahead  with  10  more  de- 
velopments. "We  haven't  seen  the  ef- 
fects of  the  slowdown,"  shrugs  Jeffrey 
Harrison,  Horton's  vice-president  for 


the  economy  would  already  be  in  re- 
cession," says  Mark  Zandi,  chief  econo- 
mist at  Economy.com,  a  Pennsylvania- 
based  economic  consulting  firm. 

Call  it  housing's  golden  age.  This  year 
economists  expect  new  home  sales  to 
break  900,000,  topping  the  near-record 
877,000  new  homes  sold  in  2000.  What's 
more,  sales  of  existing  homes  are  run- 
ning strong,  too.  Despite  expectations  of 


until  mid-2002.  "Even  if  sales  were  tol 
drop  10%  to  20%,  it  would  take  a  longl 
while  to  run  down  [our]  backlog,"  saysl 
Robert  I.  Toll,  chief  executive  of  thel 
Huntingdon  (Pa.)-based  builder  Toll| 
Brothers  Inc. 

Why  such  strength?  With  stocks  tum- 
bling, buyers  say  they  now  view  housing| 
as  a  better  investment.  Cheap  mort- 
gage rates  are  helping  too,  with  the  six| 
rate  cuts  by  the  Federal  Reserve  push- 
ing the  30-year  mortgage  rate  down  tol 
7.11%.  And  while  some  economists  be-l 
lieve  mortgage  rates  could  creep  up  inj 
coming  months,  many  expect  rates 
remain  below  2000's  average  rate  of 
8.05%.  "As  long  as  the  Fed  stays  ac- 
commodative, consumer  confidence! 
should  remain  high,"  says  Lereah. 

Tight  zoning  restrictions  have  alsol 


SOLID  FOUNDATION: 

A  bigger  pool  of 
buyers  and  low 
rates  have  helped 


construction.  At  Horton's  Spalding  Mill 
complex  in  Norcross,  95  of  the  102 
homes  are  already  spoken  for.  And  still 
the  buyers  keep  lining  up.  "I'm  not  un- 
comfortable because  the  company  I 
work  for  is  doing  well,"  says  Sachiko 
Yanagisawa,  a  39-year-old  software  con- 
sultant who's  eager  to  become  buyer 
No.  96. 

For  all  the  Sturm  und  Drang  in  the 
broader  economy,  a  surprising  number 
of  Americans  are  still  rushing  to  get 
their  piece  of  the  American  Dream.  And 
even  though  housing  sales  have  histori- 
cally wilted  at  the  first  whiff  of  an  eco- 
nomic slowdown,  this  time  around 
homes  purchases  continue  to  soar.  Low 
mortgage  rates,  poor  investment  alter- 
natives, tight  supply,  and  changing  de- 
mographics are  all  conspiring  to  fuel 
the  homesteading  trend.  The  upshot? 
"Without  the  resilient  housing  market, 


Data:  U.S.  Census 
Bureau,  National 
Association  of  Realtors 


a  slight  slowdown  in  the 
second  half,  David  Lereah, 
chief  economist  for  the  Na- 
tional Association  of  Real- 
tors, forecasts  5.16  million 
resales  this  year,  just  be- 
low the  record  5.2  million 
sales  in  1999.  As  a  result, 
roughly  three-fourths  of  the  economy's 
meager  0.8%  growth  in  the  first  half  of 
2001  came  from  housing  and  related 
sectors  such  as  furnishings,  accord- 
ing to  Economy.com. 
RECORD  BACKLOGS.  Homebuilders  from 
Miami's  Lennar  Corp.  to  Los  Angeles- 
based  KB  Home  have  booked  record 
profits  during  the  first  six  months  of 
2001  and  have  built  record  backlogs  for 
the  second  half.  In  the  Washington  sub- 
urbs of  Crofton,  Md.,  buyers  who  put  a 
deposit  down  last  January  on  a  Richards 
Group  project  won't  be  able  to  move  in 


J 


helped  stretch  out  the 
current  boom.  Mark 
Vitner,  an  economist 
at  First  Union  Corp., 
notes  that  demand  in 
the  Sun  Belt,  where 
roughly  half  of  all 
new  construction  is 
taking  place,  has  been 
stifled  by  moratori- 
ums on  new  water 
and  sewer  hookups. 
So,  while  employment 
in  places  like  Atlanta 
is  expected  to  grow 
at  only  half  the  rate 
of  2000,  homebuilders 
still  expect  to  build 
about  as  many  homes 
as  they  did  last  year. 

Even  so,  many 
homebuilders  around 
the  country  acknowl- 
edge the  good  times 
can't  last  forever.  Al- 
ready, some  sectors — 
namely,  high-end  en- 
claves in  Denver  and  Manhattan  and 
vacation  hot  spots  like  the  New  Jersey 
Shore — are  showing  signs  of  weak- 
ness. And  if  unemployment  spikes, 
builders  acknowledge  that  their  current 
hefty  backlogs  could  evaporate.  Never- 
theless, for  the  time  being,  the  New 
Economy  seems  to  have  morphed  into 
the  housing  economy. 

By  Dean  Foust  in  Atlanta,  with 
Stephanie  Anderson  Forest  in  Dallas, 
Nicole  St.  Pierre  in  Washington,  and 
bureau  reports 
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Shopping  on  Madison  Avenue. 
Tickets  to  a  Broadway  show. 

And  a  hot  dog  in  the  park.  |   Define  luxury  for  yourself. 


' 


Lincoln  LS  |  Your  definition  of  luxury  is  your  own.  So,  experience  the  combination  of 
a  3.9  litre  32-valve  V8  with  near  50/50  weight  distribution.  And  see  how  much  fun 
avoiding  potholes  can  be.  For  more  information  or  to  schedule  a  test  drive,  visit 
lincolnvehicles.com  or  call  800-688-8898. 
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POLITICS 


TOM  DASCHLE  HITS 
THE  GROUND  WINNING 

But  can  the  Senate  Majority  Leader  build  on  his  swift  start? 


core  of  left-leaning  enviros  and  union  , 
activists,  he  can  play  ball  with  business  L 
on  issues  such  as  promoting  farm  ex-  L 
ports,  his  home  state's  top  concern.  Un-  L 
like  House  Democratic  leader  Richard!. 
A.  Gephardt  (D-Mo.),  whose  fiery  lib 
eralism  strikes  fear  into  the  hearts  o: 
business  reps,  Daschle  and  his  prairie  ., 
progressivism  are  more  attuned  to  a  j  ( 
Senate  that  is  naturally  inclined  to  forge  , 

centrist  compromises. 

Daschle  managed  to  pick  of] 


nine   Republican  moderates  ir    ., 
sealing  his  patients'-rights  victory    ;. 
and  he  will  try  to  follow  that 
model  in  coming  battles.   "He    '' 
doesn't  view  his  role  as  upending 
the  President  and  making  his  life 
miserable,"  says  former  White  [ 
House  Chief  of  Staff  John  D  ^ 
Podesta.  "He  views  his  role  as 
getting  things  done." 
HARD-NOSED.  Still,  Daschle's  aw- 
shucks  populism  unnerves  Re-  i 
publicans.  They  liken  him  to  for-    , 
mer    Senate    Majority    Leader 
George  Mitchell  of  Maine,  whose 
dignified  style  masked  a  tough 
partisanship.  Mitchell  torturec 
the  first  Bush  Administration 


In  a  town  where  the  word  "glacial" 
best  describes  the  pace  of  change, 
Tom  Daschle's  rapid  rise  to  power 
has  Washington  abuzz.  Less  than  a 
month  after  being  thrust  into  the  role  of 
Senate  Majority  Leader,  Daschle  has 
brushed  past  the  objections  of  Presi- 
dent Bush  to  engineer  the  surprisingly 
swift  passage  of  legislation  that  gives 
enrollees  in  managed-care  plans  the 
right  to  sue  over  denial  of  treatment. 

Even  acknowledging  an  assist  from 
gop  maverick  John  McCain  (R-Ariz.), 
Senate  passage  of  a  patients'  bill  of 
rights  represents  a  singular  triumph 
for  Daschle  and  the  Democrats  over 
an  Administration  opposed  to  broad- 
ening the  opportunities  for  litigation. 
And  it  won't  be  the 
last  that  Dubya  and 
his  business  allies 
hear  from  Daschle. 
In  coming  months, 
the  senior  senator 
from  South  Dakota 
hopes  to  pressure 
Bush  to  give  ground 
on  a  wide  range  of 
issues,  from  revamp- 
ing his  pro-industry 
energy  policy  to  en- 
acting a  prescription 


drug  benefit   for  senior   QUIET  TIGER 

citizens  and  hiking  the  ^i        , 

minimum  wage.  A  ftere  s  a  meSSage 

What  makes  Daschle  for  Bush  in  the 
such  a  threat?  He  is  a  patients'-rights 
fierce  but  low-key  parti-  yjpfQ^ 
san,  and  he  is  able  to  " 

keep  his  unruly  troops  in 
line — a  rare  asset  for  a  Democrat. 
"Daschle  is  partisan  to  the  core,  he's 
very  effective,  and  he's  unyielding,"  says 
Michael  Franc,  a  vice-president  at  the 
conservative  Heritage  Foundation.  For 
Republicans,  going  up  against  him  "is 
like  an  athlete's  dread  of  facing  a  pitch- 
er with  a  great  inside  curve." 

Daschle  has  an  array  of  other  pitches, 
too.  Although  he  caters  to  his  party's 


and    gop   lawmakers    say   tha' 
Daschle,  like  his  mentor,  is  talk- 
ing harmony  but  acting  hard- 
nosed.   Minority  Leader  Trent 
Lott  (R-Miss.)  accuses  Daschle  ol     J 
setting  "arbitrary  deadlines"  in 
a  "reckless  rush"  to  push  Demo-    " 
cratic  legislation.  Lott  &  Co.  may  : 
counter  with  guerrilla  tactics  thai 
set    parliamentary    traps     foi 
Daschle's  bills. 

If  the  Majority  Leader's  strat- 
egy is  to  depict  himself  at  the  politica    " 
center  vacated  by  a  rightward-leaning 
George  W  Bush,  the  gop  counterat-   , 
tack  will  be  to  cast  him  as  a  one-mar 
wrecking  crew  intent  on  destroying  the  r 
President's  agenda.  "I  don't  think  he's 
going  to  be  successful  in  simply  rollin 
the  President,"  says  Assistant  Minority 
Leader  Don  Nickles  (R-Okla).  "If  all 
he  wants  is  a  veto  and  a  campaign  is- 


it-nt 


FLASH  POINTS 
IN  THE 
SENATE 


ENERGY 

Democrats  hope 
to  capitalize  on 
public  disen- 
chantment with 
the  Bush  energy 
plan  by  intro- 
ducing one  with  greater 
emphasis  on  conserva- 
tion, energy  efficiency, 
and  tax  credits  to  pro- 
mote green  technology. 


PRESCRIP- 
TION DRUGS 

Senate  Dems 
will  try  to  force 
Bush  to  accept  a  broader, 
more  expensive  package 
of  prescription  benefits 
for  seniors.  Showdown 
issue:  who  should  run  the 
program — the  Medicare 
system  or  states  and 
private  insurers? 


A 

m 


TRADE 

Daschle  and 
Bush  are 
both  free- 
traders, however,  a 
fast-track  bill  without 
provisions  to  protect 
the  environment  or 
international  labor  stc 
dards — like  one  back< 
by  House  Republican 
will  face  trouble. 
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■e,   I  don't  think  that's  too  great  of 
in  outcome." 

Daschle  hopes  to  avoid  the  hyper- 
partisan  tag  by  being  selective  in  his 
attacks.  Case  in  point:  the  President's 
personnel  picks.  Rather  than  mounting  a 
broad  assault  on  conservative  nominees, 
Daschle  aims  to  pick  his  shots.  Demo- 
cratic interest  groups  are  pressuring 
Daschle  to  defeat  the  nominations  of 
Mary  Sheila  Gall  to  head  the  Consumer 
Product  Safety  Commission  and  Jeffrey 
Sutton,  Bush's  choice  for  the  Sixth  Cir- 
cuit Court  of  Appeals.  Liberals  say  Gall 
is  fundamentally  opposed  to  government 
regulation,  and  they  call  Sutton  a  con- 
servative ideologue.  But  since  neither 
is  likely  to  become  a  liberal  cause 
celebre,  Daschle  might  be  reluctant  to 
shed  much  blood. 

GEPHARDT  CHALLENGE.  One  of  Daschle's 
more  enduring  challenges  may  be  his 
relationship  with  Gephardt,  who  pre- 
sides over  far  more  liberal  Democrats  in 
the  House.  Both  men  harbor  Presiden- 
tial ambitions  but  have  mapped  funda- 
mentally different  routes  to  power: 
Daschle  wants  to  put  together  biparti- 
san coalitions  that  enable  him  to  rack  up 
a  string  of  triumphs  over  the  White 
House.  Gephardt,  keeper  of  the  liberal 
flame  for  organized  labor  and  party  ac- 
tivists, has  less  interest  in  deal-cutting. 
Already,  Daschle  is  asking  Gephardt 
to  quell  a  liberal  revolt  in  House  ranks 
that  could  derail  Senate-passed  cam- 
paign-finance reforms.  And  unlike  Sen- 
ate Democrats,  who  still  try  to  court 
Big  Business  on  occasion,  Gephardt's 
House  minions  want  to  force  multina- 
tionals to  adopt  stringent  protections 
on  labor  and  environmental  rules  as  a 
precondition  for  trade  liberalization. 

Chances  are  Daschle,  who  now  has 
star  status  as  the  Democrats'  main  coun- 
terpoint to  Bush,  will  prevail  in  an  inter- 
nal tussle.  But  consistently  besting  the 
President  will  be  tougher.  For  Daschle  to 
keep  his  one-game  winning  streak  alive, 
he'll  have  to  prove  himself  a  master  of 
building  alliances  with  Republicans  while 
keeping  Democrats  from  veering  into  par- 
tisan battles.  If  he 
ICIAL  ^^  manages  that,  his 

MINEES  ^=3B  fondness  for  quiet 
Bushies  diplomacy      may 

ISenate  Democrats  pay  handsome  div- 
i  reached  an  uneasy  idends  for  his  par- 
e  in  the  war  over  ty — and    for    his 

iral  judgeships.  But  national  ambitions, 
set  a  fight  if  Daschle  By  Lorraine 

:ludes  that  the  Woellert    and 

te  House  is  trying  to  Richard  S.  Dun- 
k  the  judiciary  with  ham,  with  Diwa- 
feervative  activists.  ta    Fonte,    in 

Washington 


COMMENTARY 

By  John  Carey 

PHILIP  MORRIS'  LATEST  SMOKE  SCREEN 


On  June  28,  the  U.  S.  Supreme 
Court  struck  down  tough  Massa- 
chusetts restrictions  on  tobacco 
advertising.  That's  just  the  latest  in 
a  string  of  triumphs,  from  a  1998 
settlement  that  ended  a  legal  threat 
from  states  to  March,  2000,  when  the 
Supreme  Court  rejected  the  Food  & 
Drug  Administration's  bid  to  regu- 
late tobacco.  The  industry,  says 
David  J.  Adelman,  tobacco  analyst  at 
Morgan  Stanley  Dean  Witter  &  Co., 
"faces  less  legal  risk  than  at  any 
time  in  the  last  several  years." 

So,  with  the  industry  ascendant, 
why  is  Philip  Morris  Cos.  asking  the 


FDA  to  rein  in  the  incidence  of  teen 
smoking?  The  quick  answer  is  that 
Philip  Morris'  lobbying  has  little  to 
do  with  health — and  a  lot  to  do  with 
self-interest. 

LOOPHOLES  GALORE.  On  the  face  of 
it,  though,  that's  not  how  it  looks. 
Consider  the  bill  introduced  in  June 
by  Representative  Thomas  M.  Davis 
III  (R-Va.),  chairman  of  the  Nation- 
al Republican  Congressional  Com- 
mittee, a  major  recipient  of  Philip 
Morris'  largess.  It  would  give  the 
FDA  authority  to  impose  new  re- 
strictions on  advertising,  make  it 
harder  for  youths  to  buy  smokes, 
and  potentially  require  companies  to 
remove  harmful  ingredients.  That 
sounds  like  an  industry  death  wish. 
But,  says  analyst  Martin  Feldman  of 
Salomon  Smith  Barney,  "Philip  Mor- 
ris clearly  wants  FDA  regulation 
very  badly." 

That's  because  cigarette  companies 


stand  to  reap  major  benefits  from 
such  regs.  The  bill  has  enough  loop- 
holes that  the  feds  couldn't  do  much 
to  hurt  the  industry.  Meanwhile,  the 
very  fact  of  FDA  regulation  would  in- 
stantly neutralize  the  most  powerful 
legal  argument  in  outstanding  per- 
sonal-injury suits:  the  idea  that  to- 
bacco is  a  rogue  industry  that  must 
be  punished.  According  to  Adelman, 
regulation  of  tobacco  would  "immu- 
nize" companies  from  further  govern- 
ment criticism.  Of  course,  Congress 
could  toughen  up  any  bill.  That's  one 
reason  the  likes  of  R.  J.  Reynolds, 
Brown  &  Williamson,  and  Lorillard 
don't  want  any- 
thing to  do  with  it. 
END  GAME.  But 
their  main  objec- 
tion is  that  the  bill 
would  make  Philip 
Morris  even  more 
formidable.  It 
amounts  to  "little 
more  than  a  'Marl- 
boro Monopoly 
Act,'"  fumes  Loril- 
lard Vice-President 
Steven  C.  Watson. 
The  reason:  Philip 
Morris  already 
owns  about  half 
the  U.S.  market — 
and  two-thirds  of 
the  key  teen  mar- 
ket— so  ad  curbs 
are  more  likely  to 
hurt  its  rivals. 
What  cigarette 
icon  is  more  pervasive  or  persuasive 
than  the  Marlboro  Man?  "As  older 
Americans  smoking  Lorillard  and 
B&w  cigarettes  die  off,"  says  William 
T.  Godshall,  SmokeFree  Pennsylva- 
nia's director,  "Philip  Morris  will 
keep  increasing  market  share." 

For  its  part,  Philip  Morris  insists 
it's  looking  out  for  the  public.  "Con- 
sumers need  to  have  confidence  that 
there  is  proper  government  over- 
sight of  this  industry,"  says  Morris 
attorney  Mark  Berlind.  But  the  push 
for  the  bill  needs  to  be  seen  for  what 
it  is:  a  ploy  to  trick  Congress  into 
giving  Big  Tobacco  cover  to  keep 
selling  its  products  with  impunity. 

John  Carey  covers  tobacco  and  the 
fda  from  Washington. 


TEENS:  New  ad 

regs  would  hurt 
rivals  more 
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COMMENTARY 


By  Howard  Gleckman 


PATIENT  LAWSUITS:  WHAT'S  ALL  THE  FUSS? 


To  hear  Washington  debate  the 
rights  of  managed-care  patients, 
you  would  think  there  was  noth- 
ing else  at  stake  but  the  ability  of 
participants  in  health  maintenance 
organizations  to  sue  their  insurers. 
President  Bush  insists  he  won't  sign 
any  measure  that  allows  broad  new 
litigation.  "It  puts  the  interests  of 
trial  lawyers  before  the  interests  of 
patients,"  Bush  argued  as 
the  Senate  passed  its  ver- 
sion of  the  bill  on  June  29. 
Democrats  pledge  to  block 
any  bill  without  such  a 
right.  The  issue  will  return 
to  center  stage  when  the 
House  takes  up  the  debate 
later  this  month. 

It  turns  out,  though,  that 
the  power  to  sue  simply 
isn't  that  important — not  to 
consumers,  insurers,  or  em- 
ployers. Millions  of  Ameri- 
cans already  have  the  right 
to  sue  their  hmos,  and  they 
don't.  For  one  thing,  the 
vast  majority  of  disputes 
with  hmos  don't  involve 
enough  money  to  warrant  a  suit- 
much  less  entice  any  lawyer  to  take 
the  case. 

True,  the  right  to  sue  may  be  im- 
portant as  a  last  recourse.  But  there 
are  plenty  of  other  issues  at  stake  in 
the  patients'  rights  debate  that  are 
far  more  important  to  hmos  and  their 
customers,  such  as  expanding  the 
ability  to  go  to  an  emergency  room 
or  get  specialist  care.  "Every  patient 
who  is  sick  would  rather  see  a  doctor 
than  a  lawyer,"  says  Daniel  Zingale, 
director  of  California's  Managed 
Health  Care  Dept. 

FEW  SUITS.  The  record  in  states  that 
allow  suits  shows  that  Americans 
aren't  particularly  litigation-happy. 
While  federal  law  bars  most  workers 
from  suing  hmos  or  their  employers 
in  health-care  disputes,  such  litiga- 
tion is  allowed  in  eight  states.  In 
Texas,  patients  have  had  a  limited 
right  to  sue  since  1997,  but  have 
brought  barely  two  dozen  cases. 
There  are  reports  of  only  three  suits 
in  Oklahoma  in  the  past  year.  In  Cal- 
ifornia, where  hmo  patients  have 


been  able  to  sue  since  January,  there 


have  been  no  suits  at  all.  Many  pub-  There  is  another  reason  people 

lie  employees  can  litigate,  too.  But  of     don't  sue.  Most  states  require  pa- 
the  1  million  workers  covered  by  the      tients  and  hmos  to  try  to  resolve 
California  Public  Employees'  Retire-       disputes  before  going  to  court — just 
ment  System,  fewer  than  20  sued  be-     as  the  Senate  bill  requires.  It  gives 
tween  1991  and  1997,  Coopers  &  Ly-      the  hmos  30  days  to  review  a  com- 
brand  reported  in  1998.  plaint  through  an  internal  appeals 

To  see  why,  consider  the  dollars  process.  If  patients  disagree  with 

involved.  We've  all  heard  about  fami-      that  outcome,  they  can  request  an 
lies  who  exhaust  their  savings  after        outside  review  by  independent  med- 
ical experts.  Only  after 
that  can  a  patient  sue. 

Such  a  system  resolves 
many  issues  long  before 
they  get  to  court.  Of 
course,  it  also  may  dis- 
courage some  patients 
from  pursuing  disputes  in 
the  first  place.  A  George- 
town University  study  re- 
ports that  only  a  handful 
T    W  "^W  i*  V  I    ever  re(luest  an  indepen- 

^m^B^u    ' Ii2i^^'**^fci         ^B  ^^    c'en1:  reyiew-  Either  way, 
ytMhSmt&T:  IwP^     I    JH        I    outside  appeals  make 

suits  even  less  likely. 

So  why  have  they  be- 
come such  a  charged  is- 
PULSE  CHECK:  Few  patients  with  the  right  to  sue  do  so  sue?  hmo  critics  insist 

■  the  right  to  sue  is  essen- 

being  denied  coverage.  But  such  cas-      tial,  arguing  that  the  mere  threat  of 
es  are  rare.  In  fact,  money  is  not  an       legal  action  makes  managed-care 
issue  in  more  than  half  of  all  hmo  companies  more  customer-friendly, 

disputes,  according  to  a  June,  2000,         hmos  and  employer  groups  counter 
Henry  J.  Kaiser  Family  Foundation        that  challenges  to  the  state  laws 
study  (chart).  "A  lot  of  people  are  have  slowed  litigation,  but  the  Sen- 

having  problems  with  their  health  ate  bill  would  open  the  floodgates  to 

plans,  but  the  vast  majority  are  rela-      new  suits.  "Now  that  this  has  re- 
tively  minor,"  says  Larry  Levitt,  a  ceived  so  much  attention,  [lawyers] 

Kaiser  managed-care  expert.  When         are  going  to  be  looking  for  them," 
patients  suffered  financial  loss,  most       says  Dr.  Donald  A.  Young,  president 
claims  involved  less  than  $200.  Only        of  the  Health  Insurance  Assn.  of 
5%  cost  $1,000  or  more.  America,  which  represents  insurers. 

Of  course  both  sides  expect  to 
gain  political  advantage  by  focusing 
on  lawsuits.  Because  lawyers  are  un- 
popular, insurers  stress  how  the  pro- 
(Share  of  patients  who  had  a  dis-        vision  will  aid  attorneys  who  exploit 
pute  with  their  HMO  in  2000,  by        patients'  suffering.  And  Democrats 
the  patients'  out-of-pocket  costs)        would  love  to  force  Bush  into  a  veto, 
NO  FINANCIAL  CONSEQUENCE  57%        the  better  to  bludgeon  the  GOP  in  the 

ADDED  COSTS  OF  $200  OR  LESS          21  2002  elections-  But  &et  Past  the  Po11" 

ADDED  COSTS  OF  $200  OR  LESS    21 ^  ^  .^  degr  ^  of  ^  the  im_ 

ADDED  COSTS  OF  $200  TO  $1 ,000       11           portant  issues  in  the  patients'  rights 
ADDED  COSTS  $1,000  OR  MORE           5          debate,  the  right  to  sue  is  little  more 
DON'T  KNOW  5  than  a  sideshow. 

(Numbers  don't  add  to  100%  due  to  rounding)  Gleckman  writes  about  policy 

Data.  Kaiser  Family  Foundation  ^^^   .%  WashingtmL 


Patient  Disputes:  Rarely 
Worth  a  Lawsuit 
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WAIT  A  SECOND- 
I  DIDN'T  ORDER  THAT! 

More  marketers  are  billing  for  unwanted  goods  and  services 


w 


hen  Sarah  Corbett  received  a 
form  about  membership  in 
MedAdvantage  Health  Care  Sav- 
ings Plan,  the  retired  social  worker  had 
no  idea  she  had  already  been  enrolled  in 
its  mail-order  drug  plan.  But  when  a 
$96  annual  fee  for  it  showed  up  on  her 
American  Express  card,  Corbett  real- 
ized that  she  had  been  duped.  After  a 
few  phone  calls,  the  Maryland  native 
identified  the  culprit:  Pennsylvania  tele- 
marketer Encore  Marketing  Interna- 
tional. Encore  insisted  in  a  letter  to 
Corbett  that  she  had  signed  up  over 
the  telephone,  but  the  80-year-old  fired 
back  that  she  had  done  no  such  thing. 
Says  Corbett:  "I  never  take  solicitations 
over  the  phone." 

In  the  end,  Encore  agreed  to  cancel 
Corbett's  membership.  But  she  filed  a 
complaint  with  Maryland  state  consumer 
officials.  "I  feared  they  would  prey  on 
[other  elderly]  people."  She  has  a  point. 
Nationwide,  consumers  are  howling 
about  a  deluge  of  unwanted  products 
and  services  that  they're  being  billed 
for.  According  to  the  Federal  Trade 
Commission's  latest  calculations,  com- 
plaints about  unordered  merchandise 
and  services  skyrocketed  169%  from 
1998  to  2000. 

And  the  gripes  aren't  just  about  fly- 
by-night  operations  anymore.  More  and 
more  mainstream  companies  are  turn- 
ing to  dubious  age-old  marketing  meth- 
ods to  boost  sales  of  everything  from 


health-club  memberships  to  insurance 
policies  to  panty  hose.  Businesses  un- 
der investigation  or  involved  with  law- 
suits include  such  consumer  giants  as 
FleetBoston  Financial  Corp.  Recently, 
even  Sears,  Roebuck  &  Co.  has  gotten 
complaints.  "Companies  are  pushing  the 
envelope  to  see  what  they  can  get  away 
with,"  says  Les  Garringer,  an  assistant 


YOUR  PAYBACK  IS  PAST  DUE 


Some  big  companies  are  being  called 
on  the  carpet  by  regulators 

BURDINES  The  Florida  Attorney 
General  is  investigating  whether  the 
department-store  chain  unfairly 
added  club  memberships  to  cus- 
tomers' credit  cards 

FLEET  MORTGAGE  The  Minnesota 
AG's  office  has  sued  the  unit  for 
adding  insurance  fees — for  every- 
thing from  dental  coverage  to  home 
protection — to  mortgage  bills 

HCI  DIRECT  The  direct-mail  giant 
was  sued  by  11  states  for  charging 
customers  for  samples  of  panty  hose 
they  never  ordered 

JUNO  ONLINE  SERVICES  The  FTC 

settled  with  the  Internet  service 
provider  after  it  failed  to  offer  a  tele- 
phone number  for  customers  to  can- 
cel service  after  a  free-trial  offer 


BAD  MEDICINE:  Sarah  Corbett  was  charged 
for  a  drug  plan  she  didn't  enroll  in 

district  attorney  in  Florida.  "Most  settle 
immediately  once  we  confront  them  with 
their  own  advertising." 

Of  course,  if  done  right,  these  prac- 
tices aren't  illegal.  In  fact,  they  have 
long  been  favored  by  book  clubs  and 
magazines  as  a  way  to  pump  up  sub- 
scriptions. All  a  company  must  do  is 
clearly  explain  to  consumers  that  they 
will  be  receiving  unsolicited  merchan- 
dise or  services  which  will  be  billed  to 
them  unless  declined  by  letter  or  phone. 
Even  so,  opportunities  for  abuse  are 
endless,  regulators  insist.  "Four-point 
type  at  the  bottom  of  the  page  doesn't 
cut  it,"  fumes  Elaine  Kolish,  the  FTC's 
associate  director  of  enforcement. 
VICTIMS  OF  LAZINESS?  What's  new  about 
the  latest  round  of  alleged  offenses  is 
the  size  and  reputation  of  companies  re- 
sorting to  such  practices.  In  one  case, 
the  Minnesota  State  Attorney  General 
sued  Fleet  Mortgage  Inc.,  a  former  unit 
of  FleetBoston  purchased  by  Washington 
Mutual,  for  enrolling  its  home  borrowers 
in  insurance  programs  covering  every- 
thing from  dental  work  to  auto  repair, 
then  tacking  the  charges  onto  monthly 
mortgage  bills.  To  stop  them,  borrowers 
had  to  call  and  cancel  them.  FleetBoston 
has  denied  any  wrongdoing.  The  Florida 
AG  is  investigating  department-store 
chain  Burdines  for  allegedly  failing  to 
notify  customers  it  was  enrolling  them  in 
a  company  buying  club.  And  11  state 
AGs  won  a  $300,000  settlement  against 
hosiery  direct-mailer  HCI  Direct  Inc.  for 
charging  consumers  for  panty  hose  they 
received  but  had  never  ordered. 

Why  take  such  risks?  Companies  see 
the  preemptive  sales  tricks  as  an  easy 
way  to  boost  revenues  in  a  sluggish 
economy,  and  they  also  like  it  because  it 
"takes  advantage  of  people's  inherent 
laziness,"  says  marketing  consultant 
Bruce  Kasanoff.  Other  sales  gurus  view 
the  practice  as  a  desperate  attempt  to 
cut  through  the  advertising  clutter  that's 
blunting  marketing  messages.  "Compa- 
nies no  longer  care  if  you  want  to  buy," 
says  Eric  Norlin,  a  consultant. 

Some  businesses  worry  that  the  prac- 
tice is  getting  out  of  hand.  "We're  hearing 
some  concern  from  our  members,"  says 
Pat  Faley,  vice-president  of  ethics  and 
consumer  affairs  at  the  Direct  Marketing 
Assn.  That's  one  reason  the  Consumer 
Electronics  Assn.  is  writing  voluntary 
guidelines  concerning  the  sales  technique. 
Still,  keep  those  magnifying  glasses 
handy.  Chances  are,  consumers  will  need 
them  just  to  decipher  the  fine  print;  oth- 
erwise, a  lot  more  people  may  wind  up 
owning  panty  hose  they  never  wanted. 

By  Charles  Haddad,  with  Brian 
Grow  in  Atlanta 
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COMING  SOON:  FULL 
DISCLOSURE  TV 


THOSE  TALKING  HEADS  ON  TV's 

investment  shows  will  soon 
have  one  more  topic  to  dis- 
cuss: conflicts  of  interest.  The 
enforcement  arm  of  the  Na- 
tional Association  of  Securi- 
ties Dealers  on  July  2  issued 
proposed  rules  that  would 
require  analysts  to  disclose 
their  own  and  their  broker- 
age firms'  interests  in  stocks 
they're  recommending. 
Under  the  rule,  likely  to  take 
effect  this  fall,  analysts  would 
have  to  tell  whether  they 
own  the  stock  that  they're 
commending,  personally  or  in 
accounts  they  manage; 
whether  their  firm  owns  5% 
or  more  of  the  company's 
shares;  and  whether  the  rec- 
ommended company  has 
hired  their  firm  to  do  invest- 
ment banking  in  the  past 
year.  The  nasd  hopes  the  Se- 
curities &  Exchange  Com- 
mission   will    subject    fund 


CLOSING    BELL 


HAPPY  COUPLING 

Qualcomm  investors  rejoiced 
following  news  that  the  wire- 
less-technology company  had 
expanded  its  relationship 
with  mobile-phone  giant 
Nokia.  Financial  details 
weren't  disclosed,  but  the 
new  deal  is  expected  to  gen- 
erate a  big  windfall  from 
short-term  licensing  fees  and 
long-term  royalty  payments. 
Qualcomm  shares  jumped 
10%,  to  $63.87,  on  July  3. 


40    QUALCO/WNA. 

STOCK  PRICE 
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Data:  Bloomberg  financial  Markets 


managers,  who  aren't  gov- 
erned by  nasd,  to  similar 
rules. 


A  NEW  FLIGHT  PLAN 
FOR  US  AIRWAYS? 

AFTER  14  MONTHS  OF  HAGGLING 
with  antitrust  regulators,  UAL 
threw  in  the  towel  on  its  pro- 
posed takeover  of  No.  6  car- 
rier us  Airways.  The  issue 
that  did  in  the  deal  was  the 
same  one  critics  pointed  to 
from  the  start:  Even  by  sell- 
ing off  assets  at  Reagan  Na- 
tional Airport,  the  combined 
airline  would  have  too  much 
market  share  along  the 
Washington-Boston  corridor. 
ual  promises  it  now  will  fo- 
cus on  restoring  better  ser- 
vice at  its  United  Airlines 
unit  and  returning  to  prof- 
itability. The  going  will  be 
tougher  for  us  Airways, 
which  has  warned  it  likely 
would  fail  without  a  takeover. 


ANOTHER  DIP 

FOR  CHIPS 

EXECS   AT   GIANT   CHIPMAKER 

Intel  say  they  see  signs  that 
semiconductor  sales  have  bot- 
tomed, but  the  rest  of  the  in- 
dustry isn't  breaking  out  the 
champagne.  The  Semiconduc- 
tor Industry  Assn.  reported 
on  July  2  that  global  chip 
sales  tumbled  7.3%  in  May 
from  the  previous  month  and 
5.9%  even  when  adjusted  for 
typical  seasonal  patterns. 
Worse,  the  report  confirmed 
that  weakness  in  info-tech 
spending  has  spread  world- 
wide. With  chip  sales  of  $12.7 
billion  in  May  sharply  below 
April's  poor  showing  of  $13.7 
billion  and  off  20%  from  a 
year  ago,  solid  recovery  looks 
a  long  way  off. 


SARA  LEE  MAKES 
A  BUY,  FOR  A  CHANGE 

SARA  LEE  IS  MOVING  INTO  A 
new  aisle  in  grocery  stores. 
The  food  and  apparel  giant 


HEADLINER:   LAWRENCE   BOSSIDY 


HE'S  BACK-WITH  AN  AX  IN  HIS  HAND 


HONEYWELL  INTERNATIONAL 

brought  back  Lawrence 
Bossidy  as  ceo  on  July  3, 
the  same  day  that  the 
European  Commis- 
sion blocked  Gen- 
eral Electric's 
$45  billion  buy- 
out of  the  trou- 
bled aerospace 
conglomerate 
on  anticompeti- 
tive grounds. 

There's  no  ques 
tion  that  Honeywell  needs 
the  66-year-old,  who  re- 
tired just  15  months  ago. 
The  company  has  faced 
plummeting  earnings, 
falling  orders,  and  a  life- 
threatening  brain  drain  in 
the  eight  months  since 
now-ousted  ceo  Michael 
Bonsignore  inked  the  GE 
deal.  A  hard-nosed  manag- 


er out  of  the  GE  mold — he 
was  a  vice-chairman  there 
until  1991 — Bossidy  is 
likely  to  continue  the  big 
job  cuts  that  Honey- 
well started  this 
year  under  GE's 
direction. 

But  job  No.  1 
for  the  legendary 
cost-cutter  is 
hammering  to- 
gether the  warring 
cultures  of  Bossidy's 
AlliedSignal  and  Bon- 
signore's  Honeywell,  which 
themselves  merged  only  in 
December,  1999.  With  earn- 
ings expected  to  drop  as 
much  as  27%  this  year,  in- 
vestors aren't  likely  to  let 
Bossidy  play  savior  for 
long  before  they  start  agi- 
tating for  a  sale. 

Pamela  L.  Moore 


said  July  2  it  will  pay  $2.8 
billion  to  acquire  Earthgrains, 
a  big  maker  of  fresh  and  re- 
frigerated breads,  rolls,  and 
buns.  The  $40.25-per-share 
cash  deal  also  marks  a  new 
course  for  Sara  Lee  CEO 
Steven  McMillan,  who  has 
been  selling  or  spinning  off 
operations  since  he  took 
charge  a  year  ago.  The  new 
bakery  unit  will  be  run  by 
Earthgrains  Chairman  and 
ceo  Barry  Beracha  and  have 
$3.4  billion  in  annual  sales. 


MORE  INSECURITY 
ON  THE  NET 

FOR        ALL       THE        DOT-COM 

carnage,  the  one  business 
that  seemed  impervious  was 
Internet  security.  The  think- 
ing: Corporate  customers 
might  slash  other  expenses, 
but  wouldn't  cut  security  and 
leave  themselves  exposed  to 
hackers.  Now,  even  the  secu- 
rity companies  are  vulnera- 
ble. On  July  2,  Atlanta-based 


Internet  Security  System 
warned  that  last-minute  con 
tract  cancellations  woul 
cause  it  to  miss  its  second 
quarter  earnings  targets 
and  could  even  snap  its 
string  of  11  profitable  quar- 
ters. The  next  day,  Check 
Point  Software  Technologies 
warned  that  its  second-quar- 
ter revenues  would  be  below 
expectations,  though  it  ex- 
pects profits  to  be  on  track 
Check  Point's  stock  tumblec 
13%,  to  $44.55,  while  share* 
of  Internet  Security  System; 
nosedived — down  40%,  tc 
$29.99. 

ETCETERA... 


■  Apple  Computer  will  sus- 
pend production  of  the  Power 
Mac  G4  Cube. 

■  tmp,  Monster.com's  parent 
agreed  to  buy  rival  job-searc! 
Web  site  HotJobs.com. 

■  Broad  Visit  in  said  its  sec- 
ond-quarter loss  would  be 
twice  as  large  as  expects* 
and  that  its  CPO  is  resigning 
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know 


I 


they  know 


L. 


IBM's  unmatched  e-business  experience  and  proven  industry  expertise.  Dassault  Systemes' 
peerless  3D  design  and  engineering  software.  A  combination  of  both,  in  one  powerful 
package:  CATIA.  Electronics,  toys,  whatever  you  make,  make  it  better  at  ibm.com/solutions 
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CABLE  TV 


JOHN  MALONE'S 
EUROPEAN  TOUR 

He  may  soon  be  the  Continent's  biggest  cable  operator 
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Europe  has  no  equivalent  to  the 
U.S.  media  wheeler-dealer  John 
C.  Malone.  He  rose  to  dominate 
the  distribution  of  cable  television 
in  the  U.S.  through  his  company  Tele- 
Communications  Inc.,  then  sold  out  to 
AT&T  in  1998  for  $52  billion.  Of  course,  a 
tycoon  like  this  can  never  leave  the 
game.  Sure  enough,  Malone  has  quickly 
accumulated  a  portfolio  of  investments 
through  a  new  vehicle,  Liberty  Media 
Corp.  There  were  fears,  however,  that 
the  master  had  lost  his  touch.  He  put 
$500  million,  for  example,  into  icg  Com- 
munications Inc.  seven  months  before 
the  telecom  company  declared  bank- 
ruptcy last  November. 

Now,  the  king  of  cable  is  back — but 
on  a  different  continent.  In  late  June, 
Malone  cut  a  deal  with  Deutsche 
Telekom  to  pay  an  estimated  $4  billion 
for  the  German  phone  giant's  stakes  in 
six  regional  cable-TV  companies  that 
serve  10  million  households,  nearly  half 
the  cable-connected  homes  in  Germany. 
If  the  deal  flies,  Malone  will  be  the 
biggest  cable  operator  not  only  in  Ger- 
many but  in  Europe.  He  already  indi- 
rectly owns  a  substantial  stake  in  upc, 
the  Dutch  cable  company  that  has  the 
biggest  subscriber  base  of  any  Euro- 
pean cable  company.  "It's  a  very  excit- 
ing move,"  says  Adam  Bird,  leader  of 
the  European  media  and  entertainment 
practice  for  Booz,  Allen  &  Hamilton  Inc. 
in  Munich.  "The  European  cable  indus- 
try has  been  very  fragmented." 

That's  not  all.  Once  you  tack  on  the 
new  German  customers  to  Malone's  oth- 
er cable  holdings  in  Japan,  Argentina, 
Chile,  and  Puerto  Rico,  he  will  have  con- 
trolling interests  in  companies  with  wires 
into  25  million  homes  worldwide.  That's 
double  the  12.5  million  households  TCI 
had  served  when  Malone  sold  it  to  AT&T. 
Throw  in  the  number  of  homes  located 
close  enough  to  Malone's  wires  to  hook 
up  in  the  future  for  high-speed  data,  dig- 
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ital  video,  and  telephony,  and  the  number 
of  actual  and  potential  hookups  is  50  mil- 
lion. "What  he  has  done  is  create  a  giant 
footprint  again,"  says  Larry  Petrella,  an 
analyst  with  Eminence  Capital  LLC, 
which  owns  1.3  million  Liberty  shares. 
SLIMMED-DOWN  FIELD.  Malone  is  once 
again  living  up  to  his  reputation  as  a 
consummate  dealmaker.  Cash-rich  Lib- 
erty, with  just  40  employees  operating 
from  a  suburban  Denver  office  ^^^ 
and  assets  valued  at  $50 
billion,  has  seized  an 
opportunity  in  Eu-  ^ 
rope  by  making  an 
offer  at  a  time 
when  tough 


ital  markets  have  slimmed  the  field  of  al  - 
potential  buyers.  Deutsche  Telekom,  [,<■ 
Germany's  former  phone  monopoly  and  mpa 
biggest  Internet  service  provider,  is  be 
ing  pushed  by  regulators  to  sell  its  cabk 
business  for  conflict-of-interest  reasonsJjVnn: 
Industry  sources  say  Liberty  will  cover 
a  substantial  part  of  the  purchase  price  v 
with  its  own  shares. 

It's  easy  to  see  why  Mal- 
one is  ready  to  jump     I 
into   Germany. 
Cable  is  an 
under 
valued 
and 


inderdeveloped  asset  in  Eu- 
•opc.  M;ilonc  will  have  lots  of 
•oom  to  upgrade  Germany's 
rutmoded  cable  infrastructure, 
jvhieh  Deutsche  Telekom  ne- 
glected, and  introduce  broad- 


GERMAN  CHALLENGE 


"Malone  will  suffer  his  first 
defeat  here,"  warns  Heinz- 
Peter  Labonte,  founder  of 
PEPCom,  a  company  based 
in  Bingen,  near  Frankfurt, 
that  is  buying  up  smaller 


Liberty  Media  is  poised  to  become  Germany's  dominant 

cable-TV  provider.  But  here's  why  Chairman  Malone  may 

have  trouble  making  it  pay: 
jand  as  well  as  compelling  pro- cable  operators  in  Germany. 

rramming  packages.  "If  there's  •  Germans  are  historically  reluctant  to  shell  out  for  extra  That  prediction  may  be 

fcybody  that  knows  how  to  do  Tv  services,  making  it  tough  for  Malone  to  recoup  esti-  to°  ^re-  But  Malone's  move 

this,  it's  John  Malone  and  his  mated  $3  bmjon  he-„  need  to  spend  on  Upgrades.  1S  already  stirrmg  opposition 

:eam,"  says  Bird.  Malone's  hold-      from  established  interests 


ngs  in  programmers  such  as 
Discovery  Channel  and  Rupert 
Murdoch's  News  Corp.,  is  a  big 
advantage,  particularly  in  Ger- 
many where  original  cable  pro- 
gramming has  been  scant. 

The  most  important  member 
of  Malone's  team  is  A.  Gary 
Klesch,  a  London-based  investor 
who  helped  broker  the  Liberty 
deal.  Klesch  has  an  option  to  buy  up  to 
m$M  of  this  newly  created  German  cable 
company  and  will  operate  it  for  Malone. 

As  impressive  as  the  move  is,  Malone 
is  taking  a  huge  risk.  The  fragmented 
German  cable  market  is  full  of  hazards, 
ranging  from  wary  regulators  to  stingy 
viewers  unwilling  to  pay  for  premium 
eervices.  German  viewers  pay  as  little 
as  $4  a  month  for  basic  cable  service.  In 
the  U.S.,  cable  operators  have  used  pre- 
mium services  to  persuade  viewers  to 
shell  out  an  average  of  $40  a  month. 
Thousands  of  local  cable  operators  offer 
rudimentary  service  across  Germany. 
Because  of  local  laws,  private  operators 
ranging  from  corner  electronics  shops 


Regulatory  nightmare:  Each  state  has  own  regulatory 
agency  that  may  see  Malone  as  foreign  invader.  EU 
could  also  interfere. 


•  Existing  broadcasters  such  as  Kirch  Group  see  their  turf 
threatened  and  will  do  everything  to  trip  up  Liberty. 

•  Thousands  of  local  providers  often  control  the  so-called 
last  mile,  blocking  direct  access  to  customers. 

Data:  BusinessWeek 

to  building  associations  control  the  last 
few  meters  of  cable  that  connect  the 
Deutsche  Telekom  network  with  some 
fi.6  million  homes.  In  other  words,  Lib- 
erty will  control  the  pipes,  but  not  al- 
ways the  spigot. 

To  reach  his  new  customers,  Malone 
will  have  to  win  the  support  of  these  lo- 
cal players,  who  may  not  want  to  cede 
turf  to  a  foreign  interloper.  Petrella  pre- 
dicts Liberty  will  buy  up  the  smaller 
operators  whose  connections  he  covets. 
That's  the  only  way  he  can  justify 
spending  the  estimated  $3  billion  need- 
ed to  upgrade  the  network  he's  acquir- 
ing from  Deutsche  Telekom,  which  nev- 
er managed  to  make  money  on  cable. 


The  Association  of  Private 
Broadcasting  &     Telecom- 
munications, which  repre- 
sents established   German 
players  such  as  Kirch  Group, 
the  film  distributor  and  pay- 
TV  operator,  has  called  for 
regulators  to  keep  a  close 
eye  on  Liberty  Media.  One 
of  its  demands  is  that  view- 
ers on  Malone's  cable  network  be  allowed 
to  choose  from  competing  set-top  de- 
coders. "Nobody  should  be  shut  out," 
says  Thorsten  Grothe,  deputy  director 
of  the  broadcasters'  group.  Regulators 
are  already  making  sympathetic  noises. 
TOUGH  FIGHT.  The  broadcasters  also  wor- 
ry that  they  are  trading  one  obnoxious 
monopoly  for  another.  Malone  is  known 
for  driving  a  hard  bargain,  and  they  won- 
der what  kind  of  tolls  he  may  demand 
once  he  owns  the  infrastructure.  More- 
over, they  fear  he'll  give  favorable  treat- 
ment to  his  own  media  holdings,  which 
include  a  21%  stake  in  usa  Networks. 

Malone  is  doing  little  to  assuage  the 
broadcasters'  fears.  Sources  close  to  the 
deal  say  Malone's  primary  aim  is  to  se- 
cure distribution  for  his  company's  con- 
tent. But  he's  a  shrewd  political  player 
and  likely  to  make  sure  there  is  a  fair 
amount  of  local  content. 

Assuming  Malone  can  battle  his  way 
through  all  these  obstacles,  he'll  then 
face  the  toughest  challenge  of  all:  German 
couch  potatoes.  With  access  to  more  than 
30  free  channels  on  basic  cable,  including 
two  all-sports  channels  and  movie  chan- 
nels such  as  ProSieben,  German  view- 
ers are  notoriously  reluctant  to  pay  for 
extra  services.  Just  ask  Leo  Kirch,  who 
has  been  struggling  for  five  years  to 
make  money  with  digital  pay  TV  and  is 
still  years  from  breaking  even. 

No  one  should  underestimate  Mal- 
one's drive  or  business  savvy.  And  he 
seems  to  recognize  the  hazards.  He  ini- 
tially plans  a  relatively  modest  invest- 
ment of  about  $400  million  a  year  to 
upgrade  the  existing  system  so  it  can 
handle  more  channels  and  interactive 
services.  But  that's  still  big  money.  And 
Malone  will  need  all  his  smarts  if  he 
wants  to  see  it  again. 

By  Jack  Ewing  in  Frankfurt,  with 
Tom  Lowry  in  New  York.  Ronald 
Grover  in  Los  Angeles,  and  Carol  Mat- 
lack  in  Pans 
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HOT  ASSETS:  Steelmaker 
Severstal  is  buying  auto 
and  Locomotive  factories 


RUSSIA 


THE  BIG 

ARE  GETTING  BIGGER  FAST 

Russia's  industrial  combines  are  on  a  buying  binge 


M 


Ioscow-based  Alfa  Group  is  snap- 
ping up  stakes  in  telcos  to  diver- 
sify a  portfolio  dominated  by  oil 
holdings.  Local  rival  Interros  is  adding  a 
naval  shipyard  to  its  nickel-mining  in- 
terests. And  in  Cheropovets,  in  the  pine 
forests  of  northwestern  Russia,  the 
young  managers  of  steelmaker  Severstal 
are  busy  buying  automotive,  motor  en- 
gine, and  locomotive  factories. 

Flush  with  export  revenues  from  oil 
and  gas,  aluminum,  steel,  and  other  met- 
als, Russia's  industrial  titans  are  on  a 
buying  binge.  They're  consolidating  core 
stakes  in  commodities  and  adding  major 
new  holdings  in  manufacturing,  defense, 
and  information  services.  Such  acquisi- 
tions could  boost  these  companies'  con- 
trol of  the  $260  billion  nonfarm  economy 
from  about  30%  now  to  40%  or  even 
higher  within  two  years,  according  to 
Eric  Kraus,  chief  strategist  of  Moscow 
investment  bank  Nikoil  Capital  Mar- 
kets. Only  state-controlled  monopolies 
such  as  Gazprom  wield  similar  clout. 
BLOATED.  The  creation  of  such  sprawl- 
ing operations  has  largely  gone  out  of 
fashion  in  the  West,  where  companies 
tend  to  focus  on  a  handful  of  core  busi- 
nesses. Not  so  in  Russia.  Says  Vadim 
Makhov,  Severstal's  29-year-old  strategic- 
planning  director,  who  has  a  graduate 


business  degree  from  the  University  of 
Northumbria  in  Britain:  "We  believe 
conglomerates  work  very  well  in  our 
country  right  now." 

With  foreign  capital  scarce,  conglom- 
erates are  some  of  the  only  players  in- 
vesting in  low-priced  Russian  companies 
and  forcing  their  bloated  and  ill-man- 
aged operations  to  restructure.  There 
are  opportunities  galore  because  "Russia 
is  bankrupt,"  says  Alfa  Group  Chairman 
Mikhail  Fridman,  37.  Alfa  recently  paid 
$330  million  for  its  investments  in  Gold- 
en Telecom  Inc.  and  cellular  operator 

VimpelCom,  and  is  pushing  

execs  at  both  companies  to 
slash  staff  and  cut  costs. 

The  growth  of  these  hy- 
dra-headed operations  also 
poses  risks.  One  is  that  the 
ceos  in  question  will  be 
powerful  enough  to  strip 
assets  from  their  companies 
for  their  own  gain — and  get 
away  with  it.  Such  whole- 
sale plundering  plagued  the 
Russian  economy  in  the 
'90s.  Today  minority  in- 
vestors are  protesting  a 
share  swap  that's  diluting 
their  stake  in  Norilsk  Nick- 
el, Interros'  key  property, 


CONNECTIONS:  Alfa's 
Fridmari  can  get  good 
telecom  franchises 


even  though  Norilsk  man 
agers  swear  the  move  will 
boost  share  prices  and 
dividends. 

Yet  for  better  or  worse 
the  consolidation  wave  keeps 
surging.  Wth  their  big  stakes 
in  commodities,  conglomer 
ates  such  as  Siberian  Alu- 
minum, Alfa  Group,  Interros 
and  Severstal  are  among  the 
biggest  beneficiaries  of  the 
$105  billion  in  export  rev- 
enues expected  for  the  econ- 
omy this  year.  A  growing 
share  of  the  take  from  ex 
ports  is  getting  plowed  back 
into  the  Russian  economy. 
Capital  outflows  from  Russia 
as  a  percentage  of  the  country's  gross  do- 
mestic product,  fell  from  15%  in  the  first 
quarter  of  2000  to  10%  in  the  first  quar- 
ter of  this  year,  estimates  the  Finance 
Ministry.  The  leading  source  of  foreign 
investment  into  Russia  for  the  first  quar- 
ter was  Cyprus — a  haven  for  Russiar 
business  lords. 

The  business  combines  are  investing 
more  at  home  partly  because  Putin's  ef- 
fort to  consolidate  political  power  is  cre- 
ating a  more  orderly  environment 
Barons  like  Fridman  of  Alfa  Group 
Vladimir  Potanin  of  Interros,  and  Oleg 
Deripaska  of  Siberian  Aluminum  alsc 
enjoy  tight  political  connections. 

Despite  the  advantages  of  bulking 
up,  some  Russian  companies  forese 
greater  advantages  in  focusing  on  a 
few  core  businesses.  "We  don't  like  the 
idea  of  being  a  conglomerate,"  says 
Kakha  A.  Bendukidze,  general  direc 
tor  of  Moscow-based  Uralmash.  The 
manufacturer,  with  annual  sales  of  $38£ 
million,  is  shedding  holdings  in  such 
_  sectors  as  steel  to  concen- 
trate on  oil  drilling  rig; 
and  mining  equipment. 

But  at  this  primitive 
stage  in  Russia's  develop 
ment,  the  conglomerate 
phase  may  be  just  begin 
ning.  Indeed,  at  the  right 
price,  Bendukidze  says  he 
would  be  prepared  to  sell 
Uralmash  to  a  conglomer- 
ate. "They  will  get  bigger,' 
he  predicts.  And  better,  it 
Russia's  bosses  learn  tc 
manage. 

By  Paul  Starobin, 
with  Catltcrii/c  lUlton. 

m  Moscow 
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COMMENTARY 

By  Mark  L.  Clifford 


MAHATHIR'S  WORST  EC0H0M1C  EHEMV  IS  HIMSELF 


M 


Ialaysian  Prime  Minister  Ma- 
hathir Mohamad  celebrates  20 
years  in  office  this  month,  mak- 
ing him  Asia's  longest-serving  politi- 
cal leader.  He's  a  man  who  deserves 
tremendous  credit  for  transforming 
Malaysia  from  a  struggling  economy 
of  tin  mines  and  palm  oil  plantations 
into  a  major  electronics  exporter. 

But  rather  than  reflect  on  his  suc- 
cess, the  physician-turned-politician 
is  bitter.  Four  years  after  Asia's  fi- 
nancial crash,  he  is  still 
lashing  out  at  enemies  real 
and  imagined,  at  home  and 
abroad.  Most  of  Asia  is 
trying  to  get  on  with  eco- 
nomic and  governmental 
reform.  But  Mahathir  is 
playing  the  politics  of  re- 
sentment. That's  bad  for 
Malaysia.  If  it  spreads,  it 
could  be  bad  for  Southeast 
Asia,  a  region  that  risks 
losing  more  investors  to 
China  if  its  business  cli- 
mate doesn't  improve. 

To  hear  an  acidulous 
Mahathir  tell  it,  the  forces 
of  globalization  are  out  to 
destroy  midsize  countries 
such  as  Malaysia.  "There 
are  so  many  corporate  gi- 
ants hiding  their  teeth  and 
intent  on  gobbling  us  up," 
he  told  foreign  business- 
men in  a  June  27  speech. 
"The  second  great  Asian 
colonialism  is  upon  us." 
SINGAPORE  STING.  If  only. 
Malaysia  drew  applications 
for  just  $1.5  billion  in  for- 
eign direct  investment  in  the  first 
five  months  of  this  year,  far  off  the 
pace  of  2000,  when  it  got  $8  billion. 
So  far  this  year,  Penang,  the  nation's 
electronics  hub,  has  shed  8,000  jobs. 
Malaysia  can't  blame  it  all  on  the 
U.S.  tech  bust.  From  1997  to  1999, 
members  of  the  Malaysian- American 
Electronics  Industry  Assn.,  which  in- 
cludes Intel,  Seagate,  and  Motorola, 
kept  employment  flat  at  60,000,  and 
cut  investment  by  half. 

Meanwhile,  neighboring  Singapore 
is  snaring  huge  projects — despite 
much  higher  wages.  In  December, 
Taiwan's  United  Microelectronics 


Corp.  said  it  will  build  a  $3.6  billion 
semiconductor  plant.  Toshiba  Corp. 
and  Matsushita  Electronic  Industrial 
Co.  plan  a  $1  billion  liquid-crystal 
display  factory.  Why  Singapore?  "It's 
about  political  stability,"  says 
Richard  Gabrys,  vice-chairman  of 
Deloitte  &  Touche.  "We  hear  it 
everywhere  from  companies  these 
days."  Others  are  skipping  Southeast 
Asia  altogether  and  building  modern 
factories  in  China. 


In  his  June  27  speech,  Mahathir 
lamented  that  "today  there  are  no 
more  economic  tigers  in  Asia."  That's 
because  "they  have  been  destroyed" 
by  foreign  currency  traders.  Really? 
As  capital-flow  figures  show,  foreign 
lenders  and  stock  and  bond  investors 
are  long  gone.  Credit  Mahathir's  de- 
cision three  years  ago  to  impose  cap- 
ital controls  and  fix  the  ringgit  at  3.8 
to  the  U.  S.  dollar  to  stop  the  outflow 
of  money.  That  averted  an  immediate 
crisis.  But  Mahathir  has  done  little 
to  curb  the  crony-infested  corporate 
and  financial  system,  so  foreign  in- 
vestors see  no  reason  to  return. 


With  political  worries  growing,  it  is 
Malaysian  businessmen  who  are  caus- 
ing a  balance-of-payments  problem — 
by  keeping  their  money  out  of  the 
country  rather  than  converting  it  to 
ringgit.  With  capital  controls  mostly 
gone,  foreign  reserves  have  sunk  from 
$32  billion  a  year  ago  to  $26  billion  in 
mid-May.  And  this  is  despite  a  big 
trade  surplus.  Merrill  Lynch  &  Co. 
economist  Vincent  Low  thinks  the 
currency  peg  "will  break  by  yearend." 
Despite  high  government 
deficit  spending,  Low  has 
cut  his  2001  growth  forecast 
from  4%  to  2.5%. 
FEWER  FLIGHTS.  One  sign 
of  shrinking  commerce  is 
air  travel.  Four  airlines,  in- 
cluding British  Airways 
PLC,  have  canceled  service 
to  Kuala  Lumpur  because 
of  poor  sales.  Meanwhile, 
Malaysia,  eager  to  protect 
homegrown  industries  like 
its  Proton  auto  company,  is 
retreating  to  protectionism. 
What's  really  disturbing 
is  that  Thailand  and  In- 
donesia also  are  starting  to 
flirt  with  isolation.  That 
would  be  tragic.  Southeast 
Asia  still  has  young  labor 
forces,  energetic  entrepre- 
neurs, and  abundant  natur- 
al resources.  But  it  could 
fall  off  the  investment  map 
as  China  keeps  opening  up. 
The  Philippines,  under  re- 
formist President  Gloria 
Arroyo-Macapagal,  still  un- 
derstands this  and  wants  to 
maintain  open  markets.  The  same 
day  Mahathir  gave  his  tirade,  former 
Philippines  President  Fidel  V.  Ramos 
also  spoke  in  Kuala  Lumpur.  "The 
economic  crisis,"  he  said,  "demon- 
strated forcefully  to  all  our  countries 
the  dangers  inherent  in  our  financial 
systems,  the  absence  of  level  playing 
fields  in  our  economies,  and  the  ve- 
nality of  our  politics."  Ramos  can't 
claim  his  own  country  is  a  pure  free 
trader.  But,  unlike  Mahathir,  he  rec- 
ognizes the  real  issues. 

Clifford  covers  Asian  but 
from  Hong  Kojig. 
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At  Fannie  Mae,  it  has  been  our  mission  for  over  30  years  to  break  down  as  many  barriers  to 
homeownership  as  possible.  Along  the  way  we've  realized  that  there  are  certain 
rights  that  are  necessary  in  a  family's  pursuit  of  the  American  Dream. 


S  tannieMae 


www.fanniemae.com 


The  right  to  have  access  to  mortgage  credit. 

The  right  to  the  lowest-cost  mortgage  for  which  a  consumer  can  qualify. 

The  right  to  know  the  true  cost  of  a  mortgage. 

The  right  to  be  free  of  regulatory  burden. 

The  right  to  know  what's  behind  a  lender's  mortgage  decision. 

Fannie  Mae's  Mortgage  Consumer  Bill  of  Rights  is  the  foundation  to  making  sure 

that  all  people  are  treated  equally  in  the  home-buying  process.  And  in  the  end, 

given  the  same  opportunity  to  not  only  dream  the  American  Dream,  but  to  live  it  as  well. 

To  learn  more  about  Fannie  Mae's  Mortgage  Consumer  Bill  of  Rights  visit  www.fanniemae.com/consumerrights. 


At  Fannie  Mae,  we  support  the  Mortgage  Consumer  Bill  of  Rights. 
So  the  memories  that  begin  with  the  Campbells'  first  home 
will  be  those  of  honesty,  opportunity,  and  fairness. 
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MEXICO:  WHAT  HAPPENED 

TO  FOX'S  MANAGEMENT  SKILLS? 

A  year  ago,  a  businessman-turned-politician  walked  away 
with  Mexico's  top  job  by  portraying  himself  as  a  top-notch 
manager.  Vicente  Fox,  a  former  Coca-Cola  Co.  executive, 
Beverly  sold  himself  as  the  candidate  with  the  credentials  to 
Invert  a  crisis-prone,  corruption-ridden  country  into  a  mod- 
ern nation,  with  improved  living  standards  for  all. 

Now,  seven  months  into  his  six-year  presidential  term, 
Fox  is  discovering  that  good  intentions  and  steely  determi- 
nation aren't  enough.  Although  two-thirds  of  Mexicans  still 
support  him,  Fox  has  made  some  serious  mis- 
steps. So  critics  and  supporters  alike  are  urg- 
ing the  President  to  rethink  his  entire  ap- 
proach to  governing.  For  starters,  Fox  needs 
to  put  some  order  in  his  Cabinet  and  settle  on 
a  more  manageable  list  of  policy  priorities. 
He  must  also  learn  to  negotiate  with  the  op- 
position-dominated Congress,  or  risk  making 
little  progress  on  his  bold  plans  to  remake 
Mexico.  "We  really  expected  to  see  more  dis- 
ciplined teamwork,  but  it  turns  out  that  Fox  is 
an  inefficient  manager,"  says  Federico  Es- 
tevez,  a  political  scientist  with  the  Autonomous 
Technological  Institute  in  Mexico  City. 
HONOR  AND  TAXES.  Fox  has  sometimes  sent 
out  the  wrong  message.  Take  the  recent  "Tow- 
elgate"  scandal.  A  Mexican  newspaper  report- 
ed in  June  that  the  presidential  residence  had 
been  outfitted  with  towels  costing  $443  apiece.  Fox  countered 
that  since  the  purchases  showed  up  on  a  government  Web  site, 
it  showed  he  was  honoring  his  pledge  of  greater  transparency. 
Yet  such  conspicuous  consumption  is  hard  to  take  from  a 
President  who  wants  to  impose  a  15%  value-added  tax  on 
food  and  medicines.  The  measure  is  central  to  Fox's  efforts  to 
boost  public  spending  on  education  and  welfare  programs.  But 
the  Mexican  Congress  has  delayed  voting  on  the  tax  at  least 
until  September,  in  part  because  Fox  and  his  team  failed  to 
make  their  case  to  legislators  and  the  public.  Now,  the  Pres- 


UNITED:  But  his  party  isn't 


ident  will  have  to  put  more  energy  into  negotiating  a  com- 
promise, which  may  exempt  basic  foods  and  medications. 

Fox's  management  skills  have  also  fallen  short  when  it 
comes  to  his  own  Cabinet.  His  reluctance  to  appoint  a  chief  of 
staff  may  have  contributed  to  bickering  among  top  officials. 
For  instance,  members  of  his  administration  are  at  odds 
over  the  merits  of  investigating  past  abuses  of  power.  "In  any 
undertaking,  it  takes  time  for  the  gears  to  function  well,"  says 
Martha  Sahagun,  who  on  July  2  resigned  as  Fox's  spokesper- 
son to  become  his  wife.  Some  observers  say 
that  Sahagun's  exit  from  government  will  re- 
duce friction,  as  her  statements  often  con- 
flicted with  those  of  Cabinet  officials. 

It  would  also  help  if  the  President  com- 
manded the  total  support  of  his  center-right 
National  Action  Party  (pan).  The  go-it-alone 
Fox  has  alienated  many  Panistas  by  failing  to 
name  key  party  members  to  his  Cabinet.  Local 
papers  have  reported  that  several  Cabinet  of- 
ficials now  are  quietly  working  to  form  a  new, 
left-of-center  political  party.  The  new  group 
would  appeal  to  the  voters  who  cast  their  lot 
with  Fox  in  the  last  election  but  who  do  not 
sympathize  with  the  conservative  pan.  The 
administration  dismisses  the  reports. 

Neither  can  Fox  afford  to  alienate  the  op- 
~  position.  Although  Fox's  election  ended  the  In- 
stitutional Revolutionary  Party's  seven-decades-long  reign, 
the  pri  still  holds  the  largest  number  of  seats  in  Congress. 
Fox  needs  the  PRl's  votes  to  enact  his  reformist  legislation, 
and  prominent  Priistas  want  him  to  reach  out  more.  "The 
administration  is  seriously  lacking  in  politically  savvy  Cabinet 
members  who  know  how  necessary  it  is  to  sit  down  to  talk 
and  listen  and  negotiate  to  reach  agreements,"  says  pri  Sen- 
ator Silvia  Hernandez.  Learning  on  the  job  has  never  been 
easy,  even  for  an  achiever  like  Fox. 

By  Geri  Smith  in  Mexico  City 


GLOBAL  WRAPUP 


ATTENTION,  BARGAIN  HUNTERS 

►  Germany's  parliament  has  finally 
scrapped  a  Nazi-era  law  that  barred 
retailers  from  offering  discounts  of 
more  than  3%  on  products  outside  the 
designated  summer  and  winter  sales 
seasons.  The  measure  had  largely  kept 
German  retailers  from  launching  the 
frequent  sales  and  discounts  that  have 
long  characterized  American  shopping. 
Germany's  large  store  chains  lobbied 
for  the  law's  abolition  as  the  rise  of  In- 
ternet shopping  left  them  at  a  disad- 
vantage to  foreign  companies  offering 


discounts  on  the  Web.  Rampant  dis- 
counting is  unlikely  to  happen  soon, 
though,  since  margins  in  the  industry 
are  razor-thin.  Instead,  retailers  will 
court  consumers  with  loyalty  cards  of- 
fering deals  to  frequent  shoppers. 

IN  DEFENSE  OF  THE  BAHT 

►  Four  years  after  heeding  the  Inter- 
national Monetary  Fund's  advice  to 
float  its  currency,  Thailand's  central 
bank  is  again  intervening  to  prop  up 
the  struggling  baht.  The  move  comes 
soon  after  Chatu  Mongol  Sonakul,  the 
reformist  governor  of  the  Bank  of  Thai- 


land, was  replaced  by  the  more  inter- 
ventionist-minded Pridiyathorn  Devaku- 
la.  Since  June,  the  BOT  also  has  raised 
rates  on  domestic  savings  accounts  in  a 
bid  to  bolster  the  currency.  The  mea- 
sures have  helped  stabilize  the  baht, 
which  had  sunk  by  13%,  to  about  45  to 
the  U.S.  dollar,  in  the  past  year  owing 
to  slowing  exports  and  a  shrinking  cur- 
rent-account surplus.  Pridiyathorn  in- 
sists Thailand  won't  rigidly  fix  the  cur- 
rency, a  policy  that  led  to  a  crash  in 
1997  that  triggered  the  Asia  crisis.  But 
he  says  he  will  intervene  "whenever 
the  baht  fluctuates  too  much." 
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How  daunting  is  your 
next  IT  project? 


Not  at  all? 

Slightly? 

V-v-v-very? 

If  you're  concerned  about  a  major 
technology  assignment,  we  can  help. 

At  AMS  we've  been  managing  giant 
IT,  systems  integration,  and  eBusiness 
engagements  for  over  30  years. 

From  51  offices  worldwide,  for 


thousands  of  clients. 

And  for  hundreds  of  companies  in 
the  FORTUNE  500®. 

So  when  you're  ready  to  put  together 
a  shortlist  of  consultants,  we  hope 
you'll  call. 

Because  we  can  tell  you  exactly  what 
to  expect  from  us: 

0 


Industrial 
strength  IT 


ams.com 


ireless  LANs: 


ON  THE  HORIZON:  NEW  401(K)s  THAT  ARE 
AFFORDABLE  AND  EAS* 


Latham  Jenkins  chose 

an  online-only 

retirement  plan  for 

his  company, 
Circumerro  Inc. 


a 


A  playful  reminder  that  we  work  to  live. 

There's  a  place  we  all  want  to  be.     Go  there.* 


We  all  have  moments  when  all 

seems  right  with  the  world,  when 

everything  that's  important  to  us  — 

family,  friends,  career  -  is  in 

perfect  harmony.  And  we  take  joy  in 

whatever  form  it  comes.  Guardian 

understands.  For  140  years,  we  have 

been  providing  people  with  the 

financial  tools  they  need  -  helping 

them  achieve  their  dreams,  and 

acting  in  our  clients'  best  interests  - 

consistently,  honorably,  dependably. 

Wherever  you  want  to  go  in  life, 

Guardian's  a  good  place  to  start. 


Life   Insurance       |       Retirement  Services      |       Employee   Benefits      |       Investments      I       www.cjlic.com 
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Good  Times? 

Some  31%  of  small-busi- 
ness owners  expect  the 
economy  to  improve  by 
yearend,  even  though  41% 
are  seeing  profit  declines. 
Only  13%  forecast  further 
weakening  in  the  econo- 
my, says  the  latest  survey 
from  the  National 
Federation  of  Indepen- 
dent Business. 

It's  My  Money 

Despite  their  wealth,  most 
entrepreneurs  shun  finan- 
cial planners,  and  a  new 
study  shows  that  less  than 
40%  have  a  formal  finan- 
cial plan,  why?  Their  own 
success  creates  skepti- 
cism about  taking  advice. 

VC  Magnets 

Venture  capital  is  drying 
up,  right?  Not  for  entrepre- 
neurs of  South  Asian  ori- 
gin, in  the  past  15  months, 
they've  raised  $2.85  billion 
from  vcs.  Ten  companies 
alone  raised  $1  billion,  six 
in  Silicon  Valley. 

For  the  full  stories,  visit 

smallbiz.business 

week.com 
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ONE  IOTA 


SMALL  CHANGE 

Percentage 
of  small 
companies 
that  say  access 
to  credit  is 
their  No.  1 
problem 

Data:  National  Federation  of 
independent  Business 
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No  Place  Like  Home 

FOREIGN  EXPANSION  CAN  STRAIN  SMALL  COMPANIES 


"GOING  GLOBAL"  HAS  A  NICE  RING — but  not  necessarily  at  the  cash  regis- 
ter. Small  companies  that  stick  close  to  home  have  growth  rates  75% 
higher  than  those  with  the  most  international  activity,  says  a  survey  of 
Young  Entrepreneurs'  Organization  members.  "Conventional  wisdom 
says  that  if  you  want  to  grow,  YOU  HAVE  TO  BE  INTERNATIONAL,"  says  the 
Kauffman  Center  for  Entrepreneurial  Leadership's  Larry  Cox.  "I  don't 
think  that's  true."  PricewaterhouseCoopers'  research  shows  a  connection 
between  international  activity  and  growth — but  that's  among  companies 
with  average  revenues  of  $26.9  million.  The  yeo's  sample  averaged  $3.6 
million,  pwc's  Steve  Hamm  says  overseas  expansion  may  OVERTAX 
SALES  AND  DISTRIBUTION  ABILITIES  of  companies  with  less  than  $40  mil- 
lion in  revenues.  Home  sweet  home,  indeed. 


SO  THEY  SAY 


"Have  a  fatal  heart 
attack  in  2010." 

-THOMAS  P.  OCHSENSCHLAGER,  with  Grant  Thornton  LLP, 

giving  estate  planning  advice  in  light  of  the  new  tax  bill  (page  SB7) 


Making  Online 
Connections 

Looking  for  a  Web  guru  or  help  with  your 

marketing?  Fed  up  with  your  accountant?  The 

FrankelBiz  listserv,  at  www.frankel- 

anderson.com,  will  connect 

you  with  other  entrepreneurs 

ready  to  do  business.  Branding 

expert  Rob  Frankel  moderates. 

Yes,  he  promotes  himself  in 

the  process — but  could  you 

respect  a  marketer  who  didn't? 


Katherine  Catlin  of 
the  Catlin  Group,  co- 
author of  Leading  at 
the  Speed  of  Growth, 

ONLEADERSHIP 

Why  do  companies  out- 
grow their  founders? 
Founders  get  stuck  in 
habits  that  worked 
when  they  started  the 
company.  They  made 
all  the  decisions,  did 
everything  themselves. 
Now  they  have  to  build 
teams,  create  plans, 
build  an  infrastructure. 
The  founder  needs  to 
grow  faster  than  the 
company. 

How  can  you  tell  you're 
not  changing  fast 
enough? 

A  really  great  employee 
might  leave,  saying 
they've  been  micro- 
managed  or  the  place 
is  in  chaos.  Maybe 
you're  not  able  to  raise 
money  or  you  lose  a  big 
customer. 

What  are  the  big  psy- 
chological hurdles  in 
making  the  leap  from 
founder  to  CEO? 
One  is  realizing  that 
everybody  does  what 
you  say,  and  watches 
what  you  do.  I've  had 
clients  say,  "My  gosh,  I 
started  a  workout  pro- 
gram three  times  a 
week  and  now  half  the 
company's  doing  it."  or, 
"At  a  meeting  last 
Tuesday  l  put  out  some 
lamebrained  idea,  and 
now  they've  got  a  pro- 
posal to  implement  it." 


Soft  Skills 

HELPING  WELFARE  MOMS  SHINE  AT  WORK 


WELFARE-TO-WORK  HAS  BEEN  A  MIXED  BLESSING — not  just 
for  states  and  recipients,  but  for  small  companies  looking 
to  hire.  The  Wirthlin  Group  says  51%  of  entrepreneurs 
either  LOSE  MONEY  OR  BREAK  EVEN  on  their  welfare  hires, 
compared  with  32%  of  larger  companies.  And  the  process  of 
hiring  welfare  recipients  takes  20%  longer  than  for  other 
employees. 

It  doesn't  have  to  be  that  way,  though.  Gale  Walker, 
chief  executive  of  Children  of  the  Rainbow,  Inc.,  a  child- 
care  center  in  San  Diego,  finds  DIAMONDS  IN  THE  ROUGH 
among  welfare  recipients.  Half  of  the  52  employees,  like 
Walker  herself,  were  once  on  welfare.  Walker  hires 
through  approved  agencies  that  train  in  SOFT  SKILLS, 
SUCH  AS  PUNCTUALITY.  She  assigns  each  welfare  hire  a 
mentor  and  lets  employees  bring  their  kids  to  work.  Most 
workers  come  from  the  neighborhood  and  walk  to  work. 
The  result:  Children  of  the  Rainbow  leads  to  a  pot  of  gold 
for  Walker — more  than  $1  million  in  revenues  last  year. 


Do  As  I  Say, 

NotASlDid 

If  you're  going  to  fail  as  an  entrepreneur,  you  might  as  well  become  a  star  in 
the  process.  It  helps  with  the  next  gig.  Just  ask  Kaleil  Isaza  Tuzman.  As  ceo  of 
govWorks.com,  which  hoped  to  automate  government  transactions,  Tuzman 
blew  $56  million  in  venture  money,  took  the  company  into  bankruptcy,  and 
sold  it  for  less  than  $10  million.  A  unique  tale?  No.  But  Tuzman,  29,  is  a  star  in 
the  critically  acclaimed  art-house  documentary  Startup,  com,  so  he's  a  famous 
failure — and  as  founder  of  New  York -based  turnaround  specialists  Recog- 
nition Group.  Now  he  convinces  other  entrepreneurs  they  won't  make  it  either 
and  that  they  should  consider  a  restructuring.  Those  who  can't  do,  teach. 


How's  the  Economy  Doing? 

IEXTYEAR 

31% 


NOT  SO  HOT.  BUT  NEXT  YEAR  IS  ANOTHER  STORY. 


39% 

of  small- 
business 
owners  say 
we're  in  a 
recession 

Data:  Cicco  &  Associates  inc. 


say  we  re 
not  in  a 
recession. 
21%  aren't 
sure 


68% 

of  those  who 
say  there's  a 
recession 
think  it  will 
end  within 
a  year 


BusinessWeek  Small  Biz  July  16, 2001  5 


Reserve  online  to  save 
time  and  effort  with: 

•  Recurring  reservations 

•  Instant  confirmations 

•  Emails  to  participants 

•  24x7  reservations  and  changes 


And  receive  instant  confirmation,  sign  up  for  at&t Teleconference 

Services  now  and  see  why  it's  never  been  easier  to  call  a  meeting.  Our  Online 
Reservation  Service  enables  you  to  reserve,  book,  and  change  your  one-time  or  recurring 
reservations  24x7.  You  can  even  email  participants  with  meeting  details  automatically. 
Whether  key  individuals  are  across  town  or  across  the  globe,  AT&T  enables  you  to 
get  back  to  your  business  at  hand.  You  can  provide  project  updates,  expedite  decisions, 
and  brainstorm  any  time  of  the  day  as  if  everyone  were  in  the  same  room. 
You  can  even  get  recording  and  transcription  services  for  a  narrative  account  of  your 
teleconference.  AT&T  can  also  provide  a  trained  specialist  if  you  need  additional  support 
during  your  teleconference.  It's  never  been  easier  to  make  a  teleconference.  And  best  of 
all,  now  you  can  even  save  up  to  38%  with  our  new  off-peak  rates.  Reserve  your  next 
teleconference  today  at:  www.att.com/conferencing 


AT&T 


1.800.232.1234  I  www.att.com/conferencing 


o 

LL 


OF  THE  MONTH 


18 


x0 


of  small 
businesses 
lose  over 
$1,000  a  year 
to  bad  debt 


41 


'0 


say  earnings 
have 

weakened 
over  the  past 
three  months 


1.3, 

of  sales  at 
fast-growth 
companies 
take  place 
over  the  Web 


ANALYSIS 


YOUR  MONEY 


A  Phony  Repeal 

FOR  MOST,  THE  ESTATE  TAX  IS  FAR  FROM  DEAD  BY  NAWEEN  A.  MANGI 


SMALL-BUSINESS  OWNERS  who  fought  for 
repeal  of  the  estate  tax  might  now  be  wonder- 
ing if  the  illness  wasn't  preferable  to  the  cure. 

It  was  bad  enough  that  the  $1.3  trillion  tax 
package  ignored  changes  long  sought  by  small 


companies,  such  as  bigger  deductions  for 
health-care  and  meal  expenses.  Now,  on  closer 
inspection,  it  turns  out  the  estate-tax  "victory" 
provides  little  benefit  to  any  entrepreneur 
whose  business  plan  doesn't  include  dying 
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before  the  decade  is  over. 

The  problem  lies  in 
the  bewildering  time- 
table for  the  phaseout.  It 
takes  eight  years,  for 
example,  for  the  top  rate 
to  fall  to  45%  from  55%, 
and  nine  years  for  the 
exemption  to  rise  to  $3.5 
million  from  $675,000. 
When  outright  repeal 
does  take  effect  in  2010, 
it  will  last  just  12 
months.  Current  rates 
come  back  in  2011. 

In  such  an  environ- 
ment, you  might  as  well 
forget  about  long-term 
planning.  Unless  Con- 
gress makes  the  repeal 
more  permanent,  many 
lawyers  and  accountants 
are  telling  small-biz 
clients  to  behave  as  though  nothing 
has  changed. 

Just  ask  Lavetta  Willis,  president 
of  11  International  Shoe  Co.,  a  Los 
Angeles  footwear  manufacturer  with 
37  employees.  Six  months  ago,  follow- 
ing the  birth  of  her  first  child,  Willis 
spent  $80,000  on  drafting  a  will  and 
buying  life  insurance  to  protect  her 
estate  against  taxes.  When  the  repeal 
was     announced,     the     35-year-old 


FRONT 


INE 


SAGE  ADVICE: 

Ochsenschlager 
jokes  that  clients 
should  drop 
dead  in  2010 


entrepreneur  figured 
she  didn't  need  the 
policy  anymore.  But 
because  of  the  law's 
2010  expiration,  her 
lawyers  told  her  to 
keep  it.  "In  10  years, 
what  if  I'm  not  in 
good  health?"  she 
asks.  "I  don't  want  to 
buy  insurance  then." 

Nonetheless,  the 
National    Federation 
^^^^  of  Independent  Busi- 

ness,   which    fought 
^^^^  hard  for  the  repeal, 

says  its  600,000  members  are  pleased. 
"It's  a  step  in  the  right  direction,"  says 
Dan  Blankenburg,  a  lobbyist  for  the 
group.  "Repeal  is  going  to  happen.  It's 
just  a  matter  of  time." 


Daschle 
warns 
that  the 
tax  law 
maybe 
revisited 


Maybe  not.  Senate  Majority 
Leader  Thomas  A.  Daschle  has 
warned  that  Congress  may  revisit  the 
tax  law.  The  changes  may  not  be  favor- 
able, and  may  be  attached  to  a  hike  in 
the  minimum  wage.  What's  more,  the 
next  decade  will  see  two  Presidential 
elections  and  five  congressional  elec- 
tions. If  the  country  runs  a  budget 
deficit,  you  can  expect  economics,  as 
well  as  politics,  to  trigger  a  rollback  of 
the  repeal.  That  uncertainty  frustrates 
accountants  like  Grant  Thornton  llp's 
Thomas  P.  Ochsenschlager,  who  jok- 
ingly advises  clients  to  "stay  alive  as 
long  as  possible.  Then  have  a  fatal 
heart  attack  in  2010." 

O.  K.,  it  may  not  be  that  bad.  The 
tax  package  does  include  some  goodies 
for  entrepreneurs.  Many  will  benefit 
from  the  reduction  in  the  top  individ- 
ual tax  rate  on  July  1  to  38.6%,  from 
39.6%,  and  to  35%  in  2006.  ami  Part- 
ners Inc.,  a  New  York  research  firm, 
estimates  that  1.25  million  businesses 
will  save  an  average  of  $36,000  this 
year.  Some  might  put  that  back  into 
their  businesses.  Not  a  bad  idea,  con- 
sidering you  still  can't  take  it  with  you. 


NSTaN 


For  more  on  what  the  new  tax  bill 
means  for  your  estate  planning,  click  Online 
Extras  at  smallbiz.businessweek.com 


ENERGY 
CONSERVATION 

Saving  energy  is 
more  than  a  sign 
of  personal  virtue. 
For  owners  of 
small  businesses, 
it  can  add  to  the  bottom  line. 

CASE  IN  POINT 

In  May,  2000,  the  electricity  bill  at 
ccs/pr,  a  Carlsbad  (Calif.) 
communications  firm,  was  $200. 
In  May  this  year,  the  25-person 
outfit  paid  $500.  And  this 
summer,  costs  could  soar  to 
$1,500.  So  CCS  has  moved  to  cut  its 
energy  usage  by  25%.  Desk  fans 
and  low-power  lamps  have 
replaced  central  air  and  overhead 
lights.  "Between  the  blackouts 
and  the  bills,  it's  easy  to  get  into 
trouble,"  says  business  manager 
Joanie  Hoffman.  "Conservation 
makes  good  economic  sense." 

RESOURCES 

Most  power  companies  offer  free 
on-site  assessments  of  your 
energy  needs,  which  can  help  you 
improve  efficiency.  For 
conservation  tips  online,  see 
www.  consumerenergycenter.  org 
and  www.energyguide.com. 
E-mail  questions  to  the  Energy 
Dept.  atwww.eren.doe.gov.  From 
the  bookshelf:  547  Ways  To  Be 
Fuel  Smart,  by  Roger  Albright 
(Storey  Books;  2000,  $7.15),  is  full 
of  advice.  Plant  Engineers  'and 
Managers '  Guide  to  Energy 
Conservation,  by  Albert 
Thumann  (Fairmont  Press;  1998, 
$95)  has  ideas  for  manufacturers. 
—JOAN  RAYMOND 


8  BusinessWeek  Small  Biz  July  16, 2001 


-  1 

m 

V            j£ 

It's  like  having  a  print-fold-stuff-stamp-mail 
button  on  your  personal  computer. 


Fly  Like  an  Eagle] 


NetPost™  Mailing  Online 


Introducing  NetPost" 
Mailing  Online  from 
the  U.S.  Postal  Service®. 


Z1 

Web 


/. 


Now  you  can  create  a 
mail  piece  on  your  personal 
computer,  load  it  to  our 
Web  site,  and  our  profes- 
sional print  shops  will  do 
the  rest.  We'll  print,  collate, 
fold,  stuff,  address,  stamp, 
sort  and  have  it  in  the  mail 
in  just  24  hours. 

Start  mailing  online  today 
and  find  out  about  our  free 
offer  at  www.usps.com 


Eagle  symbol  is  a  registered  trai 
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Border  Crossing? 
No  problema 

THIS  TRUCKER  IS  RIDING  HIGH  ON  FREETRADE 

ROY  STRICKLAND  FIRST  FINESSED  the      jara.     Among     hundreds 


Who:  Roy 

Strickland,  founder 

Age:  58 

Service:  Global 

transportation 

brokerage 

Edge:  Ability  to 
finesse  legal  road- 
blocks such  as  local 
regulations 


Mexican  border  in  1978,  when  he  was 
operations  manager  for  a  trucking 
company.  His  mission:  to  bring  a  load 
of  U.  S. -bound  tequila  through  Lare- 
do, Tex.  Border  traffic  was  scant  back 
then,  but  it  was  a  stressful  trip,  full  of 
bureaucratic  roadblocks,  and  constant 
threat  of  theft  or  damage. 

Today,  trucks  line  up  for  miles 
on  both  sides  of  the  border.  Strick- 
land is  busier  too,  running  his  own 
transportation  brokerage, 
Woodlands  (Tex.)-based 
Canusamex.  The  compa- 
ny's logo — a  melding  of 
the  flags  of  Canada,  the 
U.  S.,  and  Mexico — says  it 
all.  "Anything  south  of  the 
Arctic  Circle  and  north  of 
the  Panama  Canal — we're 
ready  for  it,"  he  says. 

Strickland  could  soon 
be  covering  an  even  larger 
area.  Free-trade  boosters,  including 
President  Bush,  are  pushing  hard  for 
the  Free  Trade  Area  of  the  Americas, 
which  would  transform  the  hemi- 
sphere into  a  seamless  $11  trillion 
marketplace. 

That's  the  dream, 
anyway.  Strickland  deals 
in  reality:  He  works  with 
air-freight,  ocean-ship- 
ping, and  trucking  com- 
panies to  find  the  most 
reliable  and  cost-effec- 
tive way  to  move  clients' 
goods  from  point  A  to 
point  B — whether  it's 
exotic  hardwoods  from 
Honduras  to  Houston  or 
cactus  fertilizer  from 
Mississippi  to  tequila 
producers    in    Guadala- 
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rivals,    he    stands    out   for 
his  expertise  in  hazardous 
chemicals,  which   make 
up    40%    of  his    busi- 
ness.   Such   deals   can 
easily  become  logisti- 
cal     and      regulatory 
nightmares — such    as 
a    recent    eight-week 
ordeal     that     ensued 
when  a  Mexican  buyer 
rejected  a  load  of  chemi- 
cals   for   not   having   the 
right  paperwork. 

But  Strickland,  58,  loves 
challenge.  He's  founded  three 
successful  trucking  companies, 
launching  Canusamex  in  1994, 
in  the  wake  of  NAFTA.  Since  then, 
trade  between  the  U.  S.  and  Mexico 
has  jumped  more  than  200%,  pro- 
pelling revenues  at  the  five-person 
company  to  $4.7  million.  In  the  first 
four  months  of  this  year  alone, 
Canusamex'  sales  to  Mexico  were  four 
times  what  they  were  in  all  of  2000, 
Strickland  says. 

A  hemispheric  free-trade  zone 
would  be  even  better,  and  while  the 


prospect  is  uncertain,  Strickland 
already  is  expanding  his  reach  as  far 
south  as  Chile.  The  world  may  be  get- 
ting smaller,  but  Canusamex  is  only 
getting  bigger. 

JILL  HAMBURG  COPLAN 


For  more  profiles  of  leading 
entrepreneurs,  click  Online  Extras  at 
smallbiz.businessweek.com 


Look  It  Up-in  Spanish 

Eddie  Cruz,  a  Guatemalan-born  immigrant  in  New  York,  was 
envious — of  the  Chinese,  the  Portuguese,  even  the  Israelis.  Each  of 
those  groups  had  a  local  telephone  directory  in  its  native  language. 
But  not  New  York's  Spanish-speakers,  despite  being  the  city's 
fastest-growing  ethnic  group.  So  in  1998,  Cruz  published  the 
Spanish  Yellow  Pages  USA.  Cruz's  25-person  company,  Hispanic 
Media  Group  usa  in  Great  Neck,  N.  Y,  has  since  distributed 
200,000  copies  of  the  600-page  directory,  amassing  annual  ad  sales 
of  $2.5  million.  His  next  move:  expand  to  Miami  and  Los  Angeles. 
He'll  be  competing  with  existing  publishers,  but  Cruz,  30,  figures 
the  Hispanic  market  can  handle  one  more.  — NAWEEN  A.  MANGI 


For  information  about  which  of  these  features  is  available  in  this  or  other  models,  go  to  www.hp.com/go/printers-us 
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invent 


Sends  documents  straight  to  the  Web. 

Self-diagnoses  problems  and  helps  you  (or  whomever  you  want)  fix  them. 
Monitors  supplies  with  hp  smartprint  supplies  and  notifies  users  when  attention  is  needed. 
Unstresses  IT  managers. 
Uninhibited  by  the  name  Printer. 

The  new  evolved  printers  from  hp. 

So  evolved,  it  feels  weird  to  still  call  them  printers. 
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Kerry's 
Agenda 

A  NEW  NAME  AND  NEW  OUTLOOK 
FOR  THE  SENATE  SMALL-BIZ  PANEL 


WITH  DEMOCRATS  NOW  in  control  of  the  Senate, 
John  Kerry  (D-Mass.)  has  replaced  Christopher 
"Kit"  Bond  (R-Mo.)  as  chairman  of  the 
Committee  on  Small  Business.  It  has  never  been  a 
high-prof le  post  before,  but  Kerry,  a  potential 
Presidential  candidate  in  2004,  is  likely  to  make 
the  most  of  his  newfound  bully  pulpit.  He  recently 
spoke  with  Small  Biz  Editor  Kimberly  Weisul 
about  his  agenda.  Here  are  some  edited  excerpts  of 
their  conversation: 


QWhat  changes  do  you  have  in 
mind  for  the  committee? 

A  I'm  going  to  change  the  name  to 
■**-l Small  Business  and  Entrepre- 
neurship.  I  want  it  to  reflect  that  we 
want  to  be  an  advocate  for  the  entre- 
preneur. The  problem  with  the  small- 
business  committee  is  people  think 
only  in  terms  of  the  Small  Business 
Administration.  Entrepreneurship  has 
its  own  issues:  venture  capital,  labor, 
things  that  go  well  beyond  the  SBA. 
We  want  to  be  an  advocate  for  the  per- 
son who's  struggling  to  do  something 
in  the  garage,  the  basement,  or  attic. 


(o<  What  will  you  do  differently? 
A  I  want  to  look  at  the  relationship 
■£*■  1  between  environmental  regula- 
tion and  small  business,  and  figure  out 
how  we  can  create  a  more  friendly 
relationship  between  good  environ- 
mental policy  and  good  business  poli- 
cy. For  instance,  an  air-quality  regula- 
tion that  fits  large  power  plants  simply 
may  not  be  right  for  the  local  cleaners. 

f/^NJ  What  type  of  relief  might  small 
Lj^SlI business  see? 


Maybe  it  will  be  some  kind  of 
credit.  Or  maybe  a  capital  access 
program  or  revolving  fund. 


A 


Q  There  s  a  lot  of  confusion  about 
the  estate  tax.  What  do  you 

think  its  fate  will  be? 

A    I  don't  think  it's  going  to  go  away 
■**■  entirely.  But  any  tax  over  50%  is 


confiscatory  in  principle,  and  I  have 
long  advocated  getting  it  below  that 
level.  We  also  should  raise  the  exemp- 
tion very  significantly,  to  $7  million, 
$10  million.  You  do  not  want  to  put 
long-held  family  businesses  in  jeop- 
ardy of  a  tax  bite  that  is  not  affordable. 


Q 


Your  predecessor,  Senator 
Bond,  was  very  critical  of  the 

sba.  How  do  you  think  the  agency  is 

doing? 
A   II   think  it's   improved.   It  has 

■**-l  streamlined  its  lending  practices 

and    increased    accountability.    But 

"We  want  to  be 
an  advocate 
for  the 
entrepreneur 


•>•> 


Kerry  says 
his  mandate 
doesn't  stop 
with  the  SBA 


there  are  still  some  inefficiencies.  Big 
bureaucracies  tend  to  overlook  their 
own  bad  practices. 


Qlt  has  been  three  months  since 
President  Bush  nominated 

Hector  Barreto  to  be  the  sba's  chief 
administrator.  Why  haven't  there 
been  hearings  yet? 

A  There  are  some  unanswered 
AAJ  questions  that  the  Administra- 
tion is  going  to  provide  with  respect  to 
the  nominee.  We  have  some  of  the  dis- 
closure forms,  and  there  are  some 
issues  that  have  come  up  in  the  context 
of  that.  I  want  to  give  the  nominee  the 
opportunity  to  have  the  paperwork 
completed.  After  he's  had  the  opportu- 
nity to  do  that,  I  want  to  have  the 
hearings  as  soon  as  possible. 


Qln  its  ratings  of  legislators, 
the  National  Federation  of 

Independent  Business  gives  Senator 
Bond  an  A.  You  got  an  F.  Any 
comments? 

A  It  doesn't  mean  anything  to 
**-lme,  to  be  truthful.  I  don't  care 
very  much  about  those  labels.  I'll 
stand  up  on  any  platform  in  America 
and  defend  my  record  on  the  cause 
of  advancing  business — particularly 
small  business. 


iTo  read  the  rest  of  our  interview  with 
Sen.  John  Kerry,  click  Online  Extras  at 
smallbiz.buslnessweek.com 
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The  new  evolved  printers  from  hp. 


hp  LaserJet  1220: 

best  choice  for  personal  results  |  one-click  color  document 
image  sending  via  e-mail  |  convert  documents  to  digital 
with  edit,  store  and  manage  abilities  |  send  color  images 
and  documents  to  the  web 


hp  LaserJet  2200: 

optimum  versatility  for  small  work  groups  |  includes  web- 
enabled  remote  and  print  management  |  infrared  port 
for  wireless  printing  from  mobile  devices  such  as  cell 
phones  and  PDAs 


hp  LaserJet  3200: 

multiple  equipment  functions  housed  in  single  appliance  | 
all-in-one  printer,  fax  machine  and  color  scanner  with  high- 
quality,  professional  output  |  increased  connectivity  options 


hp  LaserJet  4100: 

evolved  internet  capability  |  includes  web-enabled  remote 
and  print  management  |  hp  smartprint  cartridge  expands 
capabilities  |  offers  sensor-enabled  internet  supply  ordering  | 
provides  user  assurance  of  job-length  capabilities 


hp  LaserJet  9000: 

sets  a  new  performance  standard  in  its  class  |  includes  web- 
enabled  remote  and  print  management  |  ideal  for  high- 
volume  transaction  printing  applications 


for  more  information  on  which  printer  best  suits  your  office  needs, 
please  visit  www.hp.com/go/printers-us 

©2001  Hewlett-Packard  Company.  All  lights  reserved 
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A  Change  in  the  Air 

WHY  COMPANIES  ARE  PLUGGING  IN  TO  WIRELESS 


ATOMIC  DOG  PUBLISHING  employees  are 
a  perky  bunch,  and  small  wonder:  For 
17  hours  a  day,  they  can  have  espresso, 
latte,  or  a  dozen  other 
caffeinated  drinks 
brought  to  them  as 
they  work.  So  the 
workers  are  certain- 
ly wired — but  their 
computers  are  not. 
The  wireless  local- 
area  network  (lan) 
at  the  fast-growing 
Cincinnati  textbook 
publisher  reaches  a 
half-block  away  to 
mmm  Kaldi's    Coffeehouse 

&  Bookstore. 

You  can't  get 
much  more  flexible  than  that,  and  flex- 
ibility is  why  wireless  lan's  are  catch- 


Flexible 

networks 

have 

gotten 

cheaper 

and  faster 


ing  on  at  small  companies.  If  you're 
renovating  existing  offices  or  expand- 
ing into  new  space,  you  won't  need  to 
pull  cables  through  drop  ceilings  or 
drill  holes  in  brick  walls.  Just  set  up 
the  lan  once,  and  employees,  now 
untethered,  can  be  quickly  moved  as 
needed — sometimes  in  unusual  ways. 
"Portability  is  key,"  says  Atomic  Dog 
ceo  Alex  von  Rosenberg,  whose  work- 
force has  more  than  doubled,  to  38,  in 
the  past  year.  "We  can  pull  people  into 
any  location  and  still  be  connected." 

The  lan's  radio  waves  enable 
devices  on  the  network,  including 
computers  and  printers,  to  send  and 
receive  data  up  to  100  feet  indoors 
without  amplification.  Some,  such  as 
the  Agere  Systems  Inc.  lan  used  by 
Atomic  Dog,  can  reach  400  feet  if 
there  are  no  obstructions,  like  unusual- 
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KEY  TO  SECURITY 

Want  to  lock  up  your  net- 
work? Aladdin  Knowledge 
rf-]_ft  "^  Systems'  eToken  pro  is  the 

£|*JW  size  of  a  house  key  and 
'-' — '         ■  usually  carried  on  a  key 
chain.  Workers  simply  plug  it  into  a  PC's 
universal  serial  bus  port  to  get  into  the 
network.  (Don't  lose  it,  it's  a  key.)  Prices 
start  at  $37  per  token  and  $449  for  the 
software,  (www.ealaddin.com) 

AUTOCAD  GOES 
AUTOPILOT 

Good  news  for  engineers, 
architects,  and  others  who 
use  AutoDesk's  design 
program,  AutoCad:  It  will 
soon  be  sold  by  subscrip- 
tion with  updates  arriving  automatically 
via  the  Web.  Subscriptions  will  start  at 
$350/year.  (www.autodesk.com) 

DSLLNEWAND 
IMPROVED 

This  fall,  telcos  plan  to  roll 
out  a  new  type  of  digital 
subscriber  line  called  sin- 
gle-pair high-bit-rate  DSL 
(SHDSL).  it  moves  data  up  to 
53%  faster  than  today's  leading  DSL  usu- 
ally does,  and  works  almost  four  miles 
from  a  central  switching  station— a  mile 
farther  than  current  DSL  services  reach. 


ly  thick  walls.  The  main  drawback  is 
that  the  farther  away  you  move,  the 
slower  the  data  transmission.  Try 
sending  that  Flash  animation  from 
down  the  street,  and  the  speed  of  7 
megabits  per  second  you  were  enjoying 
in  the  office  will  drop  to  1  megabit  per 
second — time  enough  to  order  anoth- 
er cup  of  coffee. 

Wireless  lans  aren't  new,  but  the 
earlier  offerings  left  users  longing  to 
return  to  copper.  The  devices — essen- 
tially radio  antennae  that  plug  into 
existing  desktop  pes,  laptops,  and 
printers — were  too  expensive,  too 
slow,  and  too  complicated.  New  mod- 
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els  weren't  always  compatible  with 
existing  ones,  requiring  costly  new 
purchases. 

That  has  mostly  changed.  First, 
new  wireless  lans,  while  still  pricey, 
have  become  more  affordable.  A  sim- 
ple wireless  network  connecting  10 
workers  will  cost  about  $300  per  per- 
son for  the  hardware,  vs.  $125  for  a 
wired  lan.  (You  might  save  a  few 
bucks  on  installation,  though,  since 
you're  not  knocking  holes  in  walls.) 

What  about  speed?  Wireless 
lans  today  are  five  times  as  fast  as  just 
two  years  ago — and  only  marginally 
slower  than  a  wired  Ethernet.  (Theo- 
retically, wireless  can  move  data  at  1 1 
megabits  per  second,  although  typical- 
ly it's  closer  to  7  megabits.  A  compara- 
ble wired  lan  can  expect  to  send  data 
at  about  9  megabits.)  And  wireless  will 
get  faster  yet.  Texas  Instruments  Inc. 
has  produced  a  wireless  lan  chip,  due 
in  products  late  this  year,  that  doubles 
the  current  speed. 

As  for  complexity,  granted,  a 
wireless  lan  may  require  the  attention 
of  a  trained  networking  manager,  but 
that's  no  different  from  a  conventional 
system.  One  weakness:  "The  docu- 
mentation  leaves    something   to   be 


desired,"  says  Carl  Oppedahl,  co- 
founder  of  Oppedahl  8c  Larson  llp,  a 
patent  law  firm  in  Dillon,  Colo.,  that 
operates  three  wireless  lans — one  in 
its  4,400-square-foot  office  and  one  in 
each  of  the  two  partners'  houses.  All 
are  connected  by  private,  fixed 
microwave  links. 

Lastly,  there's  the  question  of 
compatibility.  Competing  standards 
have  largely  given  way  to  what's 
known  as  Wi-Fi  for  the  business  mar- 
ket, while  Bluetooth  and  Homerf,  the 
other  main  standards,  operate  at  lower 
speeds  and  shorter  distances.  Both  are 
finding  a  place  in  business,  however: 
Bluetooth  to  connect  desktop  devices, 
say,  a  PC  to  speakers;  and  Homerf  to 
link  wireless  personal  digital  assistants 
to  office  lans.  Be  aware  that  using  a 
Bluetooth-compatible  device  can  slow 
down  a  wireless  lan.  Bluetooth,  Wi- 
Fi — as  well  as  some  cell  phones  and 
microwave  ovens — share  the  same  2.4 
to  2.483  gigahertz  unlicensed  fre- 
quency range. 

So,  how  do  you  create  a  wireless 
lan?  First,  all  devices  on  the  network 
must  have  a  radio  transmitter  and 
receiver.  Some  notebook  pcs,  such  as 
ibm's  low-end  ThinkPad  i  Series,  are 


JUST  BROWSING 


Give  Hackers  Headaches 

How  to  guard  the  data  on  your  wireless  LAN 

Something's  in  the  air,  and  hackers  know  it.  It's  the  data  sloshing  around  on 
wireless  LANs — the  latest  security  target  in  the  never-ending  battle  for 
computer  security.  "Are  they  crackable?  Yes.  Are  they  easily  crackable?  No,"  says 
David  Cohen,  chairman  of  the  Wireless  Ethernet  Compatibility  Alliance 
(WECA),  a  trade  group. 

That's  the  view  from  a  cheerleader  for  the  technology.  Critics  are  harsher. 
Researchers  at  the  University  of  California  at  Berkeley  reported  in  January  that 
skilled  hackers  using  inexpensive  store-bought  equipment  could  hack  most 
wireless  LANS.  WECA  agreed  but  argued  that  the  level  of  security  built  into  most 
wireless  LANS  should  be  considered  only  a  first  step.  Additional  security 
products  should  always  be  used,  the  group  says.  Since  then,  however,  it  has  been 
encouraging  its  members  to  improve  the  security  of  their  products. 

In  the  meantime,  how  do  you  protect  yourself?  Treat  your  wireless  LAN  like 
the  rest  of  your  network — add  as  many  layers  of  security  as  the  sensitivity  of 
your  data  demands  and  your  pocketbook  allows.  Use  encryption  software  that 
creates  what's  known  as  a  virtual  private  network  (VPN);  install  firewall 
software;  and  buy  wireless  LANs  that  automatically  change  the  encryption  code 
used  by  authorized  employees'  computers  each  time  they  log  on. 


the  SITE:  ihavegoals.com 
WHAT'S  THERE:  For  up  to  $10  per 

user  per  month,  you  can  provide 
employees  with  a  helpful  online 
mechanism  to  set  and  reach  their 
professional  goals. 
WHAT'S  GOOD:  The  system  sends 
e-mail  reminders  and  assesses 
progress.  Coaches  offer  advice  on 
work/life  issues. 

WHAT'S  NOT:  Employees  could 
use  the  tool  to  set  goals  that  con- 
flict with  yours— starting  a  rival 
company,  for  example. 


equipped  with  an  antenna.  Other- 
wise, you  need  to  buy  a  PC  card  anten- 
na (about  $130  through  3Com  Corp. 
and  Cisco  Systems  Inc.,  among  oth- 
ers). These  simply  slip  into  a  slot  on 
the  side  of  your  notebook.  Most  desk- 
top PCs  can  be  outfitted  with  an 
antenna  that  fits  into  the  universal 
serial  bus  (usb)  port  in  the  back  of  a 
computer. 

You  must  set  up  "access  point" 
devices  around  your  office.  These 
devices,  the  size  of  an  average  hardback 
novel  and  costing  $800,  wirelessly 
receive  and  transmit  data  from  your 
computers  and  printers  on  one  end 
and  are  connected  via  a  standard  Eth- 
ernet cable  to  your  system  servers.  A 
10-person  company  will  probably 
need  one  or  two  access  points.  The 
network  doesn't  have  to  end  there, 
either.  It  can  be  connected  to  the 
Internet,  using  a  dial-up  modem,  cable 
modem,  or  dsl  router  so  your  staff  can 
surf  from  anywhere  the  network 
reaches.  You  have  to  love  it:  By  cutting 
the  cord,  they'll  stay  more  plugged  in 
than  ever.  — kevin  ferguson 


J  Learn  how  to  extend  a  wireless 
network  to  a  palm  device.  Click  Online  Extras 
at  smallbiz.businessweek.com 
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MY  COMPANY 


The  Best  Offense... 

WE'RE  SLASHING  COSTS  BEFORE  THE  RECESSION  ARRIVES  BY  KEVIN  KELLY 

over  the  past  several  months,  signs  of  recession  have  spread  across  our  industry.  Cus- 
tomers have  chopped  the  order  size  of  the  plastic  packaging  they  buy  from  us  and 
shrunk  lead  times  in  an  effort  to  keep  inventories  low  and  conserve  cash.  Falling 
demand  for  packaging  in  the  industrial  sector  has  sent  companies  we  rarely  compete 
with  scurrying  after  our  customers  in  the  produce  industry,  where  the  downturn  has 


been  less  pronounced.  Even  though 
our  sales  have  continued  to  rise,  mar- 
gin pressure,  thanks  to  hungry  rivals, 
has  hurt  profits. 

So  like  countless  other  compa- 
nies nationwide,  we've  begun  to  reces- 
sion-proof ourselves.  After  spending 
more  than  $5  million  on  new  equip- 
ment in  the  past  three  years,  we  have 
no  plans  to  lay  out  significant  sums  for 
the  remainder  of  this  year  or  next. 
We've  cut  three  people  from  our  100- 
person  operation— including  one 
manager  making  $60,000  a  year — and 
have  plans  to  eliminate  more.  And  just 
as  our  customers  have  put  pressure  on 
us  to  cut  our  prices,  we've  demanded  the  same  from  our  sup- 
pliers. We  recently  bid  out  the  $600,000  a  year  we  spend  on 
package  design  and  printing  plates  and  hacked  almost  30% 
from  our  costs. 

There's  no  room  for  fat  anymore. 
Like  many  companies,  we  invested 
heavily  during  the  long  economic  recov- 
ery to  meet  demand  and  take  advantage 
of  new  technologies.  We  spent  $2.5  mil- 
lion on  a  new  computerized  printing 
press  that  runs  twice  as  fast  as  our  older 
ones.  We  probably  overspent  in  some 
cases — buying  new  machines  when 
what  we  had  might  have  sufficed — yet  I 
reasoned  that  sales  were  rising,  credit 
was  cheap,  and  we  needed  the  capacity. 
We  also  loosened  the  purse  strings  a  bit 
to  keep  employees  who  might  have  left 
for  more  lucrative  jobs.  But  the  combi- 
nation of  higher  depreciation  and  lower 
margins  has  ended  the  spending  and 
forced  us  to  cut,  cut,  cut. 

This  hasn't  been  easy  to  explain  to 
the  employees.  They  look  at  the  money 


Wevecut 
three  jobs 
and  plan  to 
eliminate 
more 


we  spent,  see  an  order  book  that  still 
has  a  healthy  backlog,  and  wonder 
why  we're  pulling  back. 

Even  our  more  senior  employees 
seem  dumbfounded.  We've  angered 
some  of  our  supervisors  by  asking 
them  to  go  back  to  running  mach- 
ines, a  move  they  saw  as  a  step  down 
but  which  allowed  us  to  reduce  spi- 
raling  overtime  costs.  We  also  real- 
ized an  unexpected  benefit:  By  get- 
ting our  more  experienced  workers 
back  on  printing  presses,  quality  and 
production  have  increased.  Still,  one 
supervisor,  angered  by  his  perceived 
demotion,  has  barely  spoken  to  me 
for  more  than  a  month. 

We've  extracted  our  biggest  cost  cuts  from  our  sup- 
pliers. Our  target  this  year  is  to  reduce  our  raw  material 
costs  by  more  than  $250,000,  or  roughly  10%,  employing 
the  same  bag  of  tricks  used  by  our  larger  customers.  We've 
promised  more  volume  to  qualified  suppliers  who  lower 
prices,  and  we've  cut  back  spending  on  raw  materials  and 
replacement  parts,  bringing  in  supplies  only  when  we  need 
them.  Spending  on  parts,  for  example,  has  fallen  30%  this 
year  from  last  as  we've  moved  toward  just-in-time  ordering. 
The  results  of  all  this  cost-cutting?  Our  cash  position 
has  improved  and  the  gross  margin  increased  during  the 
most  recent  quarter  compared  with  three  months  earlier. 
But  we're  not  resting  on  our  laurels.  Our  manufacturing 
team  just  completed  plans  to  pare  overtime  and  cut  jobs, 
which  will  save  an  additional  $100,000  annually.  And  my 
brother  and  I  are  out  canvassing  for  new  higher-margin 
accounts.  Thanks  to  the  money  we've  spent  over  the  past 
several  years,  we  have  the  kind  of  state-of-the-art  capabil- 
ities such  customers  are  looking  for.  Rising  sales,  though, 
aren't  any  reason  to  back  off  from  cost  cutting.  During 
these  times,  you  just  can't  beat  lean  and  mean. 

Kelly  is  an  officer  of  Emerald  Packaging  Inc.  in  Union  City,  Calif.  Are  you 
hunkering  down,  too?  E-mail  us  at  smallblz@buslnessweek.com 
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The  Citr  AAdvantage*  Business  Card  can  take  you  and  your  business  further.  You'll  receive  quarterly  and  annual  account  reports,  as  well  as  business 
discounts.  And  since  American  Airlines"  has  the  most  travel  partners,  you'll  earn  miles  that  can  take  you  to 
more  destinations.  Even  to  the  world's  most  incredible  vistas.  Miles  that  take  you  further.  In  business." 


AAdvantage 


BUSINESS 


To  apply  and  receive  7,500  bonus  miles,*  call  1-800-FLY-3000. 
Or  visit  aadvantagebusiness.citibank.com 


OFFICE  EQUIPMENT: 

u 

Just  one  more  way  to  earn  AAdvantage®  miles. 


"Bonus  mileage  can  be  earned  only  by  new  Citr  Platinum  Select*  Advantage'  Business  cardmembers  approved  through  this  offer,  which  expires  6/30/03.  Miles  will  appear  as  a  bonus  on  a  subsequent  Citi'  Platinum  Select"  Advantage'  Business  Cart  statement  after 
the  first  purchase.  Miles  are  earned  on  purchases  only.  The  maximum  number  of  Advantage'  miles  you  can  earn  with  the  Citi'  Platinum  Select'  Advantage*  Business  Card  is  150,000  miles  per  calendar  year  (purchases  recorded  on  your  Jan.  -  Dec.  billing  statements). 
The  Citr  Platinum  Select  Advantage*  Business  Card  is  issued  by  Citibank  (South  Dakota),  U.  ©200)  Citibank  (South  Dakota),  N.A.  Citi.  Citibank,  and  Citi  with  Arc  Design  are  registered  marks  of  Citicorp.  American  Airlines'  Advantage  executive  Platinum-.  Advantage  Platnrr 
and  Advantage  Gold"  members  are  excluded  from  the  150,000  mile  limit.  American  Airlines",  Advantage',  Advantage  Executive  Platinum',  Advantage  Platinum'  and  Advantage  Gold '  are  registered  trademarks  of  American  Airlines.  Inc.  American  Airlines  reserves 
the  right  to  change  the  AAdvantage  program  at  any  time  without  notice.  American  Airlines  is  not  responsible  for  products  or  services  offered  by  other  participating  companies.  Tor  complete  details  about  the  AAdvantage  program,  call  1-800-882-8880  or  visit  x**M.um. 


Jackson  Hole  (Wyo.) 
travel  publisher 
Circumerro  offers 
employees  a  plan 
with  18  four 
and  five-star 
mutual  funds 
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ONTHEHORIZON:NEW401(K)sTHATARE 
AFFORDABLE  AND  EASYTO  RUN 


By  Virginia  Munger  Kahn 


at  circumerro  inc.  in  Jackson  Hole,  Wyo.,  employees  can  dress  casually.  They're 
allowed  to  bring  dogs  to  work— in  fact,  most  days  there  are  13  people  and  8  dogs  in  the 
office— and  can  listen  to  their  favorite  tunes  on  the  office  stereo.  They  go  rafting  on  com- 
pany time  and  get  an  extra  week  off  at  Christmas.  But  missing  from  these  perks-a-plen- 
ty  was  one  benefit  with  real  staying  power:  a  40i(k)  retirement  plan.  It  was  something 


Latham  Jenkins,  the  31-year-old  president  of  the  travel- 
guide  publisher,  very  much  wanted  to  provide  for  his  young 
workforce.  Still,  he  found  himself  ready  to  abandon  the 
whole  idea  one  day  last  summer  when  his  local  stockbroker 
dumped  a  stack  of  impenetrable  401(k)  documents  in  his 
lap.  "Why  should  I  have  to  jump  through  all  these  hoops  to 
understand  this?"  Jenkins  recalls  thinking  after  spending 
two  futile  hours  trying  to  make  sense  of  it  all. 

Then,  in  September,  a  Fidelity  Investments  newspaper 
ad  caught  his  eye.  The  mutual-funds  giant  was  promoting  a 
retirement  plan  that  is  handled  entirely  online.  Jenkins  went 
on  the  Web  and  learned  from  the  interactive  site  what  an 
entrepreneur  should  consider  in  designing  a  plan — from 
vesting  schedules  to  loan  provisions  to  how  much  of  an 
employee's  contributions  a  company  should  match.  By  Janu- 
ary, Jenkins  had  decided  to  take  the  plunge,  and  by  April,  he 
had  his  "e-401(k)"  plan  up  and  running  for  an  annual  cost  of 
$2,000 — about  half  the  quote  for  a  traditional  plan. 

That  puts  Circumerro  in  an  elite  group:  Only  35%  of 


companies  with  fewer  than  500  employees  offer  a  retire- 
ment plan,  mostly  because  of  the  expense  and  complexity. 
But  TowerGroup,  a  research  firm  in  Needham,  Mass., 
projects  that  the  percentage  will  nearly  double  in  the  next 
five  years,  to  65%,  due  largely  to  the  growing  popularity  and 
availability  of  these  online  plans.  "E-401(k)s  promise  to 
bring  inexpensive  and  accessible  401(k)  plans  to  every 
employer  that  wants  one,"  says  Dennis  J.  Ceru,  Tower- 
Group's  director  for  online  brokerage  and  investment. 

As  the  name  implies,  the  new  e-401(k)s  are  sold,  set 
up,  and  managed  almost  exclusively  online.  Not  only  does 
your  company  handle  all  administrative  functions  over  the 
Web  but  your  employees  also  choose  their  investments  and 
make  changes  online.  The  e-401(k)  market  is  still  in  its 
infancy,  and  there  are  no  hard  numbers  on  how  many 
entrepreneurs  have  signed  up.  But  there  is  no  shortage  of 
new  players — at  least  nine  at  last  count.  Fidelity,  which  has 
the  most  401(k)  assets  under  management,  launched  the 
first  e-401(k)  in  late  1999  and  now  serves  1,200  online  cus- 
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tomers.  Last  year,  rivals  began  to  follow.  Newcomers 
included  another  industry  titan,  Principal  Financial 
Group,  as  well  as  a  raft  of  Internet  startups,  such  as  401  (k) 
Pro,  GoldK,  and  Emplanet. 

Among  the  selling  points:  low  cost.  Online  adminis- 
tration means  e-401(k)s  are  much  cheaper  to  set  up  and 
manage — as  much  as  25%  to  50%  less  than  conventional 
plans,  according  to  the  401k  Provider  Directory  Averages 
Book,  published  by  HR  Investment  Consultants  Inc.  in  Bal- 
timore. Fidelity's  traditional  plans,  for  instance,  cost 
$1,500  to  set  up  and  $3,500  a  year  in  administrative  costs, 
while  Fidelity's  e-401(k)  plan  charges  $750  for  setup  and 
$2,250  for  administration,  a  40%  savings. 

Setup  tends  to  be  quicker,  too,  cutting  a  process  that  can 
take  months  down  to  just  a  few  weeks.  When  Nicole  Stans- 
bury  Anderson  first  sought  an  affordable  401(k)  for  her  six- 
person  info-tech  services  company,  her  insurance  broker  told 
her  that  Hi-End  Technology  Services  in  Falls  Church,  Va., 
was  too  small  to  even  be  of  interest  to  conventional  providers. 
"I  got  desperate,"  she  says.  She  had  four  new  hires  coming  on 
board  from  a  larger  company  where  they  had  had  a  401(k), 
and  she  knew  they  would  expect  a  similar  benefit  at  her  com- 
pany. Finally,  she  typed  the  words  "small  business"  and 


"401  (k)"  into  a  search  engine.  Two  weeks  later,  Stansbury 
Anderson  had  established  an  online  plan  with  Principal,  pay- 
ing $500  for  setup  and  $800  a  year  in  administrative  fees. 

Once  they're  in  place,  e-401(k)s  usually  offer  employ- 
ees a  greater  variety  of  investment  choices.  The  typical 
401(k),  big  or  small,  offers  a  measly  dozen  or  so  choices.  By 
contrast,  providers  such  as  401(k)  Pro  and  Emplanet  offer 
access  to  thousands  of  funds — until  now,  an  unheard-of 
option  in  mass-marketed  small  plans. 

Nevertheless,  the  new  online  plans  aren't  for  every- 
body. The  online  route  could  be  problematic  if  you  or  your 
employees  aren't  Web-sawy  or  lack  high-speed  Internet 
access.  These  401(k)s  also  tend  to  require  more  hands-on 
involvement.  In  some  cases,  you  may  have  to  file  your  own 
reports  to  government  regulators.  That's  a  tedious  process, 
and  doing  it  incorrectly  can  cost  you  thousands  of  dollars  in 
penalties.  For  entrepreneurs  who  need  more  handholding, 
a  traditional  plan  could  be  a  better  choice. 

Indeed,  the  U.  S.  Chamber  of  Commerce  decided  to 
find  a  new  preferred  provider  for  its  members  when  its 
contract  with  Fidelity  expired  in  December.  About  1,000 
member  companies  had  contracted  for  traditional  Fidelity 
plans  at  discounted  rates,  but  the  Chamber  felt  Fidelity  was 
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Fidelity  Investments 

e401k 

www.fidelitye401k.com 


Principal  Financial  Group 

lmpact401(k) 
www.impact401k.com 


GoldK 
GoldK401(k) 

www.goldk.com 


Emplanet  Inc. 
Emplanet  401(k) 
www.emplanet.com 


401  (k)  Pro  Inc. 

401(k)  Easy 
www.401keasy.com 


Decimal  Inc. 
The  Online  401(k) 

www.theonline401k.com 
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trying  to  move  its  members  to 
an  online  401(k),  says  Jane 
Kotlarski  Sanders,  a  Chamber 
vice-president.  "Our  focus 
groups  indicate  that  people 
want  someone  in  the  local 
community  to  provide  sup- 
port," she  says,  referring  to  the 
brokers  who  often  sell  small- 
company  plans.  The  Cham- 
ber took  its  contract  and  at 
least  300  members  to 
SunAmerica  Inc.,  which 
offers  a  traditional  plan.  A 
Fidelity  spokesman  denies 
that  the  Chamber  members 
were  being  pushed  online. 

Even  if  you  are  comfort- 
able with  the  idea  of  an  online 
plan,  there  could  be  another 
drawback:  Such  plans  tend  to 
take  a  cookie-cutter  approach 
to  design.  That's  not  a  prob- 
lem for  most  small  businesses. 
But  it  could  be  trouble  for 
closely  held  corporations  in 
which  an  individual  or  family  controls  a     stansbury 

C  J   *U  •  U-  ANDERSON: 

group  of  companies  and  there  is  a  big     After  going  online, 
gap  in  the  salaries  of  top-paid  employees     she  set  up  a 
and  everyone  else,  cautions  David  W.     Jersonflrm ?n* 
Huntley,  a  principal  at  HR  Investment     just  two  weeks 
Consultants.  If  too  few  of  the  lower-paid  workers  sign  up 
or  if  too  many  of  the  benefits  go  to  the  top  people,  the  plan 
can  run  afoul  of  federal  pension  laws.  You  might  find  your- 
self unable  to  make  a  full  contribution,  or  the  plan  itself 
might  lose  its  favorable  tax  treatment. 

So  how  do  you  choose  among  the  providers?  Here  are 
some  key  issues  to  consider: 

wtiar  Does  iT  cost? 

some  of  the  new  e-401(k)  startups  are  offering  free 
setup  to  companies  that  choose  their  plans.  But  don't  for- 
get to  ask  about  the  sales  fees  that  are  assessed  on  each  of 
your  participant's  accounts  as  a  percentage  of  the  bal- 
ance, as  well  as  administrative  fees.  "Make  sure  you  take 
into  account  all  asset-based  fees  when  you  calculate  the 
cost  of  providing  the  plan,"  warns  Huntley.  These  fees  are 
far  and  away  the  largest  chunk  of  any  plan's  cost. 
For  the  average  25-  to  50-person  plan,  you  can  expect 


to  pay  administrative  expenses  of  about  $2,000  a  year, 
compared  with  $3,000  to  $4,000  for  a  traditional  401(k) 
plan.  However,  costs  for  online  plans  vary.  For  a  25-person 
company,  Fidelity  charges  $2,250  a  year,  while  Principal 
charges  $1,200.  Also,  check  whether  the  plan  charges  extra 
for  producing  government-mandated  reports  and  fairness 
tests.  Fidelity,  for  instance,  charges  an  additional  $1,000. 

is  JTeasYTO  serupitie  PLan? 

whichever  e-4.oi(k)  you  choose,  it's  likely  that  you'll  be 
able  to  set  it  up  faster  than  you  would  a  traditional  plan.  The 
online  programs  walk  you  through  a  series  of  questions  and 
drop-down  menus  to  select  your  investment  options,  set 
your  plan's  eligibility  requirements,  its  loan  provisions,  and 
the  company  match.  Several  Web  sites  say  you  can  create  a 
plan  in  as  little  as  15  minutes.  Mike  Budiac,  a  GoldK  client 
and  president  of  cpa  Online.com,  which  helps  clients  find 
accounting  software,  says  he  set  his  up  in  just  six  minutes. 

What  happens  if  you  have  a  problem  as  you're  designing 
your  plan?  Several  sites  have  customer-service  representatives 
monitoring  visitors  and  they  will  answer  questions  via  a  live 
Web-chat  feature  or  by  phone.  At  the  end  of  the  setup 
process,  these  sites  will  generate  all  the  necessary  paperwork, 
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The  percentage  of  small 
companies  with  401  (k)  plans 
is  expected  to  rise  dramatically 
over  the  next  five  years. 
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from  money-manage- 
ment and  trust  agree- 
ments to  the  plan's  formal 
documentation.  Of 
course,  you  will  still  need 
to  print  out  and  sign  these 
documents  and  send  them 
back  to  the  plan  provider. 

HOW  MUCH 

Maitrrewance 
isinvoLveo? 

A     KEY     CONSIDERATION 

here  is  how  payroll  con- 
tributions are  handled. 
Some  e-401(k)  plan  providers,  such  as  Emplanet,  link 
directly  with  payroll  providers.  Most  e-401(k)s,  however, 
require  you  to  import  data  from  your  payroll  system  or 
even  input  the  data  yourself  every  time  contributions  are 
electronically  transferred  into  the  plan.  That  sounds  more 
burdensome  than  it  really  is.  "I  pop  online,  enter  the  con- 
tributions, confirm  the  deductions,  and  I'm  done,"  says 
Kathy  Conklin,  Circumerro's  office  manager. 


four-  or  five-star  rating  from  Morningstar  Inc.,  the 
mutual-fund  rating  service. 

how  mucH  supporr 

do  Plan  parncipairrs  Gen 

all  online  plans  handle  enrollment,  statements,  con- 
tributions, and  investment  elections  over  the  Web.  They 
also  educate  your  employees  through  online  tutorials  and 
provide  them  with  retirement-planning  tools,  such  as 
online  calculators  to  determine  how  much  they  need  to  save 
to  reach  a  retirement  goal.  Mostly  plans  differ  in  how 
much  phone  support  they  provide.  For  example,  both  Prin- 
cipal Financial  and  Emplanet  offer  a  toll-free  number  to 
customers.  Fidelity  does  not  publicize  its  800  number  to 
online  plan  participants. 

will  itiY  proviDeR  Be  THeRe 
FormeLonGHaiiL? 

critics  argue  that  e-401(k)  startups  won't  last.  There  is 
"absolutely  the  risk"  that  your  plan  provider  might  tank,  warns 
Joshua  D.  Dietch,  a  consultant  at  Cerulli  Associates  Inc.  in 
Boston.  Entrepreneurs  who  run  the  new  e-401(k)  startups  dis- 
miss such  warnings  as  sour  grapes:  "The  word  is  getting  out  in 


HeaD  off  HeaDacHes:  fiiid  our  how  much 
PHone  supporriHe  PLan  pnoviDes 


are  invesrmeNT  oprions  Di  veRse? 

whichever  online  plan  you  choose,  you're  likely  to 
have  more  options  than  you  would  get  with  a  traditional 
plan;  these  often  restrict  the  number  of  investment 
choices  to  a  dozen  or  fewer.  Many  e-401(k)s  allow  for 
scores  of  options  from  multiple  fund  families.  But  even 
among  the  online  plans,  big  differences  exist.  For  exam- 
ple, Emplanet  offers  a  choice  of  2,099  funds  from  30 
fund  families;  at  Fidelity,  you  and  your  employees  will 
choose  from  among  just  26  Fidelity  funds.  That's  "pretty 
limiting,"  says  Chip  Marvin,  Circumerro's  33-year-old 
Internet  project  director,  who  has  been  investing  since  his 
20s  and  wishes  he  had  more  choices.  Nevertheless,  he 
says,  his  new  e-401(k)  is  "pretty  cool,"  especially  since 
Circumerro  is  one  of  the  few  employers  in  Jackson  Hole 
that  offers  a  401(k)  at  all.  Besides,  the  choices  aren't  too 
shabby:  The  funds  offered  in  the  e-401(k)  cover  different 
investment  objectives  and  include  18  that  received  a 
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that  clubby  environment  that  there's  a  new  player  in  town,  and 
they  don't  like  it,"  says  Jim  Gilbert,  president  of  401(k)  Pro 
Inc.,  which  markets  a  plan  called  401(k)  Easy.  But  even  if  the 
startups  were  to  fail,  that  would  be  more  inconvenient  than 
dangerous.  Your  plan's  assets  would  still  be  safely  invested  in 
registered  mutual  funds.  Given  that  these  providers  have 
state-of-the-art  systems,  your  plan's  records  should  be  in  good 
condition  and  easily  transferable  to  another  vendor.  Still,  if  you 
want  to  get  some  idea  of  the  company's  soundness,  examine 
how  well  the  startup  is  funded  and  whether  its  client  base  is 
growing.  "You  want  to  see  them  adding  clients,"  notes  Hunt- 
ley. "If  they're  not,  they  won't  be  in  business  long." 

That's  not  to  say  that  you  shouldn't  consider  them.  You 
just  want  to  make  sure  they'll  be  around  at  least  as  long  as 
your  company  is. 


I  For  more  on  pension  plans  for  small  companies, 
click  Online  Extras  at  smallblz.businessweek.com 
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Communication  without  boundaries 


It's  not  just  a  phone.  It's  a  shortcut  to  wherever 
your  company  is  headed.  An  Avaya  communication 
system  can  get  your  small  business  there  quickly. 
Easily.  And  keep  it  affordable. 

Whether  you  have  a  half-dozen  phones  or  a  hundred, 
Avaya  hooks  you  up  with  big-business  functions  in  a 
snap.  Integrate  your  phone  system  and  DSL  service  for 
faster  uploads  and  downloads  than  you  ever  dared  to 
dream  of.  Handle  voicemail  and  e-mail  together  in  one 
mailbox.  Get  desktop  phone  features  anywhere  in  your 
building,  just  by  adding  wireless  handsets.  One  of  our  local 
Avaya  dealers  will  take  care  of  everything. 

More  companies  like  yours  are  using  Avaya  systems 
than  any  other.  Now  it's  your  turn.  Find  out  about  PARTNER* 
systems  for  small  companies  or  MERLIN  MAGIX™  systems  for 
mid-size  companies.  Call  866-GO-AVAYA  or  get  the  whole  story 
at  avaya.com/smallmidbusiness 


AVAVA 

#  commu 


communication 


BusinessWeek  small  Biz 


IATTERS 


WHAT  A  BANK 
SHOULD  BE 

A  COLORADO 

STARTUP 

REINVENTS 

SMALL-BUSINESS 

LENDING  WTTH 

FANATICAL 

SERVICE 

By  Kimberly  Weisul 


obsessive:  Lee 
has  a  passionate 
devotion  to 
customer  service, 
and  he  has  created 
an  inviting  and 
friendly  environment 
for  Premier's  multi- 
cultural clientele 


k 


FOR  MOST  OF  ITS  30-year  history,  Anco 
Engineers  Inc.'s  banking  relationships  were 
about  as  stable  as  the  "shake  tables"  it  makes 
to  simulate  violent  earthquakes.  The  Boulder 
(Colo.)  company  first  ran  through  half  a 
dozen  big  banks,  then  gave  its  heart  to  a  gem 
of  a  small  bank — which  was  promptly  gob- 
bled up  in  1996  by  the  same  kind  of  financial  giant.  Next,  Anco 
found  an  investment  bank,  which  soon  lost  interest  when  Anco 
shrunk  its  business  by  closing  a  division. 

Finally,  in  1998,  Anco  hooked  up  with  Denver-based  Premier 
Bank  USA.  From  the  beginning,  it  was  clear  this  bank  was  different. 
When  language  barriers  held  up  a  letter  of  credit  on  a  million-dol- 
lar sale  to  Hyundai  Heavy  Industries  in  Korea,  Premier  assigned 
Korean-speaking  staff  to  contact  Hyundai  direcdy.  Later,  when 
Anco's  co-founder  and  president,  Paul  Ibanez,  tried  to  put  up  his 
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house  to  guarantee  the  letter  of  credit  and  discovered  the 
property  sat  in  a  flood  zone,  Premier  quickly  found  an  insur- 
er and  handled  all  the  arrangements.  "We  had  an  experience 
like  we  had  never  had  before,"  says  Ibanez,  who  rejected  a  big 
bank  for  the  Hyundai  project  when  no  one  seemed  willing  to 
O.  K.  the  deal.  "With  Premier, Jeffreyjust  made  the  decision." 
"Jeffrey"  is  Jeffrey  Lee,  47,  a  CEO  with  an  almost  fanat- 
ical devotion  to  customer  service  and  a  penchant  for  defying 
conventional  wisdom.  Even  as  big  banks  economize  by 
shutting  branches  and  pushing  customers  into  kiosks  and 
online  banking,  Lee  sees  value  in  making  life  a  little  easier 
for  the  borrower,  whether  it's  to  expedite  the  loan  approval 
process  or  greet  customers  at  the  door  and  offer  them  a  bev- 
erage. The  atmosphere  at  Premier  is  homey  and  inviting  too, 
with  striking  Asian  art  and  a  whimsical  collection  of  piggy 
banks  from  around  the  world.  Premier's  employees  speak 
the  customer's  language- — literally — with  staffers  conver- 
sant in  more  than  a  half-dozen  tongues,  including  Malay, 
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ISINESS  LENDERS 

Assets* 

SfKS  THAT  COULD 

WHO  PUT  A  PREMIUM  ON  CUSTOMER  SERVICE. 

Strategy 

BROADWAY  NATIONAL 

BANK  New  York 

$140 

Focuses  solely  on  small-business  loans,  and 
50%  of  its  loans  are  SBA-backed. 

CHEROKEE  STATE 
BANK  St.  Paul,  Minn. 

$202 

Considers  the  cash  cycle  of  the  business  as  it 
structures  loans  and  repayment  schedules. 

FIRST  COMMERCE 

Charlotte,  N.C. 

$121 

Doesn't  rely  on  credit  scoring.  Focuses  on 
small  companies'  goals  for  long-term  growth. 

GREAT  BASIN  BANK 
OF  NEVADA 

Elko,  Nev. 

$89 

Founded  by  entrepreneurs.  Loan  officers  make 
on-site  visits  to  customers.  Deposit  pickup 
service.  Friday  is  homemade  cookie  day. 

MARYLAND 
PERMANENT  BANK 

Owings  Mills,  Md. 

$120 

Has  95%  of  portfolio  in  small-business  loans. 
Focuses  on  serving  the  personal  and 
business  financial  needs  of  entrepreneurs. 

METROPOLITAN 
BANK  &  TRUST  Chicago 

$164 

Unlike  many  community  banks,  will  consider 
loans  for  restaurants,  hotels,  and  retailers. 

OAKS  BANK & 
TRUST  Dallas 

$75 

Each  of  four  branches  is  headed  by  a  senior 
lender,  and  loan  officers  are  decision  makers. 

REDLANDS 
CENTENNIAL  BANK 

Redlands,  Calif. 

$110 

Offers  small-business  clients  same  extensive 
range  of  products  as  a  large  bank  would,  such 
as  financial-planning  services  and  insurance. 

TERRACE  BANK 
OF  FLORIDA  Tampa 

$95 

Flexible  collateral  requirements,  and  loan 
terms  are  determined  case-by-case. 

Vietnamese,  and  Spanish.  In  another  nod  to  its  multicul- 
tural clientele,  there  are  abacuses  at  the  work  tables. 

'MIRACLE'WORKER 

some  lenders  complain  that  small-biz  loans  are  overly 
risky  and  costly  to  administer.  Not  Premier:  At  over  90%  of 
its  portfolio,  these  loans  are  the  cornerstone  of  the  business. 
With  just  three  branches  and  45  employees,  Premier  was 
ranked  the  No.  1  originator  of  sba -backed  loans  in  Col- 
orado last  year,  with  124  deals  worth  $37  million.  Only 
giant  Wells  Fargo  oc  Co.  had  more  dollar  volume,  but  that 
was  split  up  among  fewer  customers  at  its  125  Colorado 
branches.  Moreover,  Premier  funded  24  of  the  35  sba- 
backed  loans  to  black  entrepreneurs  in  Colorado  in  2000. 
"This  bank  has  really  performed  miracles,"  says  Patricia 
Barela  Rivera,  the  sba's  Colorado  district  director. 

Lee's  Premier  is  emblematic  of  a  small  but  growing 
class  of  lenders  that  have  abandoned  "banking  as  usual"  to 
focus  obsessively  on  serving  their 
small-business  customers  (table). 
Often,  these  banks  are  started  by 
well-connected  but  frustrated  busi- 
nesspeople  who  feel  that  big  banks 
are  giving  smaller  customers  short 
shrift.  There's  some  evidence  that's 
true:  A  1997  survey  by  the  Federal 
Reserve  Bank  of  San  Francisco,  for 
example,  found  that  large  banks  were 
moving  away  from  making  time- 
consuming  small-business  loans 
over  $100,000  that  couldn't  be 
quickly  approved  through  automat- 
ed credit-scoring. 

Unlike  the  bigger  banks  they 
challenge,  the  upstarts  approach 
their  business  with  an  entrepreneur- 
ial flair.  Just  look  at  Great  Basin 
Bank  of  Nevada  in  Elko,  Nev.,  which 
features  a  deposit  pickup  service  and 
free  home-baked  cookies  on  Fridays. 
Or  Tulsa  National  Bank,  which 
assigns  every  small  business  its  own 
personal  CFO,  actually  a  senior  loan 
officer,  who  helps  them  evaluate 
mergers  and  acquisitions. 

Why  can't  other  banks — your 
bank,  for  instance — be  more  cus- 
tomer-friendly? Perhaps  it  has  to  do 
with    the    fact    these    little    banks 
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Ibanez  (above), 
behind  one  of  his 
shake  tables,  found 
Premier  was  the 
only  bank  that  would 
give  him  a  letter  of 
credit  to  back  an 
overseas  deal 


understand  the  entrepreneurial  chal- 
lenges their  customers  face.  After  all, 
they're  a  lot  like  them.  "We  think  like  a 
small  business  and  act  like  a  small 
business — a  well-run  small  business," 
says  Lee,  who  favors  the  term  "financial 
entrepreneur"  over  banker. 

It  hasn't  always  been  easy  for  Premier.  In  December, 
1995,  Taiwanese-born  real  estate  developer  Eric  Wang 
launched  Premier  to  serve  Denver's  Asian  community.  He 
invested  $1.5  million  and  raised  an  additional  $700,000 
from  prominent  Asians  in  the  area.  By  March,  1997,  howev- 
er, the  bank  was  losing  money  at  the  rate  of  $60,000  a  month 
with  cumulative  losses  of  $1.1  million.  It  had  just  $8  million 
in  assets.  Employees  were  demoralized,  and  its  original  CEO 
had  just  resigned.  Wang  turned  to  Lee,  then  an  executive- 
vice  president  at  Premier  who  had  impressed  Wang  with  his 
intellect  and  sincerity,  and  with  his  long  experience  in  inter- 
national finance  and  credit  analysis.  His  previous  job  was 
cleaning  up  a  California  bank's  loan  portfolio. 

FIRMERFOOTING 

lee  wasted  little  time.  First,  he  got  permission  from 
Wang  to  change  the  bank's  mission  from  a  focus  on  private 
banking  for  Asians  to  a  new  emphasis  on  serving  small  and 
medium-size  businesses,  as  well  as  all  of  Colorado's  ethnic 
communities.  And  from  day  one,  Lee  strove  to  build  a 


strong  corporate  culture.  "There  is  a  corporate  culture  in 
Microsoft,  in  Boeing,  in  General  Electric,"  says  Lee.  "They 
had  to  start  somewhere." 

To  put  the  bank  on  solid  financial  footing,  Lee  focused 
on  the  unglamorous  specialty  of  Small  Business  Administra- 
tion-backed loans.  He  realized  Premier  could  resell  the  gov- 
ernment-guaranteed portion  of  these  loans  in  the  secondary 
market — unlike  other  small-business  loans — and  use  the 
proceeds  to  fund  more  lending.  The  tac- 
tic proved  a  bonanza  for  Premier.  Last 
year,  it  earned  $836,000  on  just  $56  mil- 
lion in  assets.  That's  a  return  of  1.86% — 
compared  with  an  average  of  0.86%  for 
other  Colorado  banks.  Return  on  equity 
outshone  other  banks  as  well — 18.35% 
compared  with  a  statewide  average  of 
10.99%.  As  for  quality,  Premier  has 
unusually  few  problem  loans — about 
0.05%  of  the  value  of  its  outstanding 
loans,  compared  with  a  Colorado  average 
of  about  0.75%,  says  Veribanc  Inc.,  a 
bank  rating  firm  in  Wakefield,  Mass. 

In  a  few  years,  Lee  hopes  to  be 
doing  $50  million  annually  in  SBA- 
backed  loans  in  Colorado.  Premier  is 
also  just  one  of  three  Colorado  banks 
to  offer  letters  of  credit  for  ex- 
port/import financing.  Last  year,  the 
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PREMIER  BANK  USA 

Denver 

Mission:  To  serve  small 
and  midsize  businesses 
and  Colorado's  ethnic 
communities 
CEO:  Jeffrey  Lee,  47 
Employees:  45 
Assets:  $56.3  million 
Founded: 1995 
Highlight:  Completed 
more  Small  Business 
Administration-backed 
loans  last  year  than  any 
other  Colorado  bank 


BusinessWeek  Small  Biz  July  16, 200i  27 


usinessweek  Small  Biz 


MONEY 


IATTERS 


I >;ink  made  $10  million  in  such  guarantees. 

Lee's  intense  customer  focus  means  the  bank 
takes  great  pains  to  make  its  loan  approval  process 
both  fair  and  efficient.  While  more  than  90%  of 
the  major  banks  use  a  bloodless  computerized 
scoring  system  to  approve  or  deny  small-business 
loans,  Premier  practically  ignores  such  calcula- 
tions in  favor  of  a  personal  analysis  of  borrowers. 
In  part,  that's  because  scoring  systems  tend  to 
favor  active  borrowers  with  long  credit  records 
and  penalize  people  who  avoid  borrowing.  "In 
some  of  these  cultures,  the  idea  is  to  live  on  very 
litde,  pay  the  obligations  first,  and  build  wealth," 
says  Micheal  Paul,  Premier's  head  of  SBA-backed 
lending.  "You  can't  put  that  in  a  credit  memo." 

As  for  speed,  most  lenders  won't  consider 
funding  SBA-backed  loans  until  the  applicant 
completes  all  the  required  paperwork.  Premier 
sizes  up  the  borrower's  creditworthiness  at  a  pre- 
liminary interview  before  the  paperwork  is  even 
started,  then  helps  walk  the  client  through  the 
process.  The  result:  Premier  can  usually  fund  an 
SBA  loan  in  three  weeks — four  when  real  estate  is 
involved.  Many  banks  take  twice  that  long.  If 
time  is  particularly  short,  Lee  and  Paul  will  con- 
fer immediately  and  cut  it  to  two  weeks. 


'COMFORT  LEVEL' 

but  lee  has  always  known  that  efficiency  isn't  enough  to 
make  Premier  stand  out.  To  win  lasting  customer  loyalty,  he 
needed  to  build  a  culture  that  exalted  service.  He  never  lets 
his  staff  forget  that.  At  a  recent  meeting,  he  told  them 
about  an  experience  with  an  airline-reservation  snafu  to 
drive  home  the  point.  At  the  airport,  the  gate  attendant 
explained  to  him  "they"  had  made  a  mistake.  "Let's  look  at 
that  attitude,"  Lee  told  his  staff.  "It's  not  'they'  it's  'we.' 
From  the  customers'  eyes,  we  are  all  the  same.  It  is  so  easy 
to  blame  other  people,  but  if  it's  a  mistake  done  by  Premier 
Bank,  you  have  to  take  the  stand  of  making  the  apology." 

Customers  apparently  appreciate  the  attitude.  Vinh 
Grant,  controller  of  Denver-based  sporting  goods 
importer  Alpine  Air,  says  that  even  if  another  bank  offered 
him  better  terms,  he  would  be  reluctant  to  switch.  With 
Premier,  he  says,  he  has  a  "comfort  level"  that  things  are 
being  done  right.  He  gets  a  full  suite  of  services,  too:  a  $1 
million  line  of  credit,  accounts  receivable  financing,  letters 
of  credit,  and  a  $200,000  SBA-backed  working  capital  loan. 
When  Grant  needed  a  lien  against  the  company's  building 
removed,  Premier  released  it  right  away. 


Bank  on  Good  Service 

Lenders  are  competing  fiercely  for  small  companies. 
Here's  what  you  should  expect  from  your  bank: 

Reliability  A  "relationship  manager"  can  answer  simple 
financial  questions  and  connect  you  with  bank  specialists.  You 
shouldn't  have  to  deal  with  800  numbers  and  telephone  menus. 
Responsiveness  It's  critical  to  have  direct  access  to  an 
experienced  loan  officer  who  is  also  a  key  decision  maker .  Expect 
approval  within  48  hours  on  a  standard,  non-SBA  loan  application. 
Stability  Ask  about  the  turnover  rate  of  loan  officers.  The 
current  industry  average  is  five  months. 

Customization  Your  banker  should  become  familiar  with  your 
business  and  should  tailor  financial  products  to  your  needs. 
Watchdog  Services  The  bank  should  monitor  your  overall 
debt  level  and  alert  you  well  in  advance  if  it  gets  too  high,  rather 
than  calling  to  cut  you  off. 

Growth  Capacity  A  bank's  lending  is  limited  by  its  asset  size.  If 
you  choose  a  small  bank,  make  sure  it  has  SBA-backed  lending 
capabilities  and  an  effective  network  of  correspondent  banks. 
Network  of  Experts  Your  banker  should  be  able  to  refer  you 
promptly  to  outside  professionals  such  as  lawyers,  tax  planners, 
and  accountants. 

Personal  Banking  Your  company's  bank  should  also  offer  you 
investment  services,  wealth  management,  personal  loans,  and 
credit  cards. 


Big  banks  also  lust  after  this  market,  but  some  of  them 
have  a  decidedly  different  approach  to  service.  "Most  of  our 
small-business  customers  tell  us  they're  time-strapped," 
says  Rebecca  Madeira- Kaufmann,  vice-president  of 
small-business  marketing  at  Wells  Fargo.  "They  don't  want 
a  bank  to  be  their  best  friend  and  sit  down  and  chit-chat 
and  have  a  cup  of  coffee."  Chase  Manhattan  Corp.,  anoth- 
er major  small-business  lender,  assigns  "trusted  advisers"  to 
many  small  businesses,  but  that  strategy  has  been  hobbled 
by  the  high  turnover  rate  among  advisers — at  times  as 
much  as  20%  annually. 

Still,  the  big  players  are  making  progress  on  the  service 
front,  using  tactics  that  Premier  customers  might  find 
familiar.  Some  Wells  Fargo  offices  share  space  with  Star- 
bucks branches  or  delis.  Chase  has  begun  employing 
greeters  at  its  branches.  "We're  making  sure  the  customer 
doesn't  have  to  wait.  That's  what  the  customer  wants.  Not 
a  beverage,"  says  a  Chase  spokesperson.  Of  course,  that 
doesn't  mean  Premier's  giant  rivals  won't  catch  on  someday. 
"Anybody  can  learn  from  other  people,"  concedes  Lee.  Just 
don't  hold  your  breath  waiting. 

WITH  NAWKKN  MANGI 


[@M»1  For  advice  on  getting  an  SBA-backed  loan,  click  Online  Extras 
at  smallbiz.businessweek.com 
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SMALL  BUSINESS  OWNERS... 


SAVE  ON  TAXES 
AS  YOU  SAVE 
FOR  RETIREMENT 


Benefit  from  tax- deductible  con- 
tributions. This  year,  give  yourself 
a  tax  break.  As  the  owner  of  a  small 
business,  you  can  contribute  to  a 
Century  401  (k),  SIMPLE  IRA,  SEP-IRA, 
or  Keogh  plan  to  reduce  your  taxable 
income  and  build  the  retirement 
savings  of  each  participant  in  the  plan. 

T.  Howe  Price  mutual  funds  can 
make  your  plan  work  harder. 

Your  money  can  work  even  harder  for 
you  when  you  invest  in  100%  no-load 
mutual  funds. 


Which  retirement  plan  is  right 
for  your  business? 

If  you  want  a  business  retirement  plan 
that's  inexpensive  and  easy  to  set  up,  call 
us  for  information  about  these  options: 


SEP-IRA 
SIMPLE  IRA 


Century  40l(k) 
Keogh  Plans 


To  help  you  decide  which  plan  is  best 
for  you,  call  one  of  our  retirement 
specialists  today  and  ask  for  our  new 
Small  Business  Decision  Guide. 


Put  Our  expertise  to  work  for  you.  Our  knowledgeable  retirement  specialists 
are  ready  to  help  you  choose  the  retirement  plan  that  best  meets  your  needs. 


For  more  information  and  a  prospectus,  call  us  today 

1-800-831-1439 

www.  troweprice.  com 


Invest  With  Confidence 

T.RoweRice 


The  prospectus  contains  more  complete  information,  including  management  fees,  risks,  and  expenses.  Read  it  carefully  before  you  invest  or  send  money.  T.  Rowe  Price  Investment 
Services,  Inc.,  Distributor.  omrwMi , 
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How  did  two  college  kids  from  Holland,  Mich.,  turn  a  frayed  beanbag  chair  into  a  $1  million  furniture 
business?  By  accident — at  least  to  start  with. 

On  New  Year's  Eve,  1994,  Matt  Jung  and  Chip  George,  then  sophomores  at  Hope  College,  decided 
an  old  beanbag  of  Matt  s  needed  some  rehab.  Lacking  beans,  they  refilled  the  bag  with  chunks  of 
foam  from  Matt's  worn-out  couch.  Some  ripping  and  a  few  jagged  stitches  later,  the  Foof  chair  was 
born.  Friends  loved  it,  and  before  long  Foofs  became  the  rage  at  colleges  throughout  Michigan.  Today, 
Comfort  Research  sells  35,000  units  a  year  of  its  patented  product  in  900  stores  across  the  country  at 
prices  from  $15  to  $500.  Among  the  styles:  leather,  tiger-print  velvet,  and  pineapple-shaped .  "All  you 
need  to  do  is  get  people  to  try  it,"  says  George.  "Then  it  sells  itself." 

What's  next?  A  line  of  Foof  love  seats.  "We  have  true  visions  of  grandeur,"  says  Jung — which 
makes  sense  for  an  entrepreneur  who  built  a  business  on  a  bag  of  foam.  — NAWEEN  A.  MANGI 


who:  Matt  Jung  (left), 

and  Chip  George,  both  26 

company:  Comfort 

Research,  Grand  Rapids, 

Mich. 

revenues:  $1  million 

EMPLOYEES:  3 

concept:  Provide  foam- 
filled,  beanbag-style  chairs 
in  a  wide  selection  of  shapes 
and  fabrics 
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It's  your  turn  at  last. 


The  best-selling  brand  of  flat  panel  monitors 

now  offers  you  18-inch  viewing  at  around  $£  000* 

Don't  just  stand  there;  the  NEC  MultiSync"-'  monitors  you've  always  wanted  are  now 
more  affordable  than  ever.  Feast  your  eyes  on  flicker-free  viewing,  sharp  images 
and  XtraView*'  wide-angle  viewing.  And  profit  from  lower  energy  consumption  and 
space-saving  design.  See  it.  Believe  it.  Buy  it.  O /""/""  fflflDf 


To  find  out  how  to  save  even  more  go  to  [www.necf1at.com/bizweek 


"Estimated  street  price,  prices  may  vary. 

NEC  is  the  #1  best-selling  flat  panel  monitor  brand  according  to  data 

from  Stanford  Resources,  Inc.  Flat  Panel  Monitrak  Q4  '00. 

MultiSync  and  XtraView  are  registered  trademarks  of  NEC-Mitsubishi 

Electronics  Display  of  America. 

©2001  NEC-Mitsubishi  Electronics  Display  of  America,  Inc. 

All  rights  reserved.  Simulated  image  in  monitor. 


NEC/MITSUBISHI 

NEC-MITSUBISHI  ELECTRONICS  DISPLAY 


HERE'S  YOUR  CHANCE  TO  MAKE  UP  FOR 
THOSE  SCRATCH-AND-SNIFF  BUSINESS  CARDS. 


Okay,  it  seemed  like  a  good  idea  at  the  time.  But  not  all  decisions  are  as  easy  as 
choosing  America's  most  popular  car*  for  your  company's  fleet.  For  one  thing,  every- 
body who  has  to  drive  one  is  bound  to  be  happier  for  it.  But  best  of  all,  management 
will  recognize  Camry's  ability  to  retain  its  value  as  smart  fiscal  thinking  on  your  part. 
And  while  everybody's  patting  you  on  the  back,  you  can  bring  up  your  idea  about 
replacing  the  office  coffee  with  beef  bouillon. 


®  TOYOTA  FLEET 
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Government 


THE  SENATE 


THE  IMPORTANCE 

OF  NOT  UNDERESTIMATING  ERNEST 

With  Hollings  heading  the  Commerce  Committee,  it'll  be  no  picnic  for  Corporate  America 


Just  as  business  groups  were  get- 
ting used  to  a  Senate  Commerce 
Committee  chairman  who  is  quirky 
and  headstrong,  with  a  brash  populist 
■freak,  Democrats  took  over  the  Senate. 
Now,  Corporate  America  is  adjusting 
to  a  Democratic  chairman  who 
is . . .  quirky  and  headstrong,  with 
a  brash  populist  streak.  But  the 
similarity  ends  there.  As  Republi- 
can John  McCain  of  Arizona  steps 
aside,  lobbyists  are  bracing  for  a 
collision  with  every  deregulator's 
nightmare:  South  Carolina  Demo- 
crat Ernest  "Fritz"  Hollings.  Says 
one  worried  lobbyist:  "There  are 
a  lot  of  folks  who  thought  that 
John  McCain  was  a  wild  man. 
They  ain't  seen  nothing  yet." 

What  spooks  corporate  inter- 
ests? Hollings  is  in  favor  of  regu- 
lating Big  Business,  opposes  tort 
reform,  and  will  "use  the  commit- 
tee as  a  bully  pulpit  to  chal- 
lenge . . .  [all  those]  who  want  to 
deregulate,  deregulate,  deregulate." 
Bucking  a  Senate  tradition  of  sup- 
port for  free  trade,  the  new  Com- 
merce Committee  head  is  an  un- 
abashed protectionist.  "Protecting 
your  industrial  base,  that's  what 
globalization  is  all  about,"  he  ex- 
plains unapologetically.  In  fact, 
Hollings  might  be  business'  Pub- 
lic Enemy  No.  1 — if  many  lobby- 
ists didn't  dismiss  the  79-year-old 
South  Carolinian  as  a  blustery  yet 
harmless  throwback. 
TROUBLE  SPOTS.  Underestimating 
Hollings'  backroom  political  skills, 
his  interest  in  a  wide  range  of  is- 
sues affecting  business,  and  his 
reach  could  be  a  mistake,  though. 
As  chairman  of  both  the  Commerce 
Committee  and  the  Appropriations 
Committee  panel  that  funds  the 
U.  S.  Trade  Representative's  office, 
the  Commerce  Dept,  and  the  Jus- 
tice Dept.,  he  can  stall  much  of  the 
Bush  business  agenda.  From  trade 
to  telecom  to  antitrust  policy,  he 
is  uniquely  positioned  to  make 
trouble  for  some  business  sectors. 
While  Bush  angles  for  expanded 


authority  to  cut  deals  with  foreign  coun- 
tries, Hollings — a  staunch  defender  of 
his  state's  import-sensitive  textile  in- 
dustry— plans  to  hammer  away  at  the 
shortcomings  of  past  trade  pacts.  Com- 
ing soon:  hearings  on  the  dismal  record 


I  i  We  built  America  with 

protection  and  tariffs-and 

built  a  strong  economy.  Now 

we're  in  the  hands  of  the 

Business  Roundtable  and  the 

National  Association  of 

Manufacturers.  They  think 


of  developing  countries  in  protecting 
U.S.  patents  and  copyrights.  Meanwhile, 
in  his  other  capacity,  Hollings  will  ex- 
amine the  budget  of  U.  S.  Trade  Repre- 
sentative Robert  B.  Zoellick.  If  Hollings 
doesn't  think  he's  being  heeded  suffi- 
ciently at  the  White  House,  don't 
be  surprised  if  Zoellick's  numbers 
come  up  a  bit  short. 
NEW  TACK.  Hollings  will  have  a  big 
impact  on  telecom  issues,  too,  be- 
cause of  his  authority  over  the 
Federal  Communications  Commis- 
sion's policy  and  budget.  That  could 
spell  trouble  for  FCC  Chairman 
Michael  K.  Powell,  a  McCain  ally 
with  big  deregulatory  ambitions.  If 
Powell  doesn't  force  the  Baby 
Bells,  a  favorite  Hollings  target,  to 
open  their  lines  to  local  competi- 
tion, or  tries  to  dismantle  the  ban 
on  owning  a  TV  station  and  news- 
paper in  the  same  market,  the  sen- 
ator could  make  life  very  unpleas- 
ant at  the  FCC.  Powell  will  find  this 
message  "coming  through  loud  and 
clear,"  promises  Hollings. 

Hollings  has  already  caused  the 
Bush  Administration  to  shift  tac- 
tics in  one  area:  tobacco  litigation. 
The  Bushies  never  favored  the  far- 
reaching  federal  suit  brought  by 
the  Clinton  Administration.  To 
avoid  taking  political  heat,  however, 
the  White  House  strategy  has  been 
to  starve  the  litigation  quietly  by 
withholding  sufficient  funds  to  con- 
tinue the  costly  court  battle.  That 
plan  went  out  the  window  when 
Hollings — a  good  friend  to  the  trial 
lawyers — took  over  the  panel  that 
funds  Justice.  So  on  June  19,  the 
Administration  went  to  Plan  B,  ini- 
tiating settlement  talks. 

Indeed,  Hollings  has  never  been 
shy  about  throwing  his  weight 
around.  In  1996,  while  in  the  mi- 
nority, he  ran  circles  around  Sen- 
ate Republicans  over  a  telecom  re- 
form act.  His  style:  stake  out  an 
extreme  position,  then  compromise 
as  little  as  he  has  to.  Before  he  was 
through,  sections  of  the  bill  relaxing 
limits  on  media  concentration  and 
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foreign  ownership  of  broadcast  stations 
were  gutted.  Says  Hollings'  former  Com- 
merce Committee  staff  director,  Ivan 
Schlager:  "Few  people  know  how  to 
work  a  bill  as  well  as  he  does." 

That's  one  reason  the  tech  lobby  is 
feeling  a  bit  queasy.  On  the  hot  issue  of 
Internet  privacy,  Hollings  plans  to  re- 
introduce legislation  that  Silicon  Valley 
considers  too  intrusive.  He  would  re- 
quire that  online  services  get  specific 
authorization  from  customers  to  collect 
data  on  them:  In  other  words,  they 
would  have  to  "opt  in,"  rather  than  pre- 
vent such  scrutiny  by  "opting  out." 
While  lobbyists  say  his  proposal  won't 
pass  unless  it's  watered  down,  they  have 
their  work  cut  out  for  them.  "He's  going 
to  put  the  fear  of  God  in  a  lot  of  high- 
tech  companies,"  says  Hewlett-Packard 
Co.  lobbyist  Scott  Cooper. 

Fritz  Hollings  may  be  a  throwback  to 
the  days  before  "New  Economy"  and 
"globalization"  became  Washington  buzz- 
words. But  he  knows  how  to  maximize 
his  influence — and  that  means  keeping 
Corporate  America  and  its  congression- 
al allies  off-balance.  It's  enough  to  make 
them  long  for  the  good  old  days  of 
Chairman  McCain. 

By  Dan  Carney  in  Washington 

ON  BUSH'S  TAX  AGENDA: 


H  He  wants  to  start 

Reaganomics  II. 

There's  no  surplus. 

There's  a  minimal 

amount  right  now.  But 

the  10-year  surplus 

projection  is  made  oP 

whole  .cloth-"!  I: 


AETNA:  A  LONG  WAY 
TO  THE  RECOVERY  ROOM 

Its  CEO  is  promising  a  turnaround  by  2004.  Doubters  abound 


Even  as  Congress  mulls  over  ways  to 
protect  patients  against  health  main- 
tenance organizations,  one  of  the 
most  criticized  insurers  is  itself  stretched 
out  in  the  intensive-care  ward.  Aetna 
Inc.  was  nearly  wiped  out  by  a  disas- 
trous five-year  foray  to  gobble  up  other 
health  insurers.  Having  overpaid  for  its 
acquisitions  and  managed  them  badly, 
the  Hartford  insurer  expects  to  trail  the 
industry  in  profitability  for  years  to 
come.  Its  costs  are  far  higher  than  those 
of  rivals,  its  premiums  often  far  cheaper, 
and  it  faces  increasing  employer  resis- 
tance to  raising  them.  And  healing  the 
company's  image  may  be  hardest  of  all: 
Aetna  alienated  consumers  and  doctors 
by  sticking  with  the  unsavory  cost-con- 
trol tactics  of  early  hmos  long  after  more 
nimble  rivals  were  offering  greater  choic- 
es of  doctors  and  services. 


Now,  it's  up  to  an  outsider  to  stanch 
the  bleeding.  Last  September,  Aetna 
brought  in  John  W.  Rowe,  a  57-year-old 
gerontologist,  to  run  its  health-care  busi- 
nesses. He  became  CEO  in  December 
and  chairman  of  the  entire  operation  in 
April.  It  was  a  curious  choice  to  run  a 
publicly  traded  health  insurer  with  18.3 
million  members  and  $27  billion  in  rev- 
enues. Rowe  has  never  run  such  a  large 
organization.  Previously,  he  was  CEO  of 
Mount  Sinai  NYU  Health,  where  he  over- 
saw the  merger  of  the  Mt.  Sinai  and 
New  York  University  medical  complexes 
in  New  York  City  and  helped  improve 
its  finances.  He  once  even  considered 
suing  Aetna  because  of  its  chronically 
slow  reimbursements.  Aetna  now  hopes 
that  Rowe  can  repair  its  frayed  rela- 
tionship with  his  fellow  doctors. 

Still,  no  one  in  Rowe's  top  executive 
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team  has  been  with  the  company  more 
than  four  months.  Considering  Aetna's 
remit  history,  Rowe  counts  that  as  a 
plus:  "We're  not  legacies.  A  lot  of  peo- 
ple in  the  company  need  the  kind  of 
leadership  that  says:  'Don't  tell  me 
where  you're  from,  tell  me  where 
you're  going.'" 

The  answer,  at  least  for  the  next  sev- 
eral months,  is  not  encouraging.  Last 
December,  after  promising  that  earn- 
ings were  on  track  for  2001,  Aetna  an- 
nounced unexpectedly  large  losses  in 
the  first  quarter.  Its  stock  price  has  de- 
clined 38%  since  January,  to  about  $25. 
Now,  the  company  says  that  it  won't 
be  able  to  match  industry  levels  of  prof- 
itability— operating  margins  of  at  least 
4%— until  the  end  of  2003.  Profits  for 
2(H)  1?  Forget  about  it.  For  2002?  Only  a 
possibility,  says  Aetna. 
PARING  DOWN.  The  one  glimmer  of  hope 
that  Rowe  has  provided  Wall  Street  so 
far  is  his  choice  of  a  No.  2.  Analysts 
and  industry  officials  give  him  high 
marks  for  snagging  Ronald  A.  Williams, 
former  president  for  the  large-employer 
group  at  Wall  Street  darling  WellPoint 
Health  Networks  Inc.  Industry  insid- 
ers say  Williams,  Aetna's  chief  of  health 
operations,  is  fastidious,  a  nut  for  detail, 
and  skilled  enough  to  analyze  what's 
wrong  with  Aetna's  broken  health  busi- 
ness, liowe  has  also  brought  on  board  a 
well-regarded  new  medical  chief,  Dr. 
William  C.  Popik,  who  comes  from 
cicna  Corp. 

The  company  plans  to  unveil  a  de- 
tailed recovery  strategy  in  late  sum- 
mer. But  one  thing  is  already  certain: 
Aetna  must  shrink.  Says  Banc  of  Amer- 
ica Securities  analyst  Todd  Richter:  "It's 
like  a  bad  infection  on  your  toe  that 
has  developed  gangrene.  You  may  have 
to  cut  this  company  in  half."  Rowe  has 
promised  to  let  10%  of  Aetna's  mem- 
bers go  this  year  by  not  renewing  their 
plans  or  raising  premiums  in  hopes  they 
will  leave.  Aetna  has  quit  hmo  busi- 
nesses in  St.  Louis,  Georgia,  Louisiana, 
and  California's  Central  Valley  region,  all 
areas  where  it  lacks  the  heft  to  negoti- 
ate profitable  contracts  with  providers. 
Instead,  it  seems  to  be  concentrating 
on  keeping  more  lucrative  preferred- 
provider-organization  (ppo)  and  point- 
of-service  (pos)  business  nationwide. 
"Right  now,  in  the  markets  where  we 
compete,  it  seems  Aetna  is  spread  too 
thin,"  says  David  W.  Olson,  a  spokesman 
for  rival  Health  Net  Inc.,  one  of  the 
nation's  top  five  health  insurers.  Rival 
Trigon  Healthcare,  for  instance,  is  one- 
ninth  Aetna's  size,  with  2  million  mem- 
bers, but  its  tight  focus  on  the  Virginia 
area  gives  it  a  market  value  of  $2.3  bil- 
lion compared  with  Aetna's  $3.6  billion. 

Most  of  the  company's  woes  can  be 
blamed  on  its  botched  acquisition  strat- 


BURDEN 


On  top  of  problems  of  its 
own  making,  Aetna  will  have  to  deal  with 
an  average  15%-a-year  increase  in  drug  and 
medical  costs 


egy.  In  1996,  Aetna  paid  $8.9  billion  for 
U.  S.  Healthcare,  widely  considered  one 
of  the  most  hard-nosed  hmos.  U.S. 
Healthcare  forced  doctors  to  take  all  pa- 
tients, whether  they  were  in  PPOs,  poss, 
or  hmos.  It  also  strictly  limited  doctor 
fees.  As  a  result,  many  doctors  stopped 
working  with  Aetna.  A  $1  billion  pur- 
chase of  Prudential  Healthcare  in  1999 
was  also  a  mistake.  Aetna  gained  6.6 
million  members  nationwide,  but  many 
of  them  weren't  paying  enough  to  cover 


AETNA'S  PROFITS 
TURN  TO  LOSSES 


-150 


costs.  "What  matters  is 
how  big  you  are  local- 
ly," says  James  C. 
Robinson,  professor  of 
health  economics  at  the 
University  of  California  at  Berkeley. 
Rowe  doesn't  sugarcoat  the  work 
that's  ahead  of  him.  "There  are  150 
things  that  have  been  going  wrong,  and 
we're  going  to  fix  these  things  one  at  a 
time,"  he  says.  Among  his  first  changes 
was  the  incentives  Aetna  pays  sales- 
people for  signing  up  new  business. 
They  now  get  the  biggest  rewards  for 
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A  MILLIONS  OF  DOLLARS  EST. 

Data:  Company  Reports,  Thomson  Financial/First  Call 


keeping  profitable  accounts,  not  just  en- 
rolling new  members.  Meanwhile,  cus- 
tomer-service reps'  incentives  are  linked 
to  solving  problems  the  first  time  a 
member  calls.  Aetna  recently  stopped 
forcing  doctors  to  participate  in  every 
plan  it  offers  and  is  reevaluating  its  fee 
policy.  Aetna  plans  to  reexamine  every 
medical  contract,  employer  by  employer, 
and  study  every  benefit  it  offers  and 
every  price  it  charges.  Williams,  who 
helped  turn  around  an  ailing  WellPoint 
10  years  ago,  is  confident:  "There  is 
nothing  here  that  I  have  not  seen  be- 
fore. There  is  nothing  here  that  I  be- 
lieve cannot  be  fixed." 
HEAVY  BAGGAGE.  But  it  won't  be  easy 
to  squeeze  more  out  of  existing  corpo- 
rate customers.  Last  year,  they  had  to 
swallow  premium  increases  of  10%  to 
12%,  and  increases  up  to  15%  are  likely 
in  the  coming  year,  says  Standard  & 
Poor's  Corp.  analyst  John  Massey.  Most 
insurers  will  have  trouble  getting  those 
increases  to  stick.  For  Aetna,  it  will  be 
even  tougher.  It  inherited  so  much 
underpriced  business  from  its  mergers 
that  it  needs  to  jack  up  prices  in  some 
markets  by  more  than  20%  just  to  cov- 
er costs.  Its  medical  costs,  including 
doctors'  salaries  and  prescription-drug 
costs,  are  climbing  at  a  15%  annual  rate, 
up  from  12%  several  months  ago.  Those 
costs  now  eat  up  90%  of  every  dollar, 
vs.  an  industry  average  of  84.6%. 

Aetna  isn't  in  imme- 
diate danger  of  a 
liquidity  crunch.  Its 
bonds  are  still  rated 
investment-grade,  al- 
though Standard  & 
Poor's  downgraded 
them  in  June  because 
of  Aetna's  uncertain  fi- 
nancial future.  Rowe 
promises  a  turnaround 
by  the  end  of  2003. 
But  some  big  investors 
say  the  process  will 
take  longer  because 
Aetna  lacks  enough  managerial  talent. 
Rowe  is  looking  for  a  chief  financial  of- 
ficer, and  Aetna  has  to  add  scads  of  ac- 
tuaries and  other  professionals  to  im- 
plement his  plans.  With  so  many 
ailments  to  treat  all  at  once,  Rowe  will 
need  all  the  help  he  can  to  nurse  this 
company  back  to  health. 

By  Pamela  L.  Moore  in  New  York 
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Working  Life 


Kim  Miller,  a 
plaintiff  in  a 
suit  against 
Wal-Mart,  claims 
she  complained 
of  discrimination 
to  higher-ups 
several  times 
but  only  got 
retaliation 


LITIGATION 


IS  WAL-MART 
HOSTILE  TO  WOMEN? 

Female  workers  paint  a  picture  of  a  harsh,  sexist  culture 


Ocala,  Fla.,  was  no  boomtown  burst- 
ing with  jobs  in  1991.  So  when 
Wal-Mart  Stores  Inc.  subsidiary 
Sam's  Club  came  to  town,  hun- 
dreds of  applicants  dressed  in  suits  sweat- 
ed in  the  sun  for  hours  to  apply.  Kim 
Miller  was  excited  when  she  got  the 
chance  to  join  the  late  Sam  Walton's 
team.  Finally,  she  would  have  a  great 
company  to  work  for,  an  employer  whose 
motto  "respect  for  the  individual"  led  her 
to  believe  she  could  build  a  career  there. 
It  didn't  turn  out  that  way.  Over  the 
next  nine  years,  Miller  says,  her  job  as  a 
sales  associate  turned  into  a  frat-house 
nightmare.  She  claims  her  male  supervi- 
sors referred  to  her  as  "bitch"  and  talked 
about  which  female  customers  they  would 
like  to  get  into  bed.  The  sexual  talk  al- 
legedly turned  her  way,  too,  and  included 
offers  to  get  her  pregnant.  Once,  when 
Miller  was  working  in  the  tire-and- 
mounting  unit,  she  claims  she  walked  in 
on  her  male  co-workers  huddled  over  a 
porn  video  in  the  customer  lounge.  The 
worst  of  it,  though,  was  that  despite 
glowing  performance  reviews,  an  Em- 
ployee-of-the-Year  award,  and  many  com- 


mendations from  customers,  Miller  claims 
she  was  passed  over  time  and  again  for 
pay  raises  and  promotions.  Instead,  jobs 
like  team  leader  in  tire-and-mounting 
were  given  to  men  such  as  a  forklift  re- 
pairman who  had  never  even  worked  in 
the  department. 

Miller,  36,  says  she  complained  more 
than  a  dozen  times  to  bosses  at  all  lev- 
els but  was  retaliated  against  for  do- 
ing so.  When  she  got  pregnant,  she  al- 
leges she  was  transferred  to  a  greeter 
position  and  not  allowed  by  her  manag- 
er to  sit  down  until  she  got  a  doctor's 
note.  "I  worked  there  longer  than  most 
people  are  married  these  days,"  says 
Miller,  who  is  no  longer  with  the  com- 
pany. "And  I  never  got  a  promotion." 
WIDE  NET.  Wal-Mart  isn't  commenting 
on  the  allegations  lodged  by  Miller 
and  the  other  five  women  who  filed  a 
sexual  discrimination  class  action  in  U.S. 
District  Court  for  Northern  California 
on  June  19.  Yet  the  suit  could  turn  out 
to  be  the  largest  such  case  ever  against 
a  private  employer  if  plaintiffs'  attor- 
neys win  nationwide  class-action  stat- 
us. The  Bentonville  (Ark.)-based  com- 


w 


.  •' 


pany  employs  960,000  people  nationwide. 
But  even  if  lawyers  fail  to  sweep  in 
the  company's  entire  U.S.  employee  ros- 
ter, the  case  casts  a  wide  net  among 
Wal-Mart's  46,000  workers  in  Califor 
nia.  The  plaintiffs  paint  a  picture  of  a 
harsh,  anti-woman  culture  in  which  com- 
plaints go  unanswered  and  the  women  t> 
who  make  them  are  targeted  for  retali 
ation.  Based  on  filings  Wal-Mart  made  to 
the  Equal  Employment  Opportunity 
Commission,  the  claim  details  how  72% 
of  the  company's  sales  stall'  are  women 
but  only  one-third  of  them  make  it  into 
management,  despite  Wal-Mart's  pro- 
mote-from-within  policy.  That  means, 
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according  to  eeoc  data,  that  Wal-Mart 
doesn't  just  rank  below  its  current  re- 
tailing peers,  which  have  an  average  of 
56%  women  managers,  but  it  also  ranks 
below  rivals'  levels  of  25  years  ago. 

Wal-Mart  denies  the  allegations  about 
a  systematic  practice  of  discrimination, 
noting  it  has  explicit  policies  forbidding 
such  behavior.  The  company  says  that 
because  it  is  the  nation's  largest  em- 
ployer, it  is  an  attractive  target  for  law- 
suits. Says  spokesman  Jay  Allen:  "When 
you  have  a  million  people,  you're  going 
to  have  a  few  people  out  there  who 
don't  do  things  right."  Still,  "there's  no 
doubt  we  need  to  continue  to  do  a  bet- 


WELCOME  TO 
WAL-MART'S 
WOES 

The  sex-discrimi- 
nation lawsuit 
isn't  Wal-Mart's 
only  problem.  The 
company  Ms 
also  gotten  into 
trouble  with: 

Data:  BusinessWeek 


•  The  EEOC— for  failing  to  comply  with  the 
Americans  with  Disabilities  Act 

Wal-Mart  says  it  has  implemented  training 

•  Judges — who  have  sanctioned  the  company 
130  times  for  abusive  litigation 

Wal-Mart  says  it  has  made  "significant 
progress"  on  the  issue 

•  Washington  state — for  delaying  payment  on 
workers'  compensation  benefits 

Wal-Mart  is  appealing  and  says  it  has  worked 
with  the  state  on  the  issues 

•  The  National  Labor  Relations  Board — for  al- 
legedly violating  federal  labor  laws 

Wal-Mart  says  such  charges  are  "easy  to  make" 


ter  job  of  promoting  and  developing 
women  and  minorities." 

The  sexual  discrimination  suit  is  the 
latest  in  a  string  of  recent  legal  prob- 
lems at  the  company.  Wal-Mart  has  tak- 
en an  aggressive,  no-holds-barred  litiga- 
tion stance  for  years  that  has  drawn  the 
ire  of  courts  nationwide.  Judges  have 
sanctioned  the  company  more  than  130 
times,  in  40,000  cases  in  the  past  decade, 
for  discovery  abuses.  Now  its  employ- 
ment-related problems  are  growing,  too. 
Last  month,  a  U.S.  District  Court  in 
Thcson  slapped  the  company  with  a  con- 
tempt motion  for  violating  a  court  order 
in  an  eeoc  disability  bias  case.  The  court 
ordered  it  to  pay  $750,200  in  fines  for 
not  following  through  on  the  terms  of 
the  settlement,  which  included  creating 
training  materials  for  hearing-impaired 
employees,  providing  disability  training 
for  managers,  and  allowing  government 
disability  and  eeoc  officials  to  visit 
stores  to  verify  compliance. 

Indeed,  since  1994, 
the  EEOC  has  filed  16 
suits  against  Wal- 
Mart  for  disability 
discrimination.  That 
is  the  most  Ameri- 
cans with  Disabilities 
Act-related  EEOC 
suits  of  any  U.S. 
company,  according 
to  the  eeoc.  "I  have  never  seen  this 
kind  of  blatant  disregard  for  the  law," 
says  eeoc  lawyer  Mary  Jo  O'Neill.  "You 
get  the  impression  that  Wal-Mart  is  an 
employer  that,  at  the  top,  isn't  commit- 
ted to  taking  the  [ada]  and  federal  em- 
ployment laws  seriously."  Wal-Mart  has 
asked  for  a  rehearing  but  says  it  has 
instituted  training.  "Hopefully,  our  man- 
agers understand  better  now  what  kind 
of  capabilities  disabled  people  have," 
says  spokesman  Bill  Wertz. 

The  company  also  has  worker-related 
problems  in  Washington  state,  which 
last  December  issued  an  order  revoking 
Wal-Mart's  authority  to  administer  its 


SHOPTALK 

Wal-Mart  says 
the  number 
of  its  women 
managers  is 
growing 


own  workers'  compensation  claims  be- 
cause of  mistreatment  of  injured  work- 
ers and  "repeated"  and  "unreasonable 
delays"  in  giving  them  benefits  they 
were  owed.  Wal-Mart  has  since  won  a 
stay  of  that  order,  saying  it  has  a  "good 
and  improving  record"  and  has  worked 
conscientiously  with  the  state. 
UNFAIR?  The  company  says  it  has  also 
worked  on  diversity  issues  by  regularly 
tracking  the  number  of  women  and  mi- 
norities in  management  and  that  the 
numbers  are  improving,  though  it  de- 
clined to  detail  what  percentage  of  se- 
nior managers  are  women.  What's  more, 
comparisons  with  other  retailers  are  un- 
fair, notes  Wertz,  because  they  may  clas- 
sify their  managerial  jobs  differently.  If 
Wal-Mart  included  department  man- 
agers— hourly  employees  who  have  sev- 
eral layers  of  supervision  above  them — 
among  management  positions,  women 
would  make  up  60%  of  the  managerial 
ranks,  the  company  says. 

But  Wal-Mart  employees  involved  in 
the  suit,  even  those  who  have  been  pro- 
moted, such  as  former  personnel  man- 
ager Micki  Earwood,  say  that  number  is 
misleading.  In  her  job,  Earwood  says, 
she  had  access  to  promotion  and  pay 
records  for  her  store  in  Urbana,  Ohio. 
These  revealed,  she  alleges,  that  male 
workers  were  given  most  of  the  pro- 
motions and  raises  and  that  men  were 
sometimes  paid  higher  than  women  who 
ranked  above  them. 

For  plaintiffs'  lawyers,  the  next  hurdle 
is  convincing  the  U.S.  District  Court 
judge  that  a  company  so  centralized  that 
it  can  keep  tabs  on  every  last  lightbulb  in 
its  more  than  3,100  stores  can't  claim  ig- 
norance about  its  alleged  problems  with 
women.  The  court  may  be  reluctant  to 
grant  nationwide  class-action  status  be- 
cause the  suit  involves  a  potentially  un- 
precedented number  of  people.  But  if  it 
does,  this  could  turn  into  the  No.  1  legal 
problem  for  the  No.  1  retailer. 

By  Michelle  Conlin  in  New  York  and 
Wendy  Zellner  in  Dallas 


BusinessWeek  /  July  16,  2001  59 


Marketing 


RETAILERS 


WAREHOUSE  CLUBS:  WHEN 
THE  GOING  GETS  TOUGH . . . 

The  slowdown  hasn't  slowed  down  Sam's  Club  and  Costco 


On  a  sultry  June  afternoon  in  Piano, 
Tex.,  the  bargain  hunters  are  out  in 
force.  It's  the  grand  opening  of  a 
new  Sam's  Club,  and  shoppers  are 
swirling  around  a  20-carat,  $1.2  million 
diamond,  snacking  on  fresh  Alaska 
salmon,  and  scoping  out  good  deals.  Geri 
Ashley,  mother  of  two,  chooses  a  pair  of 
trendy,  rainbow-hued  "bubble"  tops  for 


The  weaker  economy  is  hurting  the 
clubs  far  less  than  others.  In  May,  same- 
store  sales  at  the  three  principal  players 
surged  an  average  of  4.9%  from  the 
year  before.  Compare  that  with  the  ane- 
mic 1.7%  gain  posted  by  a  broad  index 
of  retailers  tracked  by  Lehman  Brothers 
Inc.  "The  strong  numbers  show  con- 
sumers are  laser  beam-focused  on  find- 


THE  PRICE  IS  RIGHT 

Amid  the  slowing  economy,  Sam's, 
^  Costco,  and  BJ's  are  outpacing  the  pack 

WAREHOUSE  CLUBS   

INDUSTRY  AVERAGE* 


IkAViSP 


SAM'S  CLUB:  Low  prices  and  iymovations  keep  hiring  shoppers 


her  daughter.  And  why  not?  They  cost 
$15.75  each,  a  third  of  what  they'd  fetch 
elsewhere.  Says  Ashley:  "Little  things 
like  this  draw  you  in." 

That's  music  to  the  ears  of  warehouse 
clubs.  With  most  retailers  enduring  the 
worst  sales  drought  in  a  decade,  the 
likes  of  Sam's — where  consumers  and 
businesses  pay  annual  fees  ranging  from 
$30  to  $100  to  shop — are  still  packing 
them  in.  The  clubs'  well-honed  formula 
of  ultralow  prices  and  surprise  deals  on 
selected  upscale  merchandise  is  helping 
Sam's  (part  of  Wal-Mart  Stores),  Costco 
Wholesale,  and  bj's  Wholesale  Club  steal 
business  from  just  about  every  other 
retailing  segment.  And  the  addition  of 
fresh  food  and  gasoline  is  bringing  cus- 
tomers in  more  often. 


FEB.       MAR.       APR.       MAY 
A  PERCENT  CHANGE  IN  SAME-STORE  SALES 
"16  MAJOR  RETAILERS,  INCLUDING  DISCOUNT. 
SPECIALTY,  AND  DEPT.  STORES 
Data:  Lehman  Brothers  Inc. 


ing  the  best  value," 
says  analyst  Emme  P. 
Kozloff  of  Sanford  C. 
Bernstein  &  Co.  "And 
the  absolute  best  val- 
ue is  [at]  a  club." 

Now,  as  the  clubs 
seek  to  press  their  advantage  and  step 
up  ambitious  expansion  and  renovation 
plans,  the  stage  is  set  for  increasing 
battles  between  Costco  and  Sam's.  Sam's 
executives  believe  Costco  is  finding  it 
tougher  than  expected  to  lure  customers 
in  Sam's  strongholds  with  gimmicks 
such  as  free  memberships.  Costco  in- 
sists its  new  stores  are  meeting  per- 
formance targets. 

Nonetheless,  the  accelerated  growth 
is  causing  some  short-term  earnings 


pain  for  the  363-store  chain.  Costco 
plans  to  add  32  stores  worldwide  in  the 
fiscal  year  ending  Sept.  2,  and  another 
35  next  year.  But  new  clubs  typically 
are  unprofitable  in  the  first  year  or  two. 
Also,  20  of  the  27  U.  S.  stores  being 
added  this  year  are  in  new  markets,  so 
they're  more  expensive  to  start  up.  The 
Issaquah  (Wash.)  company  has  posted 
two  quarters  of  earnings  declines,  and 
analyst  Kozloff  expects  earnings  this 
year  to  fall  about  6%,  to  $596  million,  on 
9%  higher  revenues  of  $35  billion.  In- 
sists Costco  Chief  Financial  Officer 
Richard  A.  Galanti:  'We  know  long  term 
that  [the  expansion]  is  the  right  move." 
UPSCALE.  That  may  prove  true.  But 
Sam's  has  been  matching  or  beating 
Costco's  U.S.  same-store  sales  gains  al- 
most every  month  since  September.  Part- 
ly, that's  because  Costco  is  ahead  in 
■■■j  adding  "ancillary"  departments 
W^^  such  as  optical  shops  and  phar- 
|  macies,  so  it  faces  much  tougher 
growth  comparisons  with  a  year 
ago.  But  Sam's,  with  485  U.S. 
stores,  has  benefited  from  reno- 
vations and  from  adding  better 
merchandise,  such  as  Birkenstock 
sandals  and  Ralph  Lauren  sheets, 
aimed  at  higher-income  customers. 
It  also  helps  that  most  of  the  25 
new  Sam's  stores  this  year  are  in 
areas  where  it  already  has  units. 
Operating  profits  for  the  division 
jumped  10.8%  last  year,  to  $942 
million,  as  sales  rose  8%,  to  $27 
billion.  "There  isn't  a 
more  exciting  place  to 
shop  than  a  club,"  says 
ceo  Thomas  R.  Grimm. 
For  all  their  intense 
rivalry,  Sam's  and 
Costco  figure  they  both 
have  room  to  grow. 
Many  analysts  agree. 
Brian  S.  Postol  of  A.G. 
Edwards  &  Sons  Inc. 
says  the  number  of 
U.S.  clubs  could  climb 
another  75%,  to  about 
1,500,  before  investors 
need  to  worry  about 
saturation.  Still,  the  re- 
tailers need  to  keep  innovating  to  main- 
tain their  appeal,  says  food  industry 
consultant  James  M.  Degen.  No  won- 
der Costco  is  testing  glazed  doughnuts 
and  gourmet  popcorn  made  on  site, 
while  the  new  Sam's  in  Piano  offers  on- 
line shopping  kiosks.  As  long  as  they 
keep  luring  shoppers  with  low  prices 
and  fresh  ideas,  the  clubs  should  man- 
age this  downturn  better  than  most  of 
their  retail  rivals. 

By  Wendy  Zellner  in  Plamo,  Tax. 


nessWeek  /  July  16,  2001 


-^ 


I  hear  I  have  a  promising  future. 
Think  you  could  help  me  get  there? 


Sheraton  is  pleased  to  partner  with  America's 
Promise-The  Alliance  For  Youth.  Founded  by 
General  Colin  L.  Powell,  this  organization  is 
committed  to  helping  young  people  succeed. 
Caring  individuals,  corporations  and  communities 
are  encouraged  to  help  deliver  on  Five  Promises 
to  our  country's  youth. 

The  initial  promise  is  to  establish  ongoing  relation- 
ships with  young  people.  Other  goals  include 
providing  young  people  with  a  healthy  start  and 
sate  places  with  structured  activities  during  non- 
school  hours.  Plus  promise  them  marketable  skills 
through  effective  education,  and  the  opportunity 
to  give  back  through  community  service. 

Over  25,000  Sheraton  employees  will  donate 
their  time,  knowledge  and  ability  to  this  very 
worthwhile  cause.  Please  join  us  in  reaching 
out,  so  no  one  will  be  left  behind. 

Find  out  more  about  America's  Promise  and 
how  you  can  help  in  your  own  community  by 
visiting  sheraton.com,  americaspromise.org 
or  by  calling  888-55 -YOUTH. 


America's  Promise 

ti  n.  Alliai*  i;  i-<  )k  Youth" 


5  j"^  j!  Who's  taking  care  of  you? 

Sheraton 
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Information  Technology 


EXECUTIVE  SUITE 


WHEN  THE  CEO  IS 
TOO  GOOD  TO  BE  TRUE 


Pinpoint's  new  boss  looked 
like  a  catch  on  paper. 
But  why  didn't  someone 
make  a  few  calls? 

For  a  company  started  by  two 
teens  in  boarding  school,  Pinpoint 
Networks  Inc.  seemed  on  its  way 
to  becoming  the  great  American 
success  story:  In  the  two  years  since 
Judson  Bowman  and  Taylor  Brockman 
devised  a  new  approach  to  building  an 
Internet  search  engine,  the  two 
founders  had  landed  more  than  $5  mil- 
lion in  venture  funding  and  high-profile 
contracts  with  the  likes  of  Net  portal 
Terra  Lycos  and  cell-phone  giant  Veri- 
zon Wireless  Inc.  And  with  the  hiring  of 
Anthony  J.  Blake  Jr.  as  its  new  chief 
executive  in  February,  the  company 
thought  it  had  secured  the  final  piece  of 
the  puzzle — a  seasoned  exec  who  could 
open  doors  not  only  to  more  telecom 
giants  but  to  venture  capitalists  as  well. 
But  instead  of  riding  in  as  Pinpoint's 
savior,  Blake  quickly  became  every  em- 
ployer's worst  nightmare:  an  executive 
who  made  seemingly  exaggerated  claims 
about  his  career  successes,  his  industry 
contacts,  and  his  true  age.  After  several 
incidents  in  which  Pinpoint  officials  con- 
cluded they  had  caught  their  new  ceo  in 
a  web  of  inconsistencies,  Blake  and  the 
company  parted  ways — a  mere  13  weeks 
after  he  arrived.  Once  you  believe  "some- 
one has  misrepresented  himself,  you  can't 
work  with  him  anymore,"  says  Bowman, 
now  20.  Blake  could  not  be  reached  for 
comment  after  repeated  attempts  by 
phone,  pager,  mail,  and  visits  to  his  home. 
Although  Bowman  insists  that  Pin- 
point's prospects  remain  bright,  the 


Blake  affair  came  at  the  worst  possible 
time  for  the  young  company.  Pinpoint 
Networks,  based  in  Durham,  N.C.,  blew 
its  chance  to  bring  aboard  an  exec  with 
the  clout  to  attract  more  funding  be- 
fore the  capital  markets  slammed  shut. 
In  May,  the  company  was  forced  to  lay 
off  a  third  of  its  45  workers,  and  it  has 
only  enough  cash  to  operate  for  six  or 
seven  months.  In  the  meantime,  Bow- 
man has  taken  the  reins. 

Headhunters  think  Pinpoint's  experi- 
ence serves  as  a  cautionary  tale  for  star- 
tups everywhere.  With  gobs  of  young 
companies  struggling  to  stay  afloat,  many 
are  rushing  headlong  into  hiring  experi- 
enced execs  who  can  give  them  the  cred- 
ibility and  stability  they  need  in  turbulent 
economic  times.  All  too  often,  though, 
the  upstarts  are  bypassing  the  painstak- 
ing due  diligence  that  averts  hiring  dis- 
asters. That  can  be  dangerous:  Kroll  As- 
sociates says  that  of  the  70  background 
checks  it  did  on  job  candidates  for  dot- 
coms last  year,  39%  turned  up  serious 
problems — from  insurance  fraud  to  bank- 
ruptcy to  sec  violations.  "The  rush  by 
companies  to  attract  marquee  talent 
meant  that  a  lot  of  corners  were  cut"  in 
hiring  practices,  says  Wayne  Luke,  a 
managing  partner  at  recruiter  Heidrick  & 
Struggles  International  Inc. 
LOOKIN'  GOOD.  When  Pinpoint  started 
its  search  for  a  CEO,  the  company  looked 
promising.  Bowman  and  Brockman  found- 
ed the  company  two  years  ago,  when 
both  were  seniors  at  the  North  Carolina 
School  of  Mathematics  &  Science.  Their 
edge:  Pinpoint  uses  a  network  of  low- 
cost  PCs  running  the  free  Linux  soft- 
ware. The  networked  approach  means 
Pinpoint's  database  of  Web  sites  can  be 
revised  piecemeal  instead  of  all  at  once, 
which  is  what  most  search  engines  re- 


HIRING  LESSONS 

After  Pinpoint  concluded  that 
CEO  Ton//  Blake  had  exaggerated 

his  experience,  the  two  parted 
wqys.  Here's  what  Pinpoint 


LET  THE  HEADHUNTERS  FINISH 


Once  recruiter  Christian  &  Timbers  had 
identified  six  candidates,  Pinpoint's 
board  took  over  talks  with  Blake,  its  top 
pick.  The  recruiters  say  they  didn't  get  a 
chance  to  check  references. 


ASSUME  NOTHING 


Pinpoint  assumed  that  since  Blake 
was  in  Christian  &  Timbers'  database 
the  firm  knew  him  well.  It  didn't. 
What's  more,  surveys  show  that  as 
many  as  one-third  of  job  candidates 
embellish  their  resumes. 
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NT  RUSH 


point's  board  accelerated  its  search 
mprove  its  chances  of  raising  venture 
ley  and  hired  Blake  shortly  after  first 
sting  him.  Headhunters  say  it  doesn't 
to  rush  on  the  top  job. 


quire.  That  makes  it  easier  to  update 
and  expand  Pinpoint's  database.  Over 
time,  Pinpoint  focused  on  the  mobile 
Web,  selling  its  search  technology  to 
wireless  providers  such  as  Verizon.  "Pin- 
point customized  its  service  to  our 
needs,"  says  Peter  Grubb.  director  of  In- 
ternet development  for  Verizon  Wireless. 
"We're  very  happy  with  the  relationship." 

Still,  to  some  venture  investors,  Pin- 
point's management  seemed  too  green. 
"They  needed  more  grey  hair,"  says 
John  Richardson,  a  senior  managing  di- 
rector at  Mellon  Ventures,  which  passed 
on  funding  Pinpoint  in  January  because 
of  the  managers'  youth  and  doubts 
about  the  future  of  wireless.  Pinpoint's 
board  already  realized  age  was  an  issue, 
so  the  previous  July  it  hired  Christian  & 
Timbers,  a  Cleveland-based  recruiter 
that  has  handled  such  high-profile  ceo 
searches  as  Hewlett-Packard  Co.'s  hiring 
of  Carleton  S.  Fiorina.  By  November, 
Christian  &  Timbers  gave  Pinpoint  a 
half-dozen  candidates — with  Blake  as  its 
top  choice,  Bowman  recalls.  "On  paper, 
[Blake]  looked  very  successful,"  says 
Pinpoint  Chairman  Steve  Nelson,  a  for- 
mer IBM  vice-president  and  a  partner 
in  Wakefield  Group,  a  venture  firm  that 
invested  in  the  startup  in  March,  2000. 
SHORT  HONEYMOON.  Blake's  resume  and 
experience  made  him  look  like  the  per- 
fect match  for  Pinpoint.  An  engineer 
by  training,  he  claimed  to  have  played  a 
key  role  in  the  development  of  MCI 
Group's  Friends  &  Family  marketing 
program  and  AT&T's  Digital  One  Rate 
plan.  Pinpoint  also  was  betting  that  ven- 
ture capitalists  would  appreciate  Blake's 
record  of  selling  startups  for  a  profit: 
Blake,  who  was  then  chief  executive  of 
ObjectStream  Inc.,  a  Pleasanton  (Calif.) 
maker  of  telecom  software,  told  Pin- 
point it  was  an  opportune  time  for  him 
to  make  the  jump  since  he  was  closing  a 
sale  of  his  company  to  WorldCom  Inc. 

Pinpoint  offered  Blake  the  job  and,  at 
first,  company  officials  were  bowled  over 
by  his  high  energy  and  sharp  mind. 
"Conversations  that  could  have  taken 
two  hours  took  15  minutes,"  recalls  Nel- 
son. When  Blake  gently  quashed  plans  to 
issue  a  press  release  trumpeting  his  ar- 
rival, staffers  interpreted  it  as  a  sign 
that  their  new  ceo  didn't  crave  publicity. 

The  honeymoon  didn't  last  long.  A  few 
weeks  into  Blake's  tenure,  Bowman  says 
he  was  taken  aback  when,  in  a  phone 


HOT  SEAT  Blake 

said  he  was  about 
to  sell  his  company 
toWorldCom.lt 
didn't  happen 

chat  with  an  AT&T  executive  Blake  had 
claimed  to  know  well,  the  exec  paused, 
then  said:  "I  don't  know  any  Tony  Blake." 
Other  Pinpoint  managers  reported  similar 
responses  from  people  Blake  said  he 
knew,  Bowman  says.  Pinpoint  staffers 
did  another  double-take  when  they 
checked  a  copy  of  Blake's  passport:  It 
showed  he  was  born  in  1953 — making 
him  47  at  the  time,  not  41  as  he  had 
claimed.  Bowman  began  to  wonder  why 
he  had  never  seen  reports  of  Object- 
Stream's  sale.  In  early  May,  he  called  an 
industry  source,  who  dropped  a  bomb- 
shell: WorldCom  had  looked  at  Object- 
Stream,  but  no  acquisition  was  made. 
ObjectStream's  board  closed  the  compa- 
ny's doors  for  good  on  Jan.  26. 

Pinpoint's  six  directors,  including 
Bowman  and  Nelson,  quickly  huddled. 
The  revelations,  they  say,  had  shattered 
their  confidence  in  Blake's  ability  to  lead 
the  company.  The  board  agreed  on  May 
8  to  part  ways  with  Blake. 

Pinpoint  concedes  hiring  Blake  was  a 
mistake — but  it  also  blames  Christian  & 
Timbers  for  not  screening  its  candidates 
better.  "We  view  this  as  a  failed  search," 
fumes  Nelson,  who  says  Pinpoint  may 
ask  Christian  &  Timbers  to  "make  good" 
with  a  new  search.  The  recruiter  ac- 
knowledges that  Blake  was  among  the 
candidates  it  gave  to  Pinpoint.  But  Gary 
Roberts,  who  handled  the  search  for 
Christian  &  Timbers,  says  Pinpoint  was 
so  eager  to  move  that  it  told  the  search 
firm  its  own  board  would  "take  over  the 
pursuit  of  Tony  Blake."  Roberts  says  he 
told  Pinpoint's  board  late  last  year  that 
Blake  hadn't  yet  provided  him  with  ref- 
erences. Bowman  confirms  that  the  di- 
rectors took  over  talks  with  Blake  but 
says  it  wasn't  clear  that  Christian  &  Tim- 
bers hadn't  fully  vetted  the  candidate. 
"We  felt  they  were  selling  us  someone 
they  had  worked  with  in  the  past." 

Pinpoint  executives  remain  bullish 
about  the  company's  prospects.  In  com- 
ing months,  Pinpoint  expects  to  unveil 
its  new  technology,  which  it  says  will  let 
customers  create  new  wireless  Web  ap- 
plications, such  as  "buddy  finders"  that 
help  users  track  the  location  of  friends. 
"There's  going  to  be  plenty  of  good 
news  ahead,"  says  Nelson.  And,  Pin- 
point hopes,  no  more  hiring  surprises. 

By  Dean  Foust  in  Durham,  N.C., 
and  Spencer  E.  Ante  in  New  York,  with 
Brian  Grow  in  Atlanta 
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Developments  to  Watch 


BY  OTIS  PORT 


Chi  the  eve  of  Steven  Spielberg's  new  movie,  A.  I.,  artificial  in- 
Mligence  researchers  flocked  to  one  of  the  fields  newer  events, 
the  International  MultiConference  in  Las  Vegas. 
Senior  Writer  Port  was  on  hand  and  filed  this  report: 


VIRTUAL  MANAGERS 
ARE  READY  FOR 
REAL  FACTORIES 


ATMs  FOR 
THE  DAZED  AND 
CONFUSED 


AS  MICROPROCESSORS  BECOME 
ever  faster  and  memory-chip 
capacities  increase,  computer- 
based  systems  such  as  auto- 
mated teller  machines  acquire 
new  features  and  grow  more 
complex.  The  result  is  growing 
befuddlement  for  many  users. 
So  Japanese  researchers  at 
the  University  of  Electro- 
Communications  in  Tokyo  and 
Daikoku  Denki  Co.  in  Aichi 
are  developing  software  that 
spots  signs  of  confusion  when 
someone  is  using  ATMs  or  oth- 
er computerized  devices.  The 
programs  analyze  the  source 
of  bewilderment  and  help  the 
user  solve  the  problem  or 
back  out  of  the  predicament. 
To  do  so,  the  programs 
first  must  store  a  detailed 
model  of  how  the  system 
should  be  used  for  various 
tasks,  such  as  depositing, 
withdrawing,  or  transferring 
money.  Then,  to  catch  mix- 
ups,  the  software  tracks  the 
time  the  user  takes  to  read 
each  screen  of  instructions 
and  the  sequence  in  which 
buttons  are  tapped  and  com- 
pares these  to  the  model.  The 
software  can  even  monitor  a 
user's  eye  and  arm  move- 
ments to  infer  the  intended 
activity,  says  Shun'ichi  Tano, 
an  associate  professor  of  in- 
formation science.  Ultimate- 
ly, ATMs  and  other  electronic 
equipment  could  become  so 
insightful  that  they'll  seem  to 
read  a  user's  mind. 


MANUFACTURING  HAS  BEEN  A 

perennial  challenge  for  Ai  re- 
searchers. This  year,  more 
than  two  dozen  papers  fo- 
cused on  improving  factory 
operations — often  with  the 
help  of  programs  known  as 
intelligent  agents. 

Among  the  standouts  at 
the  meeting  were  agentlike 
critters  known  as  Holons,  pi- 
oneered over  the  past  decade 
by  the  international  Holonic 
Manufacturing  Systems  Con- 


sortium in  Europe.  Holons 
are  designed  to  work  togeth- 
er, and  each  is  often  linked 
to  a  particular  shop-floor  op- 
eration. Thus,  an  array  of 
Holons  can  be  brought  to- 
gether to  represent  all  the 
activities  in  the  factory. 

But  the  Holon  idea  goes 
beyond  simulation,  as  two 
teams  from  Canada's  Univer- 
sity of  Calgary  showed.  These 
agents  can  actually  "soft-wire" 
a  factory  by  controlling  de- 
vices such  as  assembly  robots 
or  transport  dollies.  Ulti- 
mately, a  factory  manager 
wishing  to  switch  from  one 
product  to  another  for  pro- 
duction runs  of  one  could  in- 
struct the  Holons,  who  would 
negotiate  among  themselves 
and  make  all  the  necessary 
changes  on  the  floor. 


PROSTHETICS  THAT  PICK  UP  YOUR  SIGNALS 

ANDROIDS  AS  INTELLIGENT  AS  GIGOLO  JOE  AND  GIGOLO 

Jane,  the  pleasure  robots  in  A.  I.,  are  still  science  fic- 
tion. But  prosthetic  devices  may  soon  rival  the  robotic 
limbs  in  the  film.  The  next  generation  of  artificial 
hands  and  arms  will  be  much  closer  to  the  real 
thing,  say  researchers  at  the  Uni- 
versity of  Medicine  &  Dentistry 
of  New  Jersey. 

The  team  has  developed  an  ul- 
trasensitive neural  network  that 
can  pick  up  multiple  nerve  sig- 
nals sent  to  muscles  near  the 
stump  of  an  amputated  arm. 
These  so-called  myoelectric  sig- 
nals are  already  used  in  some 
prostheses,  but  only  for  one 
function  at  a  time.  To  pick  up  a 
glass,  an  amputee  must  concen- 
trate first  on  reaching  out, 
then  rotating  the  wrist,  then 
opening  the  hand,  and  finally 
grasping  the  glass.  The  proc- 
ess is  mentally  and  physically 
taxing,  says  researcher  S.  Sri- 
nivasan.  In  contrast,  he  says,  an 
amputee  can  train  the  New  Jersey 
system  to  execute  complex,  multi- 
functional movements  with  rela- 
tively little  stress.  In  tests,  four 
amputees  were  able  to  program 
their  artificial  arms  with  sets  of 
muscle  signals  for  executing 
complex  feats  such  as  opening 
the  door  of  a  microwave  oven. 


YOUR  BROKER 
WONT  WANT  YOU 
TO  READ  THIS 

TECHNIQUES  FOR  OUTFOXING 

the  stock  market  have  been 
a  staple  of  artificial  intelli- 
gence research  since  the  '80s. 
"Expert  systems,"  for  exam- 
ple, use  if-then  rules  for 
spotting  buying  and  selling 
opportunities.  And  neural 
networks  that  mimic  the 
brain's  circuitry  can  learn  to 
detect  patterns  that  usually 
precede  stock-price  turning 
points.  In  Vegas,  it  was  clear 
that  such  approaches  can  of- 
fer far  better  odds  than 
craps  or  blackjack. 

A  group  of  researchers 
from  Malaysia's  University  of 
Kebangsaan,  for  instance,  de- 
scribed a  new  trick  for  train- 
ing a  neural  net  using  a  spe- 
cial formula  to  adjust  raw 
stock-price  data  based  on  his- 
torical patterns.  This  extra 
step,  dubbed  modified  returns 
function,  can  substantially 
boost  a  neural  net's  accuracy 
in  predicting  whether  a 
stock's  price  will  rise  or  fall 
the  following  day.  Running 
tests  on  canned  market  data, 
the  Malaysian  team  claimed 
it  had  a  91%  hit  rate. 
Similarly,  Thomas 
Hellstrom,  a  com- 
puter scientist  at 
Umea  Universi- 
ty in  Sweden, 
reported  on  an- 
other supplemen- 
tal neural-net  train- 
ing step  that 
augments  next-day 
forecasts  by 
ranking  buy/sell 
opportunities. 
In  a  simulation 
in  which  an 
investor  act- 
ed on  the 
software's  top 
pick  for  each  day,  the 
virtual  investor  near- 
ly doubled  the  money 
it  invested  every  year 
throughout  the  five- 
ktfear  period  from  1993 
to  1997. 
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Science  &  Technology 


BRIGHT  IDEA: 
WISSNER-GROSS, 
NOW  18,  HAD  HIS 
BRAINSTORM 
THREE  YEARS  AGO 


NANOTECHNOLOGY 


WHAT  HE  DID  ON 

HIS  SUMMER  VACATION 

A  teenage  wizard  is  shaking  up  micro-manufacturing 


Give  physicists  a  sandbox,  and  they 
can  build  a  career  in  it.  Indeed, 
many  physicists  see  a  sandbox  as  a 
sort  of  universe  in  miniature.  Probing 
the  forces  in  moving  sand,  called  gran- 
ular flows,  has  recently  revealed  new 
insights  into  landslides,  earthquakes, 
and  the  evolution  of  the  cosmos — and 
is  even  helping  to  predict  Wall  Street's 
gyrations. 

But  when  Alexander  D.  Wissner- 
Gross  boned  up  on  sandbox  physics  in 
1998,  at  the  tender  age  of  16,  his  imag- 
ination took  off  in  the  opposite  direc- 
tion. Instead  of  contemplating  giant 
events,  he  thought  about  the  world  of 


the  unimaginably  small— and  of  the 
emerging  field  called  nanotechnology. 
The  goal  here  is  to  build  everything 
from  microchips  and  drugs  to  household 
appliances,  molecule  by  molecule,  or 
even  atom  by  atom.  But  there's  a  hurdle 
nobody  has  managed  to  surmount:  the 
lack  of  processes  that  can  use  individual 
atoms  and  molecules  as  building  blocks 
and  quickly  assemble  them  into  prod- 
ucts. Coaxing  nanobits  to  self-assemble 
chemically  is  one  promising  approach. 
Wissner-Gross  thought  sand  could  offer 
another  solution. 

Shake  a  box  of  sand  rapidly  and  tiny 
waves  ripple  across  the  surface.  To 


Wissner-Gross,  the  waves  had  an 
pearance  similar  to  moving  fingers — ant 
that  gave  him  an  idea.  He  proposed 
placing  the  sand  with  carbon  buckyballsi 
soccer-ball-shaped  molecules  just  one| 
nanometer  (a  billionth  of  a  meter)  ir 
diameter.  In  his  vision,  infinitesimal] 
nanowaves  would  carry  molecules  or 
atoms  by  the  billions  and  deposit  ther 
at    selected   locations.    In   particular,! 
nanoftnger  factories  might  quickly  patch 
together  carbon  nanotubes — an  elongat-) 
ed  cousin  of  buckyballs — into  micro- 
scopic computer  circuits.  Such  nanochipsl 
could  lead  to  pinhead-size  computers| 
packing  as  much  punch  as  all  of  today's 
supercomputers  combined. 
INQUISITIVE    CAMPER.    Nanotech    re- 
searchers soon  snapped  to  attention.1 
"Alex'  idea  is  a  classic  example  of  bring- 
ing fresh  thinking  to  a  phenomenon,"! 
says  David  J.K.  Goldhaber-Gordon, 
physicist  at  Harvard  University.  Paull 
S.  Weiss,  a  chemist  who  heads  Penn^ 
sylvania  State  University's  Center  for 
Molecular  Nanofabrication  &  DevicesJ 
terms  the  concept  "incredibly  bright 
and  creative." 

Wissner-Gross  hatched  his  nanofinn 
gers  scheme  at  Mitre  Corp.'s  elite  sum-j 
mer  camp  for  budding  scientists.  Each 
year,  the  Pentagon-funded  think  tan! 
hires  a  dozen  or  more  top-performing 
students  to  probe  the  frontiers  of  nano^ 
technology,  electronics,  and  other  high- 
tech  areas. 

Wissner-Gross  clearly  fit  the  bill.  Ir 
the  summer  of  1998,  he  had  just  fin- 
ished his  junior  year  at  Great  Ned 
South  High  School  on  Long  Island^ 
where  he  was  a  legendary  whiz  kid.  Ir 
1997,  he  ranked  No.  4  in  the  USA  Com-I 
puter  Olympiad  for  student  program-] 
mers.  The  next  year,  he  came  in  first] 
and  also  won  the  USA  Math  Talent 
Search  competition,  which  he  won  agair 
in  1999.  A  skilled  fencer  and  singer,  he 
performed  with  the  New  York  Citj 
Opera  for  its  1992  and  '93  seasons.  Nov 
at  Massachusetts  Institute  of  Technolc 
gy,  he's  working  on  a  triple  major  ir 
electrical  engineering,  physics,  and  math] 
plus  a  minor  in  biology — and  making 
straight  A's. 

The  nano  sandbox  idea  came  after! 
Wissner-Gross  joined  Mitre's  NanosysJ 
terns  Group  and  discovered  the  woefulj 
state  of  atomic  assembly.  Today's  best 
approach  is  a  painstaking  procedure  in-l 
volving  so-called  scanning-probe  micro-] 
scopes  (spms).  These  complex  devices 
wield  ultrafine  needles  so  sharp  that 
they  can  trace  the  contours  of  atoms] 
then  project  an  eerie,  computer-gener- 
ated landscape.  Bu1  the  capabilities  ni| 
spms  aren't  confined  bo  viewing  atoms 
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using  them  to  build  things  is  also  possi- 
ble. In  1990,  IBM  researchers  demon- 
strated the  potential,  lining  up  35  xenon 
atoms  to  spell  out  the  company  name. 
That  took  22  hours.  Since  then,  nan- 
otechnologists  have  designed  many  mi- 
nuscule motors,  gears,  and  other  com- 
ponents. But  the  time  and  money 
required  for  even  the  simplest  task  still 
falls  far  short  of  commercial  viability. 

When  he  arrived  at  Mitre,  Wissner- 
Gross  was  already  familiar  with  some  of 
the  math  behind  sandbox  physics.  Dig- 
ging deeper,  he  discovered  almost  no 
attention  had  been  paid  to  how  much 
force  existed  in  the  sand  fingers — or 
whether  it  could  be  tapped.  "So  I  spent 
the  summer  figuring  out  if  they  could  be 
used  for  manipulation,"  he  recalls. 
PATENTED.  Wissner-Gross  developed 
computer  simulations  showing  that  the 
undulating  micro  dunes  are  shaped  by 
energy  waves  that  sweep  back  and  forth 
coherently — and  that  "this  force  could 
be  harnessed  to  do  useful  work."  The 
research  earned  him  the  10th  spot  in 
the  1999  Intel  Science  Talent  Search, 
in  addition  to  five  awards  at  the  1999 
International  Science  &  Engineering 
Fair,  which  was  also  sponsored  by  Intel 
Corp.  Mitre  has  been  so  impressed  with 
Wissner-Gross's  work  that  it  filed  for — 
and  was  awarded — a  patent  in  his  name. 

For  confirmation  of  the  student's  sim- 
ulations, Mitre  Nanosystems  chief 
James  C.  Ellenbogen  tapped  Harvard's 
Goldhaber-Gordon,  a  Mitre  associate 
since  he  went  to  summer  camp  in  1989. 
The  setup  he  built  last  year  is  designed 
to  study  progressively  smaller  grains 
made  of  plastic,  gold,  or  glass.  Shrinking 
the  grain  size  in  steps  is  essential  be- 
cause things  get  increasingly  sticky  as 
you  head  down  the  size  scale.  Tinier 
particles  tend  to  clump  together  more 
tenaciously — which  may  necessitate  lu- 
bricating the  balls  with  a  Teflonlike 
coating.  Either  way,  after  nearly  two 
years  of  testing,  Goldhaber-Gordon  says 
he's  optimistic  that  a  nanofingers  sys- 
tem should  be  ready  to  fabricate  chips 
within  four  years. 

First,  though,  Wissner-Gross  must 
perfect  a  control  system  that  can 
arrange  nanotubes  in  precise  patterns  to 
form  transistors  and  connecting  wires. 
He  hopes  this  can  be  done  by  varying 
the  frequency,  direction,  and  strength 
of  the  shaking  action.  "I'm  running  sev- 
eral simulations  at  the  moment,"  he  re- 
ports, "using  complex  motions  to  see 
what  kinds  of  things  the  fingers  can 
make."  If  it  all  comes  together,  nanofin- 
gers should  write  Wissner-Gross's  name 
large  in  history  books. 

By  Otis  Port  in  New  York 


People 


IS  KOGAN 
IN  A  CORNER? 

The  FDA  may  be  too  big  a  foe  for  Schering-Plough's  CEO 


Growing  up  in  New  York  in  the 
mid-1950s  as  the  son  of  a  bar-and- 
grill  owner  in  Hell's  Kitchen, 
Richard  Jay  Kogan  knew  when 
to  back  off  from  an  uneven  fight.  Once, 
when  he  had  a  job  selling  peanuts  in 
Yankee  Stadium,  a  group  of  vendors 
pressed  him  to  join  their  union.  "He  told 
them  he  didn't  have  to  join  any  damn 
union,  so  they  beat  the  hell  out  of  him," 
says  Gerald  J.  Mossinghoff,  a  longtime 
colleague.  "Then  he  did  join." 

Kogan,  60,  now  chairman  and  chief 
executive  of  pharmaceutical  company 
Schering-Plough  Corp.,  seems  to  have 
lost  some  of  his  self-preservation  skills. 
Over  the  past  decade,  he  turned  a 
niche-player  company  into  one  of  the 
drug  industry's  top  performers — near- 
ly quintupling  its  market  value  between 
1996  and  2000.  But  now  the  tightfisted 
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Btic 
and  feisty  Kogan  is  contending  with 
manufacturing  and  regulatory  problems 
big  enough  that  he  may  be  forced  to 
sell  Schering  as  distressed  merchandise 
This  predicament  would  be  difficult  for  ' 
any  executive,  but  it  must  be  particu-  -n 
larly  galling  for  Kogan.  The  traits  that 
helped  him  fight  his  way  to  the  top- 
talent  for  making  his  numbers  and  an 
unusual  amount  of  backroom  savvy- 
may  be  responsible  for  his  comedown. 
BLOCKBUSTER.  Kogan  has  been  at  war    I 
with  the  one  government  agency  no 
drug  executive  can  afford  to  antagonize, 
the  Food  &  Drug  Administration.  As 
he  tried  to  wring  a  few  more  years  ol 
patent  protection  for  the  $H  billion-a- 
year  blockbuster  antihistamine  Claritin, 
which  accounts  for  a  third  of  Schering's 
sales  and  about  40%  of  its  profit  s,  lie 
has  been  anything  but  diplomatic.  Kogan 
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RICHARD  JAY  KOGAN 

ORN  June  6,  1941,  Bronx,  N.Y. 
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utgers  University,  N.J.,  and  joined  the 
•my  Reserves;  MBA,  Stern  School  of 
usiness  at  New  York  University,  1968. 

dsition  Chairman  and  CEO, 
;henng-Plough  Corp. 

MILY  jobs  Sold  peanuts  at  Yankee 
ladium;  tended  father's  bar. 

URRENT  PAYCHECK  Earned  $86.8 
illion  from  1998  through  2000. 

MY  HE  MIGHT  HAVE  TO  SELL 

:hering  He  has  failed  to  win  patent 
tensions  for  Claritin,  and  the  FDA 
Dn't  approve  a  follow-on  drug  until  he 
ies  serious  manufacturing  problems. 

ow  HE  RELAXES  Golfs  in  Ireland 
id  at  exclusive  New  Jersey  country 
ubs.  Handicap:  about  30. 

UMILY  Wife,  Susan,  is  a  chemist. 

DataThe  Golden  Helix,  University 
Science  Books;  BusinessWeek 

has  come  under  attack  in  Washington 
for  lavishly  funded  and  ultimately  un- 
successful congressional  lobbying  efforts 
to  weaken  the  FDA's  authority  over 
patent  issues.  And  he  has  publicly  be- 
rated the  agency  for  "extraordinarily 
lengthy"  reviews  of  drug  applications. 

Meanwhile,  just  as  Kogan  has  pres- 
sured his  managers  to  cut  costs  aggres- 
sively, the  FDA  has  repeatedly  found  fault 
with  Schering's  manufacturing  practices. 
The  FDA,  fed  up  with  the  company's  in- 
effective efforts  to  improve  quality  con- 
trol and  testing  of  drug  ingredients,  took 
drastic  action  in  February.  The  agency 
told  Schering  it  won't  approve  Clarinex,  a 
follow-on  drug  to  Claritin,  until  Kogan 
cleans  up  plants  in  New  Jersey  and 
Puerto  Rico.  And  as  if  that  weren't 
enough,  the  FDA  wants  Schering  to  sell 
Claritin  over  the  counter,  which  would  se- 
riously hurt  profits. 

Belatedly,  Kogan  is  trying  to  fix  the 
company's  manufacturing  mess  and  pla- 
cate regulators.  "Right  now,  this  is  my 
No.  1  priority  and  the  FDA  is  my  No.  1 
customer,"  Kogan  told  analysts  on  June 
-28.  That  was  just  six  days  after  the  com- 
:  pany  disclosed  that  it  had  failed  new 
agency  inspections.  In  a  hurried  effort 
1  begun  this  spring,  Kogan  is  spending 
:  more  than  $60  million  on  manufacturing 
improvements  and  hiring  500  quality- 
control  and  production  employees. 

But  that  will  take  time,  and  the  com- 
l  pan^s  troubles  have  already  taken  a  toll. 


Since  February,  the  share  price  has  fall- 
en from  $50  to"about  $36.  Schering's  first- 
quarter  gains  of  $564  million  were  10% 
below  last  year's,  while  sales  shrank  3%, 
to  $2.3  billion,  as  product  shortages  and 
higher  research  spending  cut  into  results. 
That's  quite  a  reversal  for  the  ceo:  From 
1996,  when  Kogan  took  over,  until  the 
end  of  2000,  annual  net  income  doubled, 
to  $2.4  billion,  while  sales  rose  73%,  to 
$9.8  billion.  At  best,  net  income  might 
grow  1.6%  to  $2.5  billion  this  year,  while 
Schering  ekes  out  a  3%  rise  in  sales,  to 
$10.2  billion,  estimates  cibc  World  Mar- 
kets analyst  Mara  Goldstein.  "There's 
deep  concern  over  the  lack  of  care  given 
to  its  underlying  franchises,"  she  says. 
FOR  SALE?  Indeed,  much  as  Kogan  says 
he'll  tough  it  out,  the  company's  prob- 
lems may  be  more  than  he  or  other  man- 
agers can  handle.  His  heir  apparent,  Raul 
E.  Cesan,  resigned  as  president  on  June 
27.  Cesan,  who  was  di- 
rectly accountable  for 
plant  operations,  may 
have  taken  the  blame 
for  the  problems.  Or  he 
may  have  left  because 
it  looked  likely  that  he 
wouldn't  have  a  role  in 
the  company  if  it  were 
sold.  Merck  &  Co.  could 
be  interested  since  it  is 
already  working  with 
Schering  to  develop  a 
few  new  drugs.  Kogan 
declined  to  be  inter- 
viewed, though  the  company  answered 
some  questions  in  writing.  He  still  in- 
sists Schering  can  remain  independent. 

As  Kogan  rose  from  executive  vice- 
president  to  president  to  ceo  over  14 
years,  he  was  the  consummate  drug  ex- 
ecutive: someone  who  understood  the  po- 
litical and  marketing  challenges  of  the 
industry,  as  well  as  its  scientific  com- 
plexities. His  decisions  since  1993  to 
mount  an  all-out  ad  campaign 
for  Claritin  turned  a  modestly 
effective  allergy  reliever  into 
one  of  the  world's  best-known 
and  most  lucrative  medi- 
cines. And  while  he  has 
contained  manufacturing 
costs,  he  more  than  dou-  e 
bled  R&D  spending  over 
the  years,  to  $1.4  billion, 
which  led  to  groundbreak- 
ing drugs  for  hepatitis  C 
and  cancer.  It  is  those 
drugs  that  would  attract 
bids  for  Schering.  Plus,  as 
a  leader  of  the  trade  group 
Pharmaceutical  Research 
&  Manufacturers  of  Amer- 
ica (phRMA),  Kogan  helped 
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defeat  Clinton  Administration  efforts  to 
impose  drug  price  controls.  For  that, 
Mossinghoff,  a  former  PhRMA  president, 
says  Kogan  is  "one  of  my  heroes." 

Over  the  years,  Kogan  has  fared  ex- 
tremely well,  too.  He  is  one  of  the  in- 
dustry's best-paid  chiefs,  earning  $21  mil- 
lion in  cash  and  stock  options  in  2000. 
His  salary,  bonus,  and  stock  options  have 
netted  him  $86.8  million  over  the  past 
three  years.  Only  two  drug  execs  pock- 
eted more.  They  are  the  recently  retired 
heads  of  Bristol-Myers  Squibb  Co.  and 
Pfizer  Inc. — bigger  companies  whose  re- 
turns to  shareholders  substantially  topped 
Schering's.  Even  as  troubles  have  mount- 
ed, Kogan  has  been  penalized  only  mod- 
estly: The  board  cut  his  2000  bonus  by 
$300,000,  to  $1.87  million. 

To  his  credit,  and  now  detriment,  Ko- 
gan has  never  managed  by  half-mea- 
sures. In  1998,  he  cited  "vigilant  and  rig- 
orous control"  over 
costs  as  a  main  goal. 
But  his  penny-pinching 
approach  to  manufac- 
turing has  cost  Scher- 
ing dearly.  It  faced  a 
near-disaster  in  late 
1999  and  2000  when  it 
was  forced  to  recall  59 
million  asthma  inhalers 
after  finding  that  some 
of  the  potentially  life- 
saving  devices  didn't 
contain  the  active  in- 
gredient. Afterward, 
Schering  conducted  an  audit  of  its  Ke- 
nilworth  (N.J.)  plant.  The  scathing  report 
by  aac  Consulting  Group  of  Rockville, 
Md.,  leaked  to  the  consumer-advocacy 
group  Public  Citizen,  found  that  man- 
agers felt  "a  continual  push  for  increased 
production  and  decreased  downtime 
sometimes  at  the  expense  of  high-quality 
work."  AAC  also  said  that  Schering  su- 
pervisors "adopted  a  wait-and-see  atti- 
tude, to  determine  if  upper 
management  will  Svalk  the  talk' 
with  respect  to  long-term  com- 
mitment to  product  quality." 
The  FDA's  lack  of  confi- 
dence will  dog  Kogan  for  a 
while.  That  means  Scher- 
ing has  less  time  to  switch 
patients  to  Clarinex  be- 
fore Claritin's  patent  ex- 
pires at  the  end  of  2002. 
Even  if  Kogan  can  deliver 
other  new  drugs,  they 
may  be  too  little,  too  late. 
The  stubborn  onetime 
peanut  vendor  may  have 
to  cry  uncle  again. 

By  Joseph  Weber 
—v  in  Chicago 
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Sports  Business 


GOLF 


BLUES 

ON  THE  GREEN 

A  glut  of  Sunbelt  links  is  bringing  on  fire  sales-and  bulldozers 


Inverrary  Country  Club,  just  outside 
Fort  Lauderdale,  has  a  storied  histo- 
ry. It  has  hosted  Presidents  from 
Richard  Nixon  to  Bill  Clinton,  as  well  as 
more  than  a  dozen  pga  and  LPGA  tour- 
naments. At  the  Jackie  Gleason  Inver- 
rary Classic  in  1978,  Jack  Nicklaus  fin- 
ished with  five  birdies  to  steal  a 
come-from-behind  victory.  Times,  how- 
ever, have  changed.  With  dozens  of  new 
courses  carved  out  of  South  Florida  dur- 
ing the  past  decade,  Inverrary's  owner, 
ClubCorp  Inc.  in  Dallas,  dumped  the 
54-hole  resort  for  just  $8.1  million — to 
new  management  that  runs  cheesy  TV 
spots  hawking  $29.95  weekly  passes  to 
Inverrary  and  eight  other  local  courses. 

Inverrary  isn't  alone,  as  Sunbelt  op- 
erators from  Hilton  Head  to  Houston 
struggle  in  the  wake  of  the  1990s'  un- 
precedented development  boom.  Betting 
that  aging  baby  boomers  would  turn  to 
golf  en  masse,  developers  built  over 
3,000  mostly  upscale  courses  (chart). 

Yet  for  all  the  Tiger  Woods-fueled 
popularity  of  golf,  the  number  of  rounds 
played  on  U.  S.  courses  was  flat  in  1999 


and  2000 — and  has  plunged  a  surprising 
6.9%  so  far  this  year  as  novices  con- 
front the  enduring  realities  of  the  game. 
"It's  time-consuming,  intimidating  for 
newcomers,  and  access  to  the  game  is 
expensive  at  $80  to  $100  a  round,"  con- 
cedes William  D.  Golden,  marketing  di- 
rector of  Myrtle  Beach  Golf  Holiday,  a 
collective  promoting  more  than  100 
courses  in  that  coastal  community. 
"FREE  FALL."  A  growing  number  of 
course  owners  and  operators,  faced  with 
plunging  greens  fees  and  flat  demand, 
are  in  financial  trouble:  In  Myrtle  Beach, 
Links  Group  Inc.,  which  manages  10  of 
the  117  courses  packed  into 
a  60-mile  stretch,  filed  for 
Chapter  11  bankruptcy  pro- 
tection last  January.  And  in 
May,  Golf  Trust  of  America 
Inc.,  a  real  estate  invest- 
ment trust  (KKIT)  whose 
holdings  include  Sandpiper 
Golf  Course  in  Santa  Bar- 
bara, Calif.,  voted  to  liqui- 
date its  entire  47-course 
portfolio  after  outfits  it  had 
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MYRTLE  BEACH  MAKEOVER: 

A  Home  Depot  in  its  place 

hired    to   manage    16   of  those 
courses  defaulted  on  their  lease 
payments.  "The  industry  is  ir 
free  fall,"  says  George  Marde 
rosian,  president  of  Providence-I 
based  Clubhouse  Capital,  a  golj 
course  finance  and  development 
consultancy.  He  predicts  "auctior 
and  bankruptcies"  ahead.  Alreadj 
some  courses  are  simply  being 
razed  and  converted  to  new  i 
Last  December,  the  Gator  Hole 
Golf  Course  in  Myrtle  Beach 
fered  the  ignoble  fate  of  being 
bulldozed  to  make  room  for 
new  Home  Depot. 

How  did  the  golf  glut  happenl 
Industry  insiders  partly  blame 
homebuilders,  particularly  in  Sun-J 
belt  cities  like  Atlanta  and  Or-I 
lando,  who  install  new  courses  ad 
loss  leaders  to  raise  house  valued 
in  their  upscale  subdivisions) 
"Florida  is  out  of  control,"  says  Richarq 
Creed,  a  consultant  with  PricewaterJ 
houseCoopers'  golf  group.  Consultants 
say  developers  can  fetch  an  extra 
$20,000  or  more  for  homes  built  on  the; 
edge  of  or  near  golf  courses.  For 
1,500-home  development,  that's  $30  mill 
lion  in  extra  profit — more  than  enouglj 
to  offset  the  $8  million  to  $10  million  ir 
construction  costs  for  a  new  course. 

Also  contributing  are  a  new  breed  oj 
publicly  traded  REITs  like  Golf  Trusj 
that  have  driven  prices  through  the[ 
roof.  Two  Golf  Trust  courses  outside 
Williamsburg,  Va.,  Royal  New  Kent  anc 
Legends  of  Stonehouse,  sold  for  $10J 
million  in  May— half  the  $21.5  millior 
Golf  Trust  paid  for  them  in  1997.  Suclj 
fire  sales  are  expected  to  drive  values] 
down  everywhere. 

The  golf  glut  is  also  behind  some  crel 
ative  marketing.  American  Golf  Corp.f 
which  operates  300  courses  in  30  states! 
now  promotes  weddings  and  bachelof 
parties  on  the  links.  And  the  glut  is 
bargain-hunter's  dream  for  golfers  likd 
Larry  Brooks,  50,  of  Mocksville,  N.C. 
who  makes  annual  pilgrimages  to  Myrtld 
Beach.  "It  was  hard  to  fint] 
something  under  $40  four 
five  years  ago,  but  now  yoi] 
can  get  $25-to-$30  rounds 
on  good  golf  courses,"  h^ 
says.  Time  will  tell  whethei 
the  buyers  of*  Inverrary  ancj 
other  struggling  courses  an 
getting  a  bargain  as  well. 

By  Brian  Grow  in  Myr\ 
tie  Beach,  S.C.,  icilh  Ami 
Therese  Palmer  in  Chicam 
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MOTOROLA 

Can  CHRIS  GALVIN  save  his  family's  legacy? 


By  Roger  0.  Crockett 


During  the  fall  of  1999,  Geoffrey  Frost  went  to 
his  boss,  Motorola  Inc.  ceo  Christopher  B. 
Galvin,  and  recommended  that  he  fire  the  ad- 
vertising agency  that  was  creating  ads  for  its 
wireless  phones.  Frost,  a  marketing  executive 
freshly  recruited  from  Nike  Inc.,  wanted  one 
agency  that  could  produce  a  killer  campaign 
for  the  whole  company,  and  he  felt  that  Mc- 
Cann-Erickson  Worldwide  didn't  have  the  cre- 
ative juice.  Galvin  wasn't  so  sure.  McCann  was 
run  by  Galvin's  close  friend  John  Dooner,  and  Galvin  wanted 
Frost  to  give  McCann  a  chance  to  compete  for  the  business. 
The  agency  put  together  a  new  campaign — and  again  failed  to 
impress  Motorola.  Finally,  last  fall,  Galvin  agreed  to  dump  Mc- 
Cann as  the  creative  force  behind  Motorola's  ads.  Frost, 
though,  had  to  deliver  the  bad  news.  "Chris  has  a  huge 
sense  of  responsibility  and  commitment,"  says  Frost  of 
Galvin's  hesitancy.  "But  McCann  just  didn't  cut  it." 

Frost  couldn't  help  but  compare  Galvin's  actions  with  that 
of  his  former  ceo,  Nike's  Philip  H.  Knight.  At  Nike,  Frost 
had  stalled  for  days  before  telling  his  boss  that  ad  titan 
Weiden  &  Kennedy — run  by  a  college  buddy  of  Knight's — 
wasn't  doing  a  good  job.  They  needed  to  scale  back  the  ad 
agency's  contract.  Finally,  Frost  gingerly  broke  the  news. 
Knight's  reaction?  "What  the  f —  took  you  so  long!" 

Since  taking  over  at  Motorola  in  January,  1997,  Chris 
Galvin  has  struggled  mightily  in  the  chief  executive's  seat. 
The  biggest  problems,  analysts  say,  have  been  his  Hamlet-like 
indecisiveness  and  his  hands-off  management  style  in  a  tech 
industry  that  increasingly  demands  speed  and  conviction. 
Galvin  took  years  to  put  a  crack  executive  in  charge  of  his 
largest  business,  wireless  phones.  He  sat  by  while  execs  let 
costs  spin  out  of  control  and  failed  to  deliver  on  promises  to 
customers.  He  has  allowed  competitors  to  beat  Motorola  to 
market  with  everything  from  cell  phones  to  the  latest  mi- 
croprocessors. And  when  opportunities  arose  to  sell  or  close 
poorly  performing  businesses,  Galvin  has  moved  methodical- 
ly, losing  money  and  dampening  employee  morale  at  the 
-same  time.  "From  1997  until  now,  he  has  made  every  wrong 
bet,"  says  James  E.  Schrager, 
clinical  professor  of  entrepre- 
neurship  and  strategy  at  the  Uni- 
versity of  Chicago  Graduate 
School  of  Business.  "His  radar 
screen  is  so  bad." 

By  all  accounts,  Galvin  is  smart, 


DYNASTY 

Galvin  follows  his 
I  father,  Robert  (left), 
and  his  grandfather, 
I  Paul,  at  the  company 
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gentlemanly  and — well,  a  really  nice  guy.  But  his  genteel 
ways  have  taken  a  heavy  toll  on  the  company  that  his  grand- 
father founded  73  years  ago.  Under  Galvin,  51,  Motorola  has 
lost  its  lead  in  wireless  phones,  slipping  to  a  13%  share  of  the 
market  vs.  Nokia  Corp.'s  35%.  Although  his  semiconductor  unit 
is  a  leading  seller  of  chips  to  the  auto  industry,  that's  a  slow- 
growth  business.  Galvin  has  not  managed  to  steal  the  spotlight 
from  Intel  Corp.  and  Texas  Instruments  in  chips  for  PCs  and 
wireless  equipment.  And  he  lost  credibility,  to  say  nothing  of 
millions  of  dollars,  by  holding  on  too  long  to  the  company's  ill- 
fated  satellite  venture,  Iridium  LLC. 

NO  CONFIDENCE?  Motorola's  spotty  performance  since  1997 
has  worsened  in  the  past  12  months.  Since  last  May,  the  $37.6 
billion  electronics  conglomerate  has  lost  72%  of  its  market 
value  as  the  stock  dropped  from  $60  to  $16.75.  On  Apr.  10,  the 
company  reported  a  quarterly  loss  of  $206  million  on  sales  of 
$7.8  billion — its  first  loss  from  operations  in  16  years.  Come  July 
11,  it  is  expected  to  report  an  even  deeper  loss  of  $269  million, 
according  to  First  Call's  consensus  estimate  of  analysts.  "Con- 
fidence in  Galvin?  I  have  none  at  all,"  says  Jane  A.  Snorek, 
vice-president  at  Firstar  Investment  Research  &  Management 
Co.,  a  Milwau- 
kee investment 
house  that 
owns  shares  in 
the  company. 

Certainly,  Galvin  is  not  to  blame  for  all  of  Motorola's  woes. 
Iridium  was  dreamed  up  in  the  1980s  and  championed  by  his 
father,  Robert  Galvin.  Motorola  fell  behind  in  the  transition 
from  analog  mobile  phones  to  digital  phones  under  Galvin's  pre- 
decessor, Gary  Tooker.  And  now,  Motorola's  problems  are  ex- 
acerbated by  a  technology  downturn  that's  slamming  small 
fry  and  highflier  alike — from  Intel  to  Palm,  from  Nortel  to 
Nokia.  That's  one  reason  Galvin's  job  is  secure,  says  the  com- 
pany's board.  "If  Motorola  were  out  there  alone  having  trouble, 
that  would  be  another  issue,"  says  Nicholas  Negroponte,  a 
board  member  and  director  of  Massachusetts  Institute  of 
Technology's  Media  Laboratory.  Many  other  companies  "are 
having  more  trouble  than  we  are.  It  would  be  a  total  mistake, 
in  any  way,  to  indicate  that  we  don't  have  confidence  in  Chris." 

Still,  during  Galvin's  tenure,  Motorola  has  underperformed 
its  peers  by  a  wide  margin.  Since  the  beginning  of  1997,  Mo- 
torola shareholders  have  lost  16%  of  their  money,  while  the 
Standard  &  Poor's  500-stock  index  has  increased  76%.  Wireless 
rivals  Nokia  and  Qualcomm  Inc.  have  seen  their  stocks  soar 
544%  and  1,100%  respectively.  Even  beleaguered  Ericsson 
has  recorded  a  respectable  50%  return  to  shareholders.  The 
only  major  telecom-equipment  company  with  a  track  record 
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Galvin  is  smart  and  likable,  but  his  genteel  appro? 


worse  than  Motorola's  since  1997?  Lucent 
Technologies  Inc.,  whose  CEO,  Richard  A. 
McGinn,  was  booted  out  nine  months  ago. 
Now,  workers  inside  Motorola  are  ques- 
tioning Galvin's  leader-ship.  Since  his  grandfa- 
ther, Paul  Galvin,  founded  Galvin  Manufacturing  in  1928,  he  is 
the  third  member  of  his  family  to  head  the  company  that  has 
Inn  ii  iic  Motorola.  Under  Paul  Galvin  and  then  Robert  Galvin, 
Motorola  developed  a  reputation  for  cutting-edge  innovation 
by  designing  the  first  portable  two-way  FM  radio  and  the  first 
pagers.  Robert  Galvin's  emphasis  on  product  excellence  helped 
Motorola  win  the  famed  Malcolm  Baldrige  Quality  Award  in 
1988.  But  the  latest  Galvin  chief,  whose  family  now  owns  2.5% 
of  the  company's  stock,  has  been  unable  to  lead  Motorola  to 
any  sustainable  glory. 

Indeed,  some  current  and  former  Motorola  executives  say 
Galvin  should  give  up  the  ceo  post  and  become  a  visionary 
chairman  a  la  Ford  Motor  Co.'s  William  C.  Ford  Jr.,  great- 
grandson  of  Henry.  Galvin  is  most  inspired,  and  most  inspiring, 
when  he  spins  a  vision  of  the  future  of  technology.  For  exam- 
ple, he  has  been  critical  in  focusing  the  company  on  the  op- 
portunities of  the  wireless  Internet.  That  has  made  Motorola  an 


early  leader  in  telematics,  technology 
that  lets  drivers  surf  the  Net  from  their 
cars  to  find  the  nearest  repair  station  or 
Starbucks.  And  he  is  the  chief  propo- 
nent   of    Motorola's    research    into 
biotech,  a  budding  industry  that  Galvin 
says  could  produce  the  company's  next 
great  innovation.  For  instance,  the 
company  could  use  its  wireless  and 
chip  technology  to  create  a  smart  card 
with  a  person's  genetic  code  to  enable 
better  health  care.  As  chairman,  Galvin 
could  safeguard  Motorola's  values  of  in- 
tegrity and  share  his  passion  and  ideas 
for  Motorola — while  not  being  on  the  hot 
seat  for  preserving  his  family's  legacy. 
"He's  got  the  family  fortune,  his  own 
reputation,  plus  the  company's  reputation 
to     worry     about,"     says     Professor 
Schrager.  "Phew,  he's  got  too  much  on 
the  table  there." 
y  TOO  HANDS-OFF.  Galvin  is  both  intro- 
5  spective  and  resolute  in  the  face  of 
|  such  criticism.  While  he  acknowledges 

1  being  too  detached,  he  disagrees  with 
5  the  notion  that  he  has  been  indeci- 
^  sive.  He  says  few  people  understand 
|  the  complexity  of  issues  he  must 
y  weigh  as  CEO  of  a  global  conglomer- 
3  ate.  "When  people  bring  high  quality 
g  of  thought  on  a  proposal  or  an  in- 
|  vestment  and  all  the  questions  are 
m  answered,  we  make  decisions  in 
|  nanoseconds,"  he  says.  But  if  his 
§  managers  don't  have  the  answers, 
°  "I've  had  to  send  people  back  to 
g  sharpen  their  pencils,"  he  says,  and 

2  that  takes  time. 

g  As  for  being  too  hands-off,  he 
z  couldn't  agree  more  and  is  on  a 
|  mission  to  change  that.  He  has 
£  spent  his  entire  28-year  working 
o  career    at    Motorola    and    was 

brought  up  on  his  father's  man- 
a  agement  style  of  delegating  and 
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trusting  executives  to  execute  smartly.  He  did  what  his  father 
had  done  and  focused  on  vision  and  strategy,  only  to  find 
that  some  of  his  management  team  let  him  down.  "I  take  full 
responsibility  for  what  has  occurred  at  Motorola,"  Galvin 
says.  "But  I  get  up  every  day  saying,  'Don't  focus  on  what 
happened  yesterday.  All  you  can  do  is  take  what  you  know  to 
day  and  put  together  a  plan.' " 

He  vows  not  to  give  up  the  ceo  post.  "Been  there.  Done 
that,"  he  says  of  his  past  tactics  of  handing  off  to  others. 
"Why  do  you  think  we  got  into  trouble?  Until  October  of  last  ' 
year,  I  had  created  a  chairman-like  role  for  myself.  Not  any 
more.  Today,  in  partnership  with  our  new  team,  I'm  run- 
ning it.  I  will  not  move  to  a  chairman-like  role  again  until  Mo- 
torola is  performing  preeminently." 

He  has  an  ambitious  plan  for  restoring  his  grandfather's 
company  to  its  former  glory.  Since  January,  he  has  dumped 
the  nice-guy,  hands-off  approach  that  got  him  and  Motorola 
into  such  hot  water.  He  is  delegating  less  and  demanding 
more.  The  new  Galvin  meets  weekly  with  the  top  execs 
from  Motorola's  main  sectors — four  times  as  often  as  in  the 
past.  They  review  the  revenue  flow  over  the  phone  for  a  cou 
pie  of  hours.  Once  a  month,  he  holds  a  Customer  Performance  i  •' 
and  Operations  meeting,  in  which  he  stresses  the  im-  P 
portance  of  product  quality 
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and  solid  customer  relations.  And  Galvin,  who  rarely  used  to 
work  on  weekends,  now  routinely  calls  managers  on  Saturday 
and  Sunday  mornings  to  discuss  personnel  moves  or  product 
reviews.  "I  began  with  a  philosophy  that  we  could  create  an 
environment  where  leaders  felt  empowered,"  Galvin  explains. 
"Now,  I'm  not  trusting  in  people  so  much." 

All  this  is  putting  an  end  to  his  old  8  a.m.  to  6  p.m.  work- 
day. Now  he's  in  the  office  by  7  a.m.  He  wakes  at  5  a.m.  and 
rides  his  exercise  bike  for  about  30  minutes  while  reading  the 
morning  papers  and  watching  business  news  on  TV.  By  6:15, 
a  Motorola  security  official  picks  Galvin  up  and  drives  him 
from  his  home  in  Winnetka,  111.,  to  the  office.  Galvin's  work- 
day begins  in  the  backseat,  where  he  makes  calls  to  lieu- 
tenants in  Europe  and  Asia  or  reviews  memos  and  product 
research  submitted  by  his  reports. 

GADGET  GUY.  At  the  office,  Galvin  starts  off  talking  with 
Chief  Operating  Officer  Robert  Growney  and  other  direct  re- 
ports about  the  day's  priorities.  Afterward,  he  checks  his 
list  of  appointments  for  the  day:  technology  reviews,  cus- 
tomer phone  calls,  scheduled  meetings  with  employees  in 
his  office,  calls  to  government  officials  and  policymakers  such 
as  Michael  Moskow,  head  of  the  Chicago  Federal  Reserve.  De- 
spite his  impeccable  attire  for  public  appearances,  most  work- 
days Galvin  is  tieless,  his  shirt  sleeves  rolled  up.  He's  a  gad- 
get guy,  rarely  without  his  black  briefcase  full  of  the  latest 
Motorola  phones,  pagers,  and  radios.  Comfortable  with  com- 
puters, Galvin  wears  a  headset  that  allows  him  to  send  e-mail 
orally  through  voice-recognition  software.  Sometimes  he'll 
send  a  "three-page"  response,  says  marketing  exec  Frost.  His 
weekly  e-mail  to  staff  used  to  focus  on  the  balance  between 
work  and  life.  But  starting  this  year,  his  messages  are  about 
the  economy,  its  impact  on  the  company,  and  how  best  to  pri- 
oritize work  to  make  it  through  rough  times. 

Is  all  this  enough  to  retore  Motorola's  former  luster?  It  will 
be  a  hard  slog.  Galvin's  gentility  and  his  tendency  toward 
study  instead  of  action  are  at  odds  with  the  hurly-burly, 
combative  world  of  technology.  Insiders  say  the  privilege  of 
family  ties  has  prevented  him  from  taking  the  lumps  most  ex- 
ecutives experience.  "You  need  to  experience  failure  to  hone 
your  success  characteristics,"  says  Frank  Wapole,  who  was 
Galvin's  boss  in  the  two-way  radio  business  and  later  a  cel- 
lular executive  before  he  retired.  Insiders  say  what  the  com- 
pany needs  now  is  a  hyperaggressive  leader  who  can  break 
down  Motorola's  bureaucratic  ways  and  get  innovation  pop- 
ping again.  Even  if  Galvin  retains  the  ceo  title,  he  could 
hand  off  responsibility  for  day-to-day  operations  to  a  strong 
No.  2.  Growney,  the  current  chief  operating  officer,  may  retire 
soon  because  of  health  issues,  say  Motorola  insiders.  That 
would  open  the  door  for  Galvin  to  promote  someone  else  to 


coo — probably  Edward  D.  Breen,  a  hard-charging  exec  who 
heads  Motorola's  broadband  business. 

No  question,  Motorola  will  need  all  the  leadership  it  can 
muster  in  the  coming  year.  In  wireless  network  equipment,  Er- 
icsson has  the  lion's  share  of  the  market,  with  a  30%  share,  and 
will  be  tough  to  budge.  And  in  the  mobile-phone  market,  the 
company's  market  share  has  slid  from  26%  in  1996  to  an  esti- 
mated 13%  this  year,  according  to  Bear  Stearns  &  Co.  Galvin 
plans  to  stop  the  slide  with  a  new  batch  of  phones.  One  already 
selling  in  Europe  can  tap  the  Net  at  speeds  as  fast  as  today's 
computer  modems,  and  several  neon-colored  phones  will  be 
introduced  in  the  coming  months,  targeting  the  sub-$100  mar- 
ket where  the  company  has  been  weak.  "They  do  have  products 
that  are  pretty  cool,"  says  Frank  C.  Boyer,  a  vice-president  at 
Cingular  Wireless.  But  "we  are  cautious.  They  need  to  execute 
on  their  plan  better  than  they  have  in  the  past." 

Galvin  realized  he  needed  to  change  his  ways  when  Motorola 
missed  the  goal  it  had  announced  of  selling  100  million  mobile 
phones  in  2000.  Employees  inside  the  cellular  unit  knew  for 
months  that  they  wouldn't  make  the  target,  but  Merle  Gilmore, 
head  of  the  communications  businesses,  never  let  on  to  Galvin 
that  there  were  problems — and  Galvin  never  dug  deep  enough 
to  find  out.  Once 
Galvin  learned  how 
bad  it  was,  he  fired 
Gilmore,  a  longtime 
friend,  and  vowed  never  to  be  blindsided  again.  "I  saw  a 
thickening  of  the  skin,"  says  Janiece  Webb,  a  marketing  exec  in 
the  mobile-phone  division.  He  was  "hurt,  disillusioned,  pissed, 
scared,  and  determined.  He  realized  that  his  reputation  and  his 
father's  company  would  come  down  on  his  watch."  Gilmore  de- 
clined to  comment  for  this  article. 

The  troubles  began  when  Galvin  started  his  ceo  tenure  by 
delegating  responsibility  to  his  top  managers.  Take  the  first 
few  months  of  1999,  when  Galvin  sat  in  on  meetings  with  the 
mobile-phone  group.  Back  then,  he  rarely  attended  meet- 
ings held  by  the  unit,  and  when  he  did  visit  the  cramped  12- 
by-15-foot  conference  room  in  suburban  Chicago,  he  usually 
listened  without  saying  much. 

Two  and  a  half  years  ago,  the  group  was  working  on  a 
phone  with  the  code  name  "Shark,"  a  peanut-shaped  design 
that  was  designed  to  steal  share  from  market  leader  Nokia. 
Galvin's  troops  were  trying  to  produce  the  new  phone  in  three 
different  technologies  and  target  the  all-important  low  end  of 
the  market — the  fastest-growing  segment.  The  version  for 
Europe,  rival  Nokia's  backyard,  had  to  be  exactly  right.  Galvin 
knew  that  Europeans  preferred  sleek,  simple,  cheap  phones. 
Would  consumers  buy  this  curvy,  150-gram  phone  when  com- 
petitors offered  smaller  ones  at  comparable  prices?  Those  in  the 
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Many  Motorola  execs  and  investors  say  that  Gal\  lb 


meeting  remem 
her  Galvin  turning 
to  his  marketing 
manager  and  asking: 
"Does  the  market  data 
really  support  this?"  Absolutely,  the 
manager  replied,  Galvin  didn't  delve 
any  deeper  into  the  matter,  letting  his 
managers  launch  the  product. 

Pity.  Once  the  phone  hit  the  stores 
a  year  later,  it  bombed  in  Europe. 
Frugal,  fashion-conscious  consumers 
wouldn't  pay  for  handsets  bulkier  than 
those  from  Nokia  and  Siemens.  Rather 
than  gaining  ground  in  the  wireless- 
phone  war,  the  gaffe  contributed  to 
Motorola's  loss  of  share.  Galvin  con- 
cedes that  the  Shark  phone  was  one 
example  where  his  hands-off  approach 
failed.  "In  some  cases,  it  worked  well," 
he  says.  "In  other  cases,  it  didn't." 

PONDEROUS.  Galvin's  measured  ways  have  proved  to  be  an 
even  bigger  liability.  He  is  a  deliberate  man,  from  the  crease 
in  his  slacks  to  his  perfectly  combed,  gray-streaked  hair.  He 
weighs  important  decisions  carefully — at  times  too  carefully, 
co-workers  say.  "People  get  pissed  off  at  him"  because  they 
think  he  sometimes  doesn't  act  quickly,  says  Patrick  Canavan, 
special  assistant  to  the  ceo.  To  Galvin,  his  methodical  ways 
are  simply  smart  business.  "Depending  on  the  complexity 
of  the  situation,  you  had  better  think  through  it,  because  you 
want  to  make  sure  that  decision  is  a  net-net  positive,"  Galvin 
says.  "Whether  on  acquisitions  or  dispositions  in  the  business, 
most  of  the  time  decisions  have  been  made  in  eight  weeks. 
We're  not  ponderously  studying  them  for  eight  months  or 
eight  quarters  or  eight  years." 

Yet  it  took  18  months,  executives  say,  for  the  company  to 
decide  to  sell  its  semiconductor-components  business.  Hector 


EX-MOTOROLA 

Galvin  dismissed 
Gilmore  (above)  for 
missing  targets. 
Tooker  (right)  was 
CEO  before  Galvin 


Ruiz,  president  of  Motorola's  semiconductor  unit  in  1998, 
came  to  Galvin  early  that  year  to  propose  that  Motorola  sell 
a  portion  of  the  division  that  made  older-generation  compo- 
nents. The  move  would  help  return  the  semiconductor  unit, 
about  20%  of  overall  sales,  to  profitability  and  would  help  it 
focus  on  core  products.  Still,  it  wasn't  until  the  summer  of 
1999  that  Galvin  approved  the  sale. 

Why?  Galvin,  executives  say,  wanted  answers  to  countless 
questions — some  were  reasonable,  others  didn't  matter:  Would 
we  ever  see  the  acquirer  as  a  competitor?  Or,  how  is  the  sale 
going  to  be  perceived  by  employees?  "Chris  is  very  wor- 
ried about  how  he's  perceived,"  says  a  top  manager  who  re-  ed 
cently  left  Motorola.  "We  would  have  to  go  back  and  lay  jvo 
out  what  the  issues  would  be  for  employees  and  how  we 
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CHRIS  GALVIN  ON  THE  RECORD 


With  his  company  on  the  ropes, 
Motorola  Inc.  ceo  Christopher  B. 
Galvin  scarcely  has  time  for  the 
media.  But  in  a  rare  series  of  inter- 
views— including  one  conducted  while 
racing  through  the  restricted  back  hall- 
ways of  the  Venetian  Hotel  in  Las  Ve- 
gas and  another  by  phone  from  the 
backseat  of  a  company  car — Galvin 
talked  with  BusinessWeek  correspon- 
dent Roger  O.  Crockett.  Some  excerpts: 

On  criticism  that  he  takes  too  long  to 
make  decisions: 

Most  people  don't  know  the  complexi- 
ty of  the  issues  that  get  dealt  with  at 
the  level  of  the  ceo.  When  people  look 
at  another  person's  world  from  far 
away,  it  looks  much  simpler  to  them. 
When  you're  just  involved  with  the  law, 
you  look  at  it  from  the  legal  standpoint. 
If  you're  just  involved  in  finance,  you 

at  it  from  a  finance  standpoint. 
When  the  buck  stops  here — when  you're 
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responsible  for  the  ultimate  shareholder 
value — you've  got  to  take  10  or  30  or 
100  variables  into  consideration.  And 
those  have  to  be  thought  through. 

On  criticism  that  he  delegates  too 
much: 

Bob  Galvin  [his  father  and  former 
Motorola  chief  executive]  started  the 
process  of  delegation,  and  it  helped  the 
company  grow.  When  I  came  to  the 
business,  we  were  much  bigger.  I  began 
with  a  philosophy  of:  Could  we  create 
an  environment  where  five  to  seven  or 
so  managers  felt  empowered  and  ener- 
gized around  being  their  own  CEO?  In 
some  cases  it  worked  well;  in  other  cas- 
es it  didn't.  When  it  didn't,  we  said: 
Let's  put  systems  in  that  have  more 
control  and  involvement  by  me,  so  that 
we're  not  trusting  so  much  in  people 
for  follow-up  mechanisms. 

On  whether  he  can  change  his  hands- 


off  style  to  a  more  aggressive  man 
ment  approach: 

In  managing  activities  throughoi 
career,  I  was  very  activist  in  all  of 
roles.  In  running  paging  and  the  T< 
[semiconductor-parts]  business — wi 
er  job  it  was.  Motorola  is  a  large 
business  operation.  When  a  compai 
gets  large,  you  have  to  find  a  balanj 
between  delegating  and  being  invol 
When  not  enough  got  accomplished 
our  Communications  Enterprise  [th| 
vision  that  makes  mobile  phones  i 
other  wireless  equipment],  then  we 
Fine,  that  approach  didn't  work.  If 
don't  like  the  results,  you  have  to  j 
yourself  in  the  mix — which  is  what 


On  why  Motorola  took  hits  from  th< 
economic  slowdown  before  other  t 
nology  companies: 

1  was  willing  to  stand  up  and  s;i 
There  is  an  Asian  currency  crisis,  ; 
will  affect  us,  and  it  will  affect  oth 


ould  give  up  being  CEO  and  become  a  visionary  chairman 


ahould  manage  them.  That  burns  time,  resources,  and  effort." 
One  example  of  Galvin's  decision-making  involved  Iridi- 
um, the  go-anywhere  portable-phone  system  that  beamed 
signals  down  from  66  satellites  orbiting  the  globe.  By  late 
VMK  some  of  Galvin's  most  trusted  lieutenants  were  advising 
him  to  abandon  the  business,  which  had  cost  $5  billion.  To 
them,  it  was  clear  that  no  viable  market  existed  for  the  ser- 
MX  and  its  $1,500  phones.  Iridium  had  already  filed  for 
Chapter  11,  its  investors  were  frustrated,  and  last-ditch  ne- 
gotiations to  sell  the  system  were  stalling.  All  the  while, 
jilmore — then  head  of  Motorola's  Communications  Enter- 
arise  division — Wapole,  and  other  top  wireless  execs  tried  to 
counsel  Galvin  to  cut  his  losses  and  bail  out  of  Iridium. 

Although  Iridium's  phones  were  clunky  and  the  service 
jpotty,  Galvin  called  the  globe-girdling  system  "the  eighth 
wonder  of  the  world."  He  stood  behind  the  money-losing 
jatellite  system  until  December,  2000 — a  year  after  colleagues 
irst  advised  Galvin  to  cut  the  cord.  Executives  close  to  the 
company  say  he  told  staffers  that  holding  on  was  important  to 
Motorola's  image  and  that  the  company  needed  to  stand  be- 
lind  the  venture's  investors. 

'PARALYSIS."  All  told,  Motorola  wrote  off  $2.6  billion  on  Irid- 
um.  ( Jalvin  says  that  Motorola  bore  most  of  the  expenses  up 
front  and  that  any  costs  Motorola  incurred  over  the  year 
were  minimal.  He  also  says  he  couldn't  dispose  of  the  satel- 
ites  until  the  courts  gave  Motorola  the  go-ahead.  "If  there 
was  a  way  to  save  money  and  to  have  [dissolved]  it  faster,  we 
would  have  done  it,"  he  says.  Perhaps,  but  Motorola  shelled 
jut  $50  million  to  $60  million  a  quarter  in  cash  to  maintain 
Iridium — some  $200  million  over  the  final  year — for  a  service 
;hat  was  doomed,  according  to  analysts  at  Bear  Stearns. 

Galvin's  indecision  was  compounded  by  an  organizational 
mistake  he  made  two  years  ago.  In  1998,  coo  Growney, 
jalvin,  and  his  assistant  Canavan  realized  that  Motorola 
needed  to  break  up  the  fiefdoms  that  had  built  up  in  the  com- 
pany over  the  years.  Besides  its  six  main  divisions,  Motorola 
lad  dozens  of  $100  million  to  $1  billion  businesses,  all  with 


their  own  managers  controlling  profit  and  loss,  marketing,  and 
development.  As  technologies  converged — pagers  and  cell 
phones  morphed  into  one,  computing  and  Web  browsing  went 
wireless,  and  semiconductors  were  needed  for  all  of  these — 
the  myriad  units  caused  confusion  among  customers.  Galvin 
ordered  them  brought  together  under  an  umbrella  called 
Communications  Enterprise.  But  he  left  the  controls  in  the 
hands  of  Gilmore,  an  engineer  who  many  thought  was  head- 
ed for  stardom  at  Motorola.  Distanced  in  his  ceo  chair,  Galvin 
didn't  realize  that  the  new  organization  created  another  prob- 
lem: bureaucracy  run  amok.  "The  last  year  I  was  there,  you 
could  get  nothing  accomplished,"  says  Julie  A.  Shimer,  a 
3Com  Corp.  exec  who  had  been  a  vice-president  in  Motorola's 
Internet  unit.  "The  whole  organization  was  in  paralysis." 

The  Communications  Enterprise  was  a  massive  organization 
with  some  500  executives  across  the  nation  overseeing  cellu- 
lar phones,  infrastructure,  and  broadband  devices.  A  dozen  or 
so  lieutenants  reported  to  Gilmore,  but  many  of  the  managers 
who  once  held  profit-and-loss  responsibility  had  been  stripped 
of  their  autonomy.  They  were  expected  to  channel  key  deci- 
sions— which  circuit 
boards  and  software 
codes  to  embed  in  a 
line  of  phones,  for  ex- 
ample— up  to  Gilmore.  That  could  take  weeks.  "You  couldn't 
make  a  decision  without  needing  99  other  people  to  make  a 
decision,"  Shimer  says.  "It  was  horrible." 

Galvin  was  shielded  from  the  frustration,  getting  regular 
reports  from  Gilmore  but  meeting  with  the  communications 
unit  just  once  a  month.  "Chris  didn't  screw  it  up,"  Shimer 
says.  "He  was  asleep  at  the  switch  while  some  of  his  lieu- 
tenants screwed  it  up."  Galvin  acknowledges  that  the  reorg 
was  a  mistake,  and  he  restructured  the  company  again  this 
year  to  remove  one  layer  of  management  and  have  the  heads 
of  Motorola's  six  main  businesses  report  directly  to  him.  "I 
hoped  that  it  would  work,  but  it  didn't,"  he  says. 

That's  just  one  sign  that  Galvin  is  beginning  to  change  his 
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"I  take  full  responsibility  for  what  has  happened  at 
Motorola.  That's  what  a  leader  must  do" 


Ie  time,  I  took  a  lot  of  criticism  by 
e  saying  it's  not  happening  to  any 
—and  whoops!  It  did.  The  same 
lhas  been  true  with  what  has  been 
on  with  today's  economy.  Very 
on,  because  our  business  model  is 
'here  we're  selling  to  almost  every 
'  industry  in  the  world,  we  do  get 


a  sense  for  what's  happening  before 
other  people  see  it.  My  interest  is  not 
to  be  popular  but  to  lead — and  that 
means  sometimes  you  have  to  stand 
alone.  I  was  willing  to  stand  up  and  say 
the  world  is  in  more  trouble  from  a  re- 
cession standpoint  than  a  lot  of  people 
cared  to  or  wanted  to  believe. 

On  his  job  performance  and  security: 

The  board  of  directors  is  focusing  on 
the  same  thing  I'm  focusing  on.  They 
understand  the  [economic]  tornado  that 
came  in  and  disrupted  the  landscape. 
They  know  we're  proven  reducers  of 
cost  and  capacity.  No  one  likes  the  fact 
that  we  have  another  1984-85  boom-bust 
cycle  that's  even  faster  than  before.  But 
how  productive  is  it  to  blame  everything 
on  one  person?  I  get  up  every  day  say- 
ing: Don't  focus  on  what  happened  yes- 
terday. All  you  can  do  is  take  what  you 
know  today  and  put  together  a  plan. 


On  cost-cutting  and  layoffs: 

We  were  way  ahead  of  our  competi- 
tors. You're  now  seeing  them  do  what 
we  started  many  quarters  ago:  reducing 
head  count,  reducing  facilities,  and  cur- 
tailing our  capital  expenditures  by  trim- 
ming nonstrategic  investments.  We  got 
after  it  faster  than  others.  And  by  the 
way,  I  think  we  are  pretty  darn  good  at 
it.  It's  strategic.  You  don't  want  to  take 
out  all  your  capacity,  just  the  capacity 
you  don't  need  for  the  future.  We  want 
to  take  out  a  layer  at  a  time,  because 
the  worst  thing  is  to  not  be  able  to 
serve  customers. 

On  the  challenges  of  leadership: 

You  have  to  live  with  the  downside. 
You  can  be  subject  to  all  sorts  of  criti- 
cism. But  I  understand  that  all  prob- 
lems are  solvable,  and  there's  no  sense 
wasting  energy  worrying  about  it  or 
fretting  about  it. 
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Galvin  is  changing,  since  January,  he  has  worked 
relentlessly  to  toughen  his  operating  style 
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ways.  Since  January,  he  has  become  re- 
lentless about  staying  involved  with  his  busi- 
nesses. In  addition  to  meeting  with  the  heads 
of  each  sector  weekly,  he  also  huddles  with  top  managers 
monthly  about  the  progress  of  key  corporate  initiatives,  say, 
in  e-business.  And  a  handful  of  times  a  year,  Galvin  con- 
venes leadership-alignment  meetings  to  ensure  that  everybody 
is  operating  under  the  new  rules.  In  short,  no  special  turf  al- 
lowed, only  cooperative  teams. 

Still,  most  Motorola  employees  rarely  see  Galvin.  He  is  not 
like  George  M.C.  Pusher,  who  held  the  top  post  at  Motorola 
from  1988  to  1993.  Fisher  liked  "walking  the  halls.  And  that 

made  him  seem  more 
approachable  than 
Chris,"  says  Roberta 
Gutman,  who  as  exec- 
utive director  of  the  Motorola  Foundation  has  worked  for  both 
Fisher  and  Galvin. 

Galvin  is  simply  private,  but  people  who  know  him  say  that 
he  is  certainly  approachable  and  down  to  earth.  For  example, 
after  a  red-eye  flight  to  Germany,  all-day  meetings  with  staff, 
and  then  a  flight  to  Paris  that  arrived  at  10  p.m.,  Galvin  was 
asked  by  a  company  security  official  to  have  a  drink.  Galvin 
said:  "What  the  heck,"  Canavan  recalls.  The  three  of  them 
hung  out  drinking  wine  at  a  local  bistro  for  a  couple  of  hours 
before  going  to  bed.  The  next  morning,  however,  Galvin  was  in 
the   hotel   lobby   by   6:45. 

"That  shows  stamina,"  Ca-  41^^ 

navan  says. 

REFRESHING.  If  Galvin  does 
decide  to  give  up  the  CEO 
job,  he  need  look  no  fur- 
ther for  a  successor  than 
straight  down  his  chain  of 
command  to  Breen.  Some 
current  and  former  execu- 
tives, as  well  as  institution- 
al investors,  say  Breen  is 
getting  top  marks  as  the 
no-nonsense  leader  Motoro- 
la adopted  when  it  acquired 
broadband-cable  leader 
General  Instruments  in 
September,  1999.  Assigned 
the  task  of  integrating  Gl 
and  Motorola  after  the  deal 
closed  in  January,  2000, 
Breen  was  given  six 
months  to  consolidate  the 
staffs,  their  products,  and 

resources,  and  come  up  with  strategic  plans.  Never  mind 
that  he  had  about  15  to  20  committees  working  on  various 
projects  and  combing  hundreds  of  pages  of  legal  issues  related 
to  the  merger.  By  Feb.  1,  the  decisions  were  made.  "His 
ability  to  decide  which  issues  to  ftrefight  and  which  ones  to 
bury  is  what  Motorola  would  benefit  from,"  says  Wapole. 

Galvin  agrees  that  Breen  is  an  asset.  "Ed  is  one  of  the  key 
members  of  a  larger  new  team  which  we  put  in  at  the  end  of 
last  year.  We're  building  superb  depth  in  our  bench.  We  are 
making  available  to  the  company,  and  the  long-term  succession 
of  the  institution,  a  short  list  of  people  of  which  Ed  is  cer- 
tainly a  member." 

Now  Breen  oversees  not  only  the  broadband-cable  unit  but 
also  Motorola's  entire  network-systems  business.  His  cut-to- 
the-chase  style  is  a  refreshing  break  from  Motorola's  bu- 


reaucratic culture.  During  a  quarterly  operations  review  ir 
which  wireless  execs  set  forecasts  for  phones  and  options  foil 
plant  expansions,  Breen  was  quickly  bored  by  what  seemec 
like  endless  debate  over  a  frivolous  matter,  executives  ir 
the  meeting  recall.  Whenever  discussion  lingered,  "his  eyed 
opened  wide,  he  looked  around  and  said,  'For  Christ's  sakel 
why  don't  we  make  a  decision?  We  don't  have  to  talk  it  tq 
death,'"  Wapole  remembers.  "It  became  very  obvious  to 
folks  that  Breen's  sort  of  leadership  and  decision-making  i^ 
what  Motorola  needs." 

The  idea  of  tacking  Breen's  name  on  the  ceo's  office  is  be-l 
ing  whispered  more  and  more  around  the  company's  watea 
coolers.  And  what  of  Galvin?  If  he  kicked  himself  up  to 
chairman  and  "backed  off  on  assuming  sole  leadership,  he'd  be 
revered,"  says  one  former  manager.  Galvin  has  no  plan  to  dq 
that.  "My  interest  is  not  to  be  popular,  but  to  lead,"  he  says 
Galvin  doesn't  intend  to  be  Corporate  America's  Hamlet.  B 
plans  to  turn  forceful,  decisive,  ruthless  even.  That's  what 
may  take  to  put  the  sheen  back  on  Granddad's  legacy. 

CHRISTOPHER  BRIAN  GALVIN 

BORN  Mar.  21,  1950,  in  Chicago 

CHILDHOOD  Acted  like  a  grown-up  even  as  a  kid. 

While  his  three  siblings  hiked  in  the  fields  of  their 
parents'  farm,  Galvin  sold  homemade  butter 
door-to-door.  When  his  brother  and  two  sisters 
played  in  the  snowfalls  of  their  Skokie  (III.)  neigh- 
K  *     borhood,  Galvin  earned  money  by  shoveling 
neighbors'  driveways. 

EDUCATION  Graduated  from  Cranwell,  a  Lenox 
(Mass.)  prep  school,  in  1969.  He  was  captain  of 
his  ski  and  lacrosse  teams  and  senior-class  presi- 
dent. He  received  a  BA  in  political  science  from 
Northwestern  University  in  1973  and  an  MBA 
from  Northwestern's  J.  L.  Kellogg  Graduate  School 
of  Management  in  1977. 


IN  TOUCH:  In  Wyoming, 
Galvin  uses  a  walkie-talkie 


CAREER  HIGHLIGHTS  Has  spent  his  entire  career 
at  Motorola.  Began  as  a  college  student,  working 
summers  selling  two-way  radios  to  police  precincts 
in  Chicago.  In  1973,  he  joined  Motorola's  radio 
division.  In  1984,  he  got  a  big  boost — to  general 
manager  of  U.S.  operations  for  Tegal,  a  unit  that 
■     made  semiconductor  components.  He  rose  through 
le  ranks  to  COO  in  1993  and  CEO  in  1997. 

MENTOR  His  father  and  former  Motorola  CEO,  Robert. 
Chris  has  tried  to  emulate  his  dad's  commitment  to 
innovation  and  his  management  philosophy  that 
lieutenants  should  run  their  own  businesses. 

HOME  LIFE  He  usually  leaves  work  by  6:30  p.m.  to  be 
with  Cynthia,  his  wife  of  22  years,  and  their  teenage 
son.  The  couple  has  another  son  in  college. 

HOBBIES  Fly-fishing  with  his  sons  and  golf.  Galvin, 
about  a  12  handicapper,  tries  to  squeeze  in  rounds  at 
Pebble  Beach  when  he's  in  Silicon  Valley.  Although  his 
game  needs  work,  he's  intensely  competitive,  friends 
say.  He  gets  anxious  about  short  putts.  "[HeJ  hates 
losing  the  five  bucks,"  says  Scott  McNealy,  CEO  of  Sun 
Microsystems  and  an  occasional  golf  mate. 
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With  the  explosion  of  e-commerce,  the  old  rules 
of  competition  have  been  thrown  out  the  window 
To  remain  even  one  step  ahead  today  you  need 
immediate  access  to  the  best  data  available.  And 
software  that  quickly  converts  it  into  knowledge 
you  can  act  on.  Which  is  precisely  why  98  of  the 
FORTUNE  100  count  on  SAS,  the  world  leader 
in  data  mining  and  e-Intelligence.  SAS  enables 
you  to  capture,  integrate,  explore  and  analyze 
information  from  across  your  entire  enterprise. 
To  recognize  and  seize  opportunities  at  the  speed 
of  the  Web.  And  to  make  competitive  decisions 
with  greater  confidence  than  ever  before.  To  learn 
more  on  how  we  can  propel  your  organization, 
call  1-800-727-0025  or  stop  by  www.sas.com. 


The  Power  to  Know,,       *      wOlw® 
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INVESTMENT  BANKING 

SO  WHO  NEEDS 
TO  BE  BIG? 

Little  Lehman,  with  profits 
and  revenues  rising,  is  the 
bright  spot  in  a  dark  finan- 
cial-sector picture 

Richard  S.  Fuld  Jr.  was  exultant. 
At  6:30  p.m.  on  June  19,  the  ceo 
of  Lehman  Brothers  Inc.  ar 
rived  at  the  Museum  of 
the  City  of  New  York  for  a 
glitzy  black-tie  event  that  Wall 
Street  insiders  had  speculated 
neither  he  nor  the  firm  would 
be  around  to  honor — Lehman's 
150th  anniversary. 

Earlier     the     same     day, 
Lehman  had  upstaged  rival 
Goldman,   Sachs   &   Co.   by 
posting  an  impressive  14% 
rise  in  second-quarter  net  in- 
come vs.  the  same  quarter  in 
2000,  to  $430  million.  Goldman 
posted  a  painful  24%  decline. 
Lehman  managed   to   trump 
Goldman  largely  because  of  its 
strength  in  trading  and  issuing 
debt.  It  received  record  fees  of  $265 
million  for  debt  issuances.  But  Lehman 
was  also  reaping  the  rewards  of  build- 
ing up  its  small  equities  business:  it 
more  than  doubled  its  market  share 
in  equity  issues  to  7%,  while  its  Nas- 
daq trading  volume  jumped  80%,  vs. 
32%  for  the  industry. 

Lehman     is     challenging     Wall 


LEHMAN  IS  GAINING 
SHARE  IN  DEBT... 

GLOBAL  DEBT  ISSUANCE 

PERCENTAGE  POINTS  CHANGE  2000-2001 ' 
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CEO  FULD:  Net 

rose  U%,  to  $b30 
million,  in  the 
second  quarter 


2001  MARKET  SHARE 

Data:  Thomson  Financial  Securities  Data  Corp 
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Street's  conventional  wisdom  that  bij  P 
is  beautiful.  Its  market  cap  is  a  pmr  P 
$19  billion,  vs.  $50  billion  for  Merril  tnE 
Lynch  &  Co.  and  $71  billion  for  Morgai  V 
Stanley  Dean  Witter  &  Co.  The  firm'  (pa 
strong  results  also  buck  the  belief  tha  I  ' 
investment  banks  need  to  bulk  up  via  »Si 
merger,  such  as  that  between  J.  P.  Mor  N 
gan  and  Chase  Manhattan  Corp.  in  Sep  (Hit 
tember,  2000,  in  order  to  lend  mone;  0 
to  companies  to  win  deals. 
HELP  WANTED.  Instead  of  trying  to  tur  Iter 
Lehman  into  a  behemoth,  Fuld,  55,  ha  r  I 
stuck  to  making  it  the  nimblest  an  fcot  i 
most  cost-efficient  operator  on  Wa  m 
Street.  And  he's  been  doing  so  sine  ai 
Lehman — then  wort  : 
$1.5  billion — was  spu  pi 
off  from  American  Ex  jyet 
press  Co.  in  1994,  enc  Lint 
ing  the  failed  marriag  tm 
~  of  Shearson  Lehma  Mg 
Hutton  Inc.  And  the  strategy  i  w 
working:  Fuld  has  delivered  re  »j> 
turns  on  equity  in  excess  of  20<;  in 
for  nine  straight  quarters.  "1  5k 
we  compete  on  size,  it  doesn  •; 
make  a  whole  lot  of  sense.  Fo 
us,  it's  about  being  the  bes 
operator,"  says  Fuld. 

Now,   Lehman   is   hirin 
while  big  rivals  are  firin 
(box).    Lehman    wants 
boost  its  headcount  by  a 
much    as    13%,    to    reac 
13,000.  Fuld  plans  to  spen  L 
$300  million  this  year,  muc  -> 
of  it  to  attract  top  talen 
after  spending  $600  millio     t 
last    year   when    Lehma    r 
hired  525  people  in  its  equ 
ties  business  alone.  And  it 
swelling  its  client  roster  as  comp; 
nies  see  their  old  advisers  swallowe 
by  behemoths.  That's  enabling  Ful 
to  snag  more  profitable  deals,  leavir 
big-ticket  but  low-margin  deals  t  llj 
the  biggies.  "I'm  thrilled  when  I  s«  L 
the  banks  fill  their  balance  shee1    .,.,■ 
with  less  profitable  deals,  becaus 
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EQUITIES 
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over  time,  we're  going  to  drive  a  higher 
•return  on  equity,"  Fuld  says. 

Lehman's  current  performance  is  the 
payoff  from  the  tough  measures  Fuld 
started  after  Lehman's  split  from 
AmEx.  In  the  following  three  years,  he 
pruned  800  of  Lehman's  8,500  employees 
as  part  of  a  drive  to  strip  $250  million 
from  costs.  Fuld  also  dumped  low-mar- 
gin lines  such  as  commodities  trading. 

Fuld,  who  started  with  the  firm  as  a 
commercial-paper  trader  in  1969,  has 
been  able  to  make  employees  feel  like 
miicrs  of  the  firm.  He  put  an  end  to  a 
bitter  war  over  compensation  and  strat- 
egy between  the  firm's  bankers  and 
debt  traders,  some  of  whom  were  nick- 
named Moonies  because  of  their  loyalty 
to  Fuld.  "Anyone  who  refused  to  drink 
the  Kool-Aid  was  summarily  executed," 
recalls  a  former  banker.  Fuld  gave  em- 
ployees a  greater  stake  in  the  firm  by 
distributing  stock  to  35%  of  employees, 
up  from  4%  in  1994.  Then  he  sent  a 
Btrong  message  that  teamwork  would 
count  by  paying  everyone  on  Lehman's 
executive  committee  the  same:  $8.5 
million  in  salary  and  bonus  last  year. 
"When  we  line  up  with  a  customer, 
It's  about  how  we  approach  them 
as  a  team.  It's  not  about  lone 
rangers.  Lone  rangers  don't  live 
long,"  says  Fuld. 

!  CROCKS  AHEAD.  Lehman  still  has  a 
long  way  to  go  to  reach  its  goal  to 

1  become  one  of  the  top  three  advis- 
ers for  all  of  its  clients.  It  still  trails 
many  rivals  in  equity  and  debt  is- 
suance. And  its  merger-and-acquisition 
fees  slid  to  $128  million  in  the  second 
quarter,  down  30.1%  from  $183  million 

I  in  the  previous  quarter.  "We  have  tons 
of  work  to  do,"  says  Fuld. 

Once  Lehman  was  at  risk  because  it 
was  too  small.  Now  the  danger  is  that, 
as  it  gets  bigger,  it  could  become  more 
like  the  rest  of  Wall  Street.  Credit 
Suisse  First  Boston  industry  analyst 
Joan  Solotar  warns  that  it  will  be  tough 
for  Lehman  to  keep  its  expenses  under 
control  as  it  expands  in  a  rocky  market. 
Other  analysts  seem  to  agree.  They're 
forecasting  a  20%  decline  in  Lehman's 
third-quarter  earnings,  vs.  a  27%  drop 
at  Morgan  Stanley  and  37%  at  Gold- 
man, according  to  First  Call  Corp. 

Lehman's  improved  situation  could 
also  make  it  an  alluring  takeover  target. 
Shareholders  might  love  that.  But  the 
firm's  top  execs,  many  of  whom  harbor 
bitter  memories  of  working  under  the 
yoke  of  AmEx,  are  not  enthusiastic. 
"We're  not  very  interested,  frankly,  in 
being  run  by  someone  else,"  says  Joseph 
M.  Gregory,  chief  administrative  officer. 
However,  if  Lehman  can  stay  nimble  as 
it  gets  bigger,  it  could  be  well  on  its 
way  to  its  next  big  birthday  bash. 

By  Emily  Thornton  in  New  York 


THE  WALL  STREET  BLOODLETTING 
IS  FAR  FROM  OVER 


w 


'all  Street's  woes  just  got 
worse.  Although  Lehman 
Brothers  Inc.  is  still  hiring, 
other  investment  banks  are  handing 
out  pink  slips  to  prop  up  increasing- 
ly depressed  bottom  lines. 

Since  the  start  of  the  year,  broker- 
ages have  quietly  shed  about  5%  of 
payrolls  that  soared  to  a  record 
772,200  in  2000,  up  150,000  from  two 
years  earlier.  The  paychecks  were 
huge:  the  New  York  Stock  Ex- 
change's broker-dealer  members 


DOWN,  DOWN... 

With  volumes 
depressed  and 
prices  slumping, 
some  think  the 
layoffs  could  reach 
15%  of  Wall  Street 
jobsbyyearend 


racked  up  record  expens- 
es— much  of  it  for 
salaries — of  $58  billion, 
on  $61.4  billion  of  rev- 
enues in  the  last  quarter 
of  2000. 

So  far,  so  bad.  But 
then  a  shock  announce- 
ment on  June  26  by 
Merrill  Lynch  &  Co. 
opened  the  distinct  pos- 
sibility that  Wall  Street's  bloodletting 
could  get  far  worse.  America's  No.  1 
retail  brokerage  warned  that  second- 
quarter  earnings,  due  to  be  released 
the  week  of  July  16,  will  be  as  much 
as  37%  below  analysts'  consensus  ex- 
pectations because  of  sluggish  trad- 
ing and  a  listless  stock  market.  Ana- 
lysts immediately  cut  their  earnings 
estimate  for  Merrill  to  540  per  share, 
a  47%  drop  year  over  year,  according 
to  First  Call  Corp.  If  trading  vol- 
umes remain  depressed,  "the  selec- 


tive layoffs  so  far  may  be  less  ag- 
gressive than  needed,"  says  Richard 
K.  Strauss,  securities  industry  ana- 
lyst at  Goldman,  Sachs  &  Co. 

By  yearend,  compensation  consul- 
tants believe,  the  toll  could  reach 
15%  of  Wall  Street's  jobs.  Although 
investment  banks  are  camouflaging 
the  damage  by  announcing  staff  cuts 
in  dribs  and  drabs,  "there's  a  lot 
more  to  come,"  says  Alan  Johnson, 
managing  director  at  employment 
consultancy  Johnson  Associates. 

In  private,  some  senior  bankers 
admit  they  don't  expect  a  rebound 
until  2002  at  the  earliest.  Analysts 
are  slashing  earnings  estimates  for 
brokerages  across  the  board  be- 
cause they  believe  many  have 
not  hit  bottom  as  depressed 
trading  volumes  and  market 
volatility  continued  in  June. 
But  a  far  bigger  problem  is 
i  that  brokers  are  still 
[  plagued  by  a  thin  list  of 
I  mergers,  especially  since 
l  European  regulators  nixed 
f  General  Electric  Co.'s  $45 
billion  takeover  of  Honey- 
I   well  International  Inc. 
CLIPPED  WINGS.  New  issues 
iren't  helping  either.  While 
global  debt  and  equity  offerings 
were  up  25%  in  the  first  half  of 
the  year,  proceeds  from  initial  public- 
offerings  plummeted  42%,  according 
to  Thomson  Financial 
Securities  Data.  Worse, 
investors  are  becoming 
disillusioned  with  the 
big-name  corporate  spin- 
offs such  as  Philip  Mor- 
ris' food  and  beverage 
company  Kraft  Foods 
and  Lucent's  optical-com- 
ponent-making unit 
Agere  Systems.  Such  of- 
ferings were  among  the 
few  that  banks  thought  might  fly  in 
a  turbulent  market.  But  ipos  are  far 
from  the  sweet  deals  they  once 
were.  Though  first-day  gains  are 
still  common,  the  average  ipos  this 
year  are  down  20%,  estimates  Gold- 
man Sachs. 

Discouraged  investors  are  keeping 
their  pocket  books  zipped  up.  And 
that  is  putting  more  Wall  Street  jobs 
on  the  line. 

By  Emily  Thornton 
in  New  York 
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COMMENTARY 

By  David  Henry 


A  BETTER  WAY  TO  TRADE  TECH 


While  Wall  Street  grapples  with 
the  pain  of  the  bear  market, 
one  of  its  new-fangled  securi- 
ties stands  out  as  a  winner.  Cubes, 
as  they  are  called,  are  trading  in 
huge  volumes  averaging  65  million 
shares  a  day.  Some  days,  volume 
spikes  over  100  million  shares.  They 
trade  more  than  any  stock  but  Cisco 
Systems  Inc. 

The  shares,  also  known  as  Qs  for 
their  ticker  symbol,  QQQ,  are  issued 
by  a  trust  that  holds  the  stocks  of 
the  Nasdaq-100  index.  First  listed 
Mar.  10,  1999,  on  the  American  Stock 
Exchange,  they  trade  throughout  the 
day,  unlike  mutual  funds.  Their  price 
moves  almost  tick  for  tick  with  the 
index.  With  70%  of 
the  index  in 
tech  stocks, 
Cubes 


Clara  University.  The  effect  lingers. 
The  1987  stock  market  plunge  de- 
pressed volume  until  1992,  two  years 
after  major  indexes  recovered. 

To  satisfy  higher  demand,  the 
trust  issues  additional  Cubes  in  ex- 
change for  stocks  of  the  Nasdaq  100 
companies.  The  QQQ  trust  had  532 
million  shares  outstanding  as  of  July 
2,  up  from  134  million  a  year  ago  and 
a  tiny  0.3  million  when  trading  be- 
gan. In  28  months  of  business,  trust 
assets  have  grown  to  $24  billion. 

Some  say  that  individual  investors 
are  bullishly  flocking  to  the  Cubes. 
John  L.  Jacobs,  Nasdaq's  senior  vice- 
president  and  administrator  of  the 
QQQ  trust,  notes  that  the  trust 


are  the  easiest  way  in  and  out  of  the 
sector.  Some  investors  believe  the 
strong  volume  is  signaling  a  new  bull 
market  in  tech.  But  that's  wishful 
thinking.  Cubes'  popularity  is  rising 
because  bears  and  bulls  alike  find 
them  a  useful  trading  tool. 
"COUNTERINTUITIVE."  Cubes'  success 
stands  out  against  the  61%  loss  the 
Nasdaq  100  has  suffered  since  March, 
2000.  Historically,  trading  slows  a  few 
months  after  markets  peak  in  price. 
But  Cubes  are  trading  twice  as  much 
as  at  the  peak  16  months  ago. 

What  is  happening  "is  counterintu- 
itive," acknowledges  Amex  President 
Peter  Quick.  People  usually  trade 
less  after  prices  fall  because  they 
lose  confidence  in  their  ability  I 
winners,  says  Meir  Statman,  a  be 
havioral  finance  professor  at  Sant;t 


Bull  Market  In  Cubes 

WHILE  THE  NASDAQ  TANKED... 


MAR.  '99  JUNE  '01 

...TRADING  IN  QQQs  ROCKETED 


100 


MAR.  '99  JUNE  '01 

Data:  Bloomberg  Financial  Markets,  BusinessWeek 


sends  out  2,250  prospectuses  a  day 
to  investors  who  have  bought  for  the 
first  time.  He  adds  that  filings  to  the 
Securities  &  Exchange  Commission 
by  institutions  indicate  that  individu- 
als own  72%  of  Cubes.  Says  Jacobs: 
"This  is  a  buy-and-hold  product." 

But  Jacob's  image  of  individual  in- 
vestors stashing  away  Cubes  is  off 
the  mark.  For  one,  at  current  trad- 
ing volumes,  the  trust's  outstanding 
shares  change  hands  every  eight 
days.  "It  is  pure  speculation  when 
you're  trading  at  that  rate,"  says 
John  C.  Bogle,  founder  of  Vanguard 
Group.  Cisco  shares  turn  over  every 
111  days.  Institutions,  not  individual 
investors,  dominate  Cubes  trading, 
say  dealers  who  see  the  orders. 
MICROSOFT  PROXY.  Trading  by  insti- 
tutional investors  suggests  nothing 
about  where  tech  stocks  are  headed. 
Some  sell  Cubes  short  to  bet  that 
tech  stocks  will  go  lower.  Others 
sell  them  short  to  cut  the  risk 
of  the  tech  stocks  they're 
holding.  And  others  buy 
Cubes  to  hedge  against  a 
broad  tech  rally  while 
they  short  specific  stocks. 

"They've  become  a 
playground  for  profes- 
sionals," says  Steven  C. 
Leuthold  of  Leuthold  Wee- 
den  Capital  Management. 
Take  June  28.  Traders  piled 
into  Cubes  when  trading  in  Microsoft 
Corp.  was  halted  after  a  court  ruling. 
Microsoft  shares  account  for  11%  of 
the  Nasdaq,  and  the  betting  was  that 
when  they  resumed  trading,  the 
stock  would  jump,  pushing  up  the 
price  of  the  Cubes. 

As  Cubes  trade  more,  institutions 
see  more  ways  to  use  them.  They 
have  become  so  liquid  that  mutual- 
fund  managers  are  increasingly  sub- 
stituting them  for  cash  they  keep  on 
hand  to  meet  redemptions,  says  Avi 
Nachmany,  research  director  at 
Strategic  Insight  Mutual  Fund  Re- 
search &  Consulting. 

Cubes  go  a  long  way  helping  in- 
vestors big  and  small  trade  tech 
stocks.  Now,  if  only  they  would  fore- 
cast a  rally. 


Henri)  covers  the  markets. 
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COULD  GITI  MAKE  MONEY 
BY  SENDING  MONEY? 

Iransferring  funds  is  lucrative,  but  the  market  is  tight 


BANKING 


When  Citigroup  bought  Mexico's 
Banamex  bank  in  May,  the  New 
York  financial  conglomerate  said 
t  would  use  the  purchase  to  market  to 
fiispanics  in  the  U.  S.  Citigroup  hasn't 
said  how  it  will  do  so,  but  analysts  say 
t  needs  to  roll  up  its  sleeves  and  get  to 
work  in  the  highly  profitable  and  fast- 
jrowing  money-transfer  business.  Al- 
•eady,  Banamex  branches  are  pickup 
joints  for  a  large  slice  of  the  funds 
yansferred  to  Mexico  by  immigrants. 

But  the  big  bucks  are  in  the  transfer 
business  itself.  It's  dominated  by  just 
;wo  players:  Western  Union  Financial 
Services  Inc.  and  MoneyGram  Payment 
Systems  Inc.,  who  claim  almost  90%  of 
;he  $41  billion  a  year  in  money  transfer 
Jusiness.  The  two  units  earned  nearly 
J0%  profit  margins  for  parent  companies 
First  Data  Corp.  and  Viad  Corp  in  2000, 
ilthough  pressure  from  local  government, 
;lass  action  litigation,  and  competition 
Vom  mom-and-pop  shops  has  driven 
town  fees  to  Mexico  since  December. 

Fueling  the  profits  are  hefty  fees  paid 
jy  some  of  the  country's  lowest-paid 
vorkers.  The  vast  majority  are  immi- 
'P*ants  who  send  money  back  home  to 
•amilies  they've  left  behind.  And  it  costs 
;hem  dearly.  Using  Western  Union  to 


send  $500  from  the  U.S.  to  Haiti,  for 
example,  costs  $43 — more  than  a  day's 
pay  at  minimum  wage.  Most  customers, 
though,  have  no  alternative.  Few  have 
bank  accounts.  And  banks  don't  offer 
to  transfer  money  in  15  minutes  or  less, 
as  MoneyGram  and  Western  Union 
promise,  or  accept  transactions  from 
people  who  can't  prove  that  they're  le- 
gal immigrants. 

It's  not  easy  to  break  into  the  busi- 
ness, as  Citigroup  well  knows.  Back  in 
1986,  Citicorp  invested  $10  million  to 
launch  its  own  stand-alone  money-trans- 
fer business.  The  game  plan  was  simple: 
The  bank  would  undercut  the  competi- 
tion by  20%.  By  | 
March  of  1998,  Citi- 
corp had  scrapped  the 
plan  because  Western 
Union  had  snared  ex- 
clusive contracts  with 
most  of  the  huge  net- 
work of  independent 
outlets  that  collect  and 
pay  out  the  money  it 
transfers.  Now,  West- 
ern Union  controls 
three-quarters  of  the 
worldwide  market,  ac- 
cording   to    Spencer 


SENDING  IT  ALL  BACK  HOME 


'90  '95 

A  BILLIONS  OF  DOLLARS 

Data:  The  Nikon  Report 


ACROSS  THE  WIRES 

Immigrants  pay  big  fees  to  send 
cash  to  relatives  in  other  countries, 
like  these  women  in  Mexico 

Nilson,  founder  of  hsn  Consultants  in 
Oxnard,  Calif.  Hard  to  believe,  but  the 
industry  was  once  even  more  concen- 
trated. Western  Union's  parent,  First 
Data  Corp.,  bought  MoneyGram  from 
American  Express  Co.  in  1995,  but  was 
forced  by  antitrust  regulators  to  divest 
the  business  . 

Already,  the  two  leading  players  are 
so  far  ahead  that  any  competitor  will 
have  to  invest  big  to  catch  up.  Western 
Union  has  101,000  agents  worldwide, 
MoneyGram  37,000.  In  the  U.S.,  the 
two  have  signed  up  everyone  from 
check-cashers  to  grocery  stores  to 
Kmarts  and  7-Elevens.  Outside  the 
country,  local  law  often  requires  them  to 
have  a  relationship  with  a  bank. 

U.S.  banks  have  been  scrambling  to 
set  up  online  person-to-person  payment 
systems,  like  Citigroup's  c2it  or  inde- 
pendent PayPal,  that  could  someday  re- 
place traditional  money  transfer.  They 
boast  5%  fees  and  "send  anytime"  con- 
venience. But  unlike  traditional  money- 
transfer  operators,  they  take  days,  not 
minutes,  to  send  cash.  They  often  re- 
quire both  participants  to  have  a  bank 
account,  debit  card,  or  credit  card,  and 
they're  only  accessible  online. 
KEY  STRATEGY.  Citigroup  clearly  needs 
to  scrutinize  the  competition  before  tak- 
ing a  second  stab.  MoneyGram's  busiest 
office  is  in  New  York's  predominantly 
Dominican  Washington  Heights  district. 
One  recent  Sunday,  the  temperature 
was  92F  in  the  shade,  but  on  the  corner 
of  181st  Street  and  Juan  Pablo  Duarte 
Blvd.,  a  MoneyGram  rep  coolly  handed 
out  glossy  pamphlets  adorned  with  the 
American  flag  and  the  title  Immi- 
gration: Preguntas  Y  Respuestas  (Im- 
migration: Questions  and  Answers).  The 
spacious  store  sells  everything  from 
money  transfers  to  rental  cars,  phone 
cards,  and  plane  tickets,  in  Spanish 

Ironically,  the  "everything  under  one 
roof  strategy  that  U.  S.  banks,  espe- 
cially Citigroup,  have 
struggled  to  sell  to 
customers  has  been 
alive  and  well  in 
Spanish-speaking  ar- 
eas such  as  Washing- 
ton Heights  for  a 
decade.  Customers  can 
take  care  of  finances, 
insurance,  legal  advice, 
and  travel  at  the 
same  store.  They  just 
pay  more  for  it. 

By   Heather   Tim- 
mons  in  New  York 
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INVESTING  FOR 

WOMEN,  DIVORCE 

AND  PENSIONS, 

A  FUND'S  RETS 


A  Feast  of 

Financial 

Seminars 


Which  offer  women  the  most? 


BY  SUSAN  SCHERREIK 

On  a  June  evening  at  Founders  Hill  Brew- 
ing Co.  in  the  Chicago  suburb  of  Downers 
Grove,  111.,  Lisa  Kueng  ticked  off  sobering 
facts  to  some  50  working  women.  "The 
average  age  of  widowhood  is  56,"  she 
said,  "and  25%  of  all  women  go  through 
their  husband's  benefits  in  two  months." 
Breaking  the  silence  that  ensued,  Kueng,  who 
presents  the  "Smart  Women  Finish  Rich"  semi- 
nars for  Van  Kampen  Investments,  assured  the 
women  that  they  can  take  steps  to  prevent  fi- 
nancial crises.  Over  the  next  hour,  she  gave  tips 
on  money  management,  from  calculating  net 
worth  to  boosting  savings.  Afterward,  Suzanne 
Sterr,  38,  a  part-time  nurse  from  Lisle,  111., 
vowed  to  increase  contributions  to  her  tax-de- 
ferred retirement  plan.  "This  really  opened  my 
eyes,"  she  said. 

A  decade  ago,  investing  seminars  geared  to 
women  barely  existed.  Today,  they're  all  the 
rage,  thanks  to  a  financial  services  industry  eager 
to  offer  such  events  free  or  at  minimal  cost  as  a 
way  to  cultivate  new  business.  Also  contributing 
to  the  trend:  Women  of  all  ages  and  incomes  in- 
creasingly are  seeking  information  to  help  them 
make  smart  money  moves.  "I  call  it  the  New 
Feminism,"  says  Alison  Winter,  who  oversees 
women's  seminars  for  wealthy  clients  at  North- 
ern Trust,  a  Chicago-based  bank.  "Freedom  for 
women  today  means  financial  independence." 

Exactly  how  good  is  the  financial  advice  at 
these  sessions?  To  find  out,  BusinessWeek  re- 
porters attended  nearly  two  dozen  women's  in- 
vestment seminars  in  the  past  three  months. 
We  played  investing  games  with  chocolate  kisses 
at  a  Charles  Schwab  office  in  Staten  Island, 
N.Y.  We  nibbled  watercress  and  tomato  sand- 
wiches after  Salomon  Smith  Barney  experts 
talked  stocks  at  a  tony  Fifth  Avenue  boutique  in 
Manhattan.  We  heard  TIAA-CREF  speakers  at  the 
University  of  Michigan  in  Ann  Arbor  urge  young 
women  to  start  saving  for  retirement. 

Our  conclusion:  The  seminars  are  by  and  large 
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MRP 

Women  It's  Time:  Secure 
A  Better  Financial  Future 


800-424-3410 
www.aarp.org/money 


AMERICAN  EXPRESS 

Financial  Well-Being 
What  Every  Woman 
Should  Know 


Call  local  advisers 
www.americanexpress.com 
(click  Financial  Services) 
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advanc 
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CHARLES  SCHWAB 

Women  Investing  Now 


877-561-5445 
www.schwab.com/women 


Beginn 
mediat 
asset 


CHICKS  LAYING 
NEST  EGGS 


877-828-5669 

www.chickslayingnest- 

eggs.com 


n  n 


DREYFUS 

Taking  Control 
ot  Your  Finances 


Call  local  brokers 
www.dreyfus.com 


Begini 


FINANCIAL  FINESSE 


415-503-1250 
www.financialfinesse.com 


Beginr 
advan 


INVESC0  FUNDS 

Sex  Matters!  Women: 
Take  Charge  of  Your 
Financial  Future 


800-525-8085 
www.invescofunds.com 


Interm 


MELLON  PRIVATE 
ASSET  MANAGEMENT 


Call  regional  offices 
www.mellon.com 


Advam 


* 


fcp 


MERRILL  LYNCH  You  and 

Your  Money:  A  Financial 
Seminar  for  Women 


Call  local  branches 
www.merrilllynch.com 


Begini  \ 
advan 


MFS  INVESTMENT 

LifePlanning:  A 
Program  for  Women 


800-637-2929 
www.mfs.com 


Depen 
audier 


MSM0NEY.COM 

6  Steps  to  Reach 
Financial  Security 


415-401-1770 
www.msmoney.com 
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session  Communities  $20  for  all  A,  R,      Nurturing  seminars  that  cover 

t  in  2001  in  42  states  sessions  G,  E       the  A,  B,  Cs.  Written  materials  useful 

and  materials  and  easy  to  understand. 


rtion  of 
lEx  offices 


Local  AmEx 

offices 

nationwide 


Free 


A,  R,      Informative  Web  site.  Seminar 
G,  E       brochure  includes  worksheets  that 
help  define  financial  goals. 


<r  monthly, 

'g 
ind 

Communities 
with  Schwab 
branches 

Free 

A,  R, 
G 

Seminars  and  written  materials  useful. 
Web  site  offers  many  tools,  but  some 
available  only  to  top  clients. 

face 

5  monthly; 
sminars 

monthly 

Major  cities 

$40  for  face-to- 
face.  No  cost 
for  online.  Re- 
quired book:  $25 

A,  R, 
C,  G 

Much  of  program  geared  to  starting 
investment  clubs.  Participants  learn 
to  read  company  financial  statements. 

rtion  of 
ikers 

Cities  where 
brokers  are 
located 

Free 

A,  R, 
G 

Useful  PowerPoint  presentation. 
Aimed  at  Dreyfus  clients.  Follow-up 
with  broker  if  client  wants. 

or  every 
e  iths,  depend- 
ication 

15  major 
cities 

$75,  with  $30 
off  for  filling  out 
online  survey 

A,  R, 
G 

Geared  to  25-to-45-year-olds  who 
need  intro.  One-on-one  follow-up  with 
adviser.  Telephone  helpline  available. 

year 
ir 

Major  and 

midsize 

cities 

Free 

A,  R, 
G 

Relatively  large  classes  of  up  to  50  in 
Denver  and  about  200  at  trade  shows. 

i  rtion  of 
ikers 

In  25  cities 
with  regional 
offices 

Free 

A,  R, 
G,  E 

Aimed  at  clients  or  potential  ones 
with  $1  million  in  assets.  Seminar 
topics  and  materials  vary  by  location. 

e  rtion  of 
i  inches 

Communities 
where  branches 
are  located 

Free 

A,  R, 
G,  E 

Personal  follow-up  meetings  available. 
Specialized  seminars  address 
financial  planning. 

i  y,  by  insur- 
t  npanies, 
ind  other 
f  products 

Where  sellers 
of  MFS 
products  are 
located 

Free 

A,  R, 
G,  C 

Open  only  to  clients  of  MFS  inter- 
mediary. Written  materials  useful, 
especially  the  financial  organizer- 
planner. 

!  Jminars  avail- 
"time.  Finan- 
s  starting 
live  ones. 

Online. 
Live  where 
MsMoney  part- 
ners are  located 

$25  for  online. 
Free  for  clients 
of  firms  offering 
live  seminars 

A,  R, 
G 

Informative  interactive  features.  Well- 
organized  written  materials.  Live 
seminars  to  be  based  on  Web 
seminars. 

t  Allocation 

R=Retirement 

C=College 

G=General  Investing             E=Estate  Planning 

WOMEN& 

MONEY 


useful.  They're  a  terrific  way  to  bone  up  on 
the  basics  or  acquire  more  advanced  knowl- 
edge on  such  topics  as  estate  planning.  To  help 
you  find  a  seminar  suited  to  your  level,  we 
have  assembled  a  list  of  programs  from  20 
groups  (table).  In  addition  to  rating  each  sem- 
inar for  beginner,  intermediate,  and  advanced 
investors,  the  list  offers  contact  information, 
locations  and  cost,  and  summarizes  content. 
How  do  seminars  for  women  differ  from 
|     those  targeting  retirees  and  other  groups? 
In  content,  we  found  little  difference,  es- 
l    pecially  at  the  beginner  level.  The  seminars 
tend  to  cover  a  broad  array  of  topics  im- 
portant to  any  investor.  Many  provide 
worksheets  to  help  you  calculate  net 
worth,  gauge  risk  tolerance,  and  allocate  as- 
sets. Fidelity  Investments,  for  instance,  reports 
high  attendance  by  women  at  its  seminars  but 
sees  no  need  to  hold  seminars  just  for  women. 

What  sets  the  all-women  seminars  apart  is 
their  message.  Virtually  all  stress  the  importance 
of  women  taking  charge  of 
their  finances,  whether  or 
not  they're  married.  The 
seminars  also  urge  women 
to  make  the  most  of  their 
assets,  because  they  tend 
to  earn  less  money  than  men  and  take  time  off 
from  the  workplace  to  raise  children. 

You  can  find  similar  advice  in  investment  books 
and  on  the  Web.  But  women  often  favor  seminars 
because  the  learning  is  up-close  and  personal. 
"Many  women  prefer  to  learn  in  a  group  setting 
where  they  can  bond;  they  like  to  hear  about 
each  others'  experiences,"  says  Barbara  Fallon- 
Walsh,  who  oversees  Vanguard  Group's  women's 
seminars,  which  began  18  months  ago. 
HARD  TO  FIND.  Women  we  met  at  the  sessions 
told  us  they  appreciated  the  nurturing  environ- 
ment, as  well  as  the  general  absence  of  men. 
"You  want  to  be  able  to  ask  dumb  questions 
and  not  feel  men  will  be  snickering  behind  your 
back,"  Carol  Mateen,  a  51-year-old  nurse  from 
New  Rochelle,  N.  Y.,  commented  at  a  recent 
AARP  seminar. 

Surprisingly,  we  never  saw  a  financial  services 
firm  blatantly  plug  its  products.  In  fact,  some 
seminar  sponsors  go  out  of  their  way  to  make 
sure  attendees  aren't  subjected  to  sales  pitches. 
For  instance,  AARP  asks  the  financial  planners 
and  securities  brokers  who  teach  its  seminars  to 
sign  an  agreement  that  they  won't  push  products. 
Sponsors  typically  get  out  the  word  about 
their  seminars  by  inviting  clients  to  events  and 
asking  them  to  bring  a  friend.  However,  you  can 
often  get  on  a  mailing  list  for  upcoming  women's 
events  if  you  call  a  local  brokerage  or  mutual-fund 
office.  Keep  in  mind  that  some  seminars,  such  as 
those  sponsored  by  Vanguard  and  tiaa-cref,  are 
open  only  to  the  employees  of  companies,  uni- 
versities, and  other  organizations  that  use  the 
sponsor's  retirement  planning  services. 

Our  biggest  complaint:  Not  every  firm  makes  it 
easy  to  find  out  about  upcoming  seminars.  We 
contacted  American  Express  and  Oppenheimer- 
Funds;  neither  could  find  us  a  seminar  to  attend 
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MATEEN:  More  at  ease  in  a  women's  group 


in  a  two-month  period.  The 
reason:  Local  financial  ad- 
visers stage  seminars  on 
behalf  of  both  companies, 
so  the  events  aren't  tracked 
at  a  central  location. 

Wealth  may  be  required 
to  gain  entree  to  the  most 
«  sophisticated  seminars.  Mel- 
lon Private  Asset  Manage- 
ment targets  investors  with 
at  least  $1  million  in  in- 
vestable  assets.  Its  women's 
seminars  often  feature  high- 
profile  financial  experts.  In 
May,  attorney  Natalie 
Choate  spoke  to  some  70 
women  about  retirement 
planning  at  a  Mellon  semi- 
nar in  Manhattan.  North- 
ern Trust,  J.  P.  Morgan,  and 
Salomon  Smith  Barney  sim- 
ilarly offer  seminars  aimed 
at  affluent  women. 

Not  all  events  are  spon- 
sored by  financial  companies.  One  of  our  fa- 
vorites, held  in  San  Francisco,  was  offered  by  a 
women's  investment  club  called  Chicks  Laying 
Nest  Eggs.  The  seminar  provides  extremely  use- 
ful information  on  how  to  analyze  a  company's 
prospects  by  reading  its  financial  statements. 
The  best  seminars  were  entertaining  and  in- 
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formative.  A  clear  winner  was 
a  TIAA-cref  event  in  June 
that  drew  about  35  women  of 
all  ages  at  the  University  of 
Michigan.  "The  consultants 
were  smart,  funny,  and  knowledgeable,  and  th 
information  relevant,"  our  reviewer  said.  "The 
hour  passed  before  I  knew  it." 
PACE  VARIES.  We  were  less  impressed  by  a  Sa- 
lomon Smith  Barney  event  in  Manhattan.  Our  re 
viewer  could  barely  keep  up  with  a  rushed  pres 
entation  on  technical  analysis,  the  study  o 
financial  markets  based  on  such  arcane  factors  as 
trading  volume  and  past  price  movements. 

Sometimes,  the  pace  seemed  too  slow.  Oui 
reviewer  gave  high  marks  overall  to  an  AAR 
seminar  consisting  of  four,  two-hour  sessions 
Manhattanville  College  in  Purchase,  N.Y.  Bu 
she  thought  the  first  session,  devoted  largely  t 
outlining  the  course  content,  could  have  offeree 
more  substance. 

Online  seminars  also  are  an  option.  We  espe 
daily  liked  one  at  MsMoney.com.  "The  writtei 
material  is  very  detailed,"  our  reviewer  found 
"and  the  calculators,  quizzes,  and  other  interac 
tive  features  add  a  lot  of  value. 

Seminars  can  be  a  fun  way  to  learn  abou 
finances.  But  their  real  value  is  in  inspirinj 
participants  to  focus  on  money  matters  long  ai 
ter  the  event  ends. 

With  Pallavi  Gogoi  in  Chicag 
and  bureau  report 
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COMPANY/ 
SEMINAR 


PHONE/ 

WEB  SITE 


LEVEL  OF 
SOPHISTICATION 


FREQUENCY 


LOCATION 


COST         TOPICS*      COMMENTS 


.1! 


MORGAN  STANLEY 

Your  Money,  Your 
Future 


Call  local  branches 
www.morganstanley.com 


Intermediate 


Frequently,  at  many 
locations 


Cities  with 
local  branches 


Free 


A,  R, 
G 


Free  personal  consultations. 


I» 


NORTHERN  TRUST 

Financial  Preparedness 


877-531-2098 
www.northerntrust.com 


Advanced 


Periodically,  for 
clients  and  prospects 


81  company 
offices 


Free        A,  R,        Aimed  at  women  with 
G,  C,  E      high  net  worths. 


OPPENHEIMERFUNDS 

Women  and 
Investing 


Call  local  brokers 

www.oppenheimer- 

funds.com 


Beginner 


At  discretion  of  Cities  where 

brokers  that  sell  brokers  are 

Oppenheimerrt  funds      located 


Free  A.  R,  Search  Women  &  Investment  sec- 
G,  C,  tion  on  Web  for  articles  on  invest- 
E  ing.  Book  and  brochure  available. 


m 


PUTNAM 
INVESTMENTS 

Women  and 
Investment  Planning 


Call  local  brokers  Beginner  At  discretion  of  Cities  where  Free         A,  R,         Informative  PowerPoint  presenta- 

www.putnam.com  brokers  that  sell  brokers  are  G,  C,        tion  covers  many  subjects  in  a 

Putnam  funds  located  E  general  way. 


NSESI 


SALOMON  Call  local  branches  Advanced  Formal  seminars  Major  cities  Free        R,  G,        By  invitation  to  clients  with 

SMITH  BARNEY  wwwsalomon-  every  two  months,  with  SSB  E  $100,000  in  invested  assets  and 

The  Women's  smithbarney.com  plus  others  run  by  offices  targeted  prospects.  Follow-up 

Initiative  SSB  consultants  by  advisers. 


TIAA-CREF  Call  regional  offices  Beginner  to  At  least  once  a  Client  hospitals        Free         A,  R,         Informative  seminars  and  written 

Women  and  www.tiaacref.org  (click  intermediate  year  at  many  and  universities  G,  E,         materials.  Telephone  and  one-on- 

Finance  on  Meeting/Counseling)  locations  C  one  counseling  available. 


UES/PAINEWEBBER 


212-713-8511 
www.ubspainewebber.com 


Intermediate 


25  seminars  in  2001      Major  cities 


Free 


A,  R, 
G,  C 


Aimed  at  affluent  women.  Good 
online  educational  center. 


VANGUARD  GROUP 

Women  and 
Money 


Limited  to  client 

companies 

www.vanguard.com 


Beginner 


About  65  a  year 


Companies  with 
Vanguard  retire- 
ment plans 


Free 


A,  R, 
G,  E, 
C 


Search  "women"  on  Web  site  for 
"Women  and  Investing"  guide. 


VAN  KAMPEN 


866-858-4636 
www.vankampen.com 


Beginner 


Weekly  at 
various  locations 


Cities,  towns  with 
financial  advisers 


Free 


R,  G 


Seminars  based  on  Smart 
Women  Finish  Rich  by  David  Bach 


*A=Assel  Allocation 


R=Retitement 


C=College 


G=General  Investing 


E=Estate  Planning 
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Hutting  the  Knot- 
$ut  Not  the  Benefits 

row  to  protect  your  retirement  after  divorce 


t  ANNE 
iRGESEN 


0 


jusan  Dolan  thought  she  had  secured  a  share 
'of  her  former  husband's  retirement  benefits. 
So  why  is  the  67-year-old  Cairo  (N.  Y.)  res- 
ident without  a  pension  today?  As  happens 
to  many  divorced  women,  Dolan  saw  her 
claim  to  her  ex's  benefits  evaporate  when  he 
died  in  1999.  Her  attorney,  it  turned     ■w%nr\-\r\ 
out,  had  neglected  to  make  sure  her     WUJVIjEj]\I& 
monthly  checks  would  continue  after 
his  death.  "I've  seen  cases  where  former 
wives  have  gotten  nothing  at  all,"  says 
George  McCauslan,  whose  San  Francisco  actu- 
arial consulting  firm  specializes  in  divorce  cases. 
If  you  are  divorced  or  separated,  the  key  to 
securing  retirement  benefits  is  to  arm  yourself 
with  an  obscure  legal  document  called  a  Quali- 
fied Domestic  Relations  Order.  A  qdro  estab- 
lishes an  ex-spouse's  right  to  a  portion  of  a  re- 
tirement account.  Indeed,  without  a  qdro  for 
each  account,  it's  virtually  impossible  to  get  a 
dime — never  mind  your  fair  share  (which  is 


generally  50%) — of  the  benefits  your  spouse 
earned  during  marriage  in  401(k),  defined-bene- 
fit,  and  other  retirement  plans  that  qualify  for 
special  tax  treatment. 

"MALPRACTICE  MISTAKES."  QDROS  benefit  account 
owners  by  insulating  them  from  paying  taxes 
on  dollars  that  are  transferred  to  a  former 
spouse.  Still,  it's  the  person  who  earns  less — of- 
ten the  wife — who  has  the  most  to  gain. 

Retirement  accounts  are  worth  fighting  for 
because,  fattened  by  the  bull  market,  they  are  a 
large  part  of  the  average  household's  wealth.  In 
2000,  the  average  401(k)  balance  stood  at  $49,160, 
while  the  typical  family  with  traditional  individ- 
ual retirement  accounts  held  $85,600  in  them. 
When  you  also  consider  the  value  of  defined- 
benefit,  employee-stock-ownership,  and  profit- 
sharing  plans  (not  to  mention  stock  options, 
which  aren't  covered  by  qdros),  it's  easy  to  see 
why  women  who  rely  on  the  old  formula  for 
divvying  up  assets — she  gets  the  house,  he  gets 
the  rest — can  shortchange  themselves. 

QDROs  and  similar  documents  that  di- 
vide retirement  plans  for  government 
||" If     employees  can  be  complicated,  and  not 
}  |)j  I  all  divorce  lawyers  may  be  up  to  the 

task.  It  can  pay  to  hire  a  specialist  to 
draft  the  appropriate  documents.  In  fact,  be- 
cause attorneys  have  been  known  to  make  mis- 
takes that  have  cost  clients  thousands  of  dollars 
in  lost  benefits,  you  may  want  to  take  your 
agreement  for  a  second  expert's  opinion  before 
signing  anything.  "More  malpractice  mistakes 
are  made  with  the  qdro  than  with  any  other 
area  of  divorce  law,"  says  Carol  Ann  Wilson, 
president  of  the  Institute  for  Certified  Divorce 
Planners  of  Boulder,  Colo.,  which  trains  financial 
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planners  to  handle  divorcing  clients'  finances. 
One  big  mistake  is  to  adopt  the  model 
QDROS  that  many  retirement  plans  publish. 
Sample  qdros  don't  always  guarantee  sur- 
vivor benefits,  cost-of-living  increas- 
es, or  a  share  of  a  golden  parachute, 
says  Tim  Voit,  president  of  Voit 
Econometrics  Group  in  Naples,  Fla. 
It's  relatively  easy  to  divide  iras, 
401(k)s,  and  other  accounts  with  values 
that  can  be  read  off  of  quarterly  statements. 
Take  a  man  with  a  401(k)  now  worth 
$200,000— half  of  which  accumulated 
while  he  was  married.  His  wife  can 
generally    expect    to    receive    about 
$50,000,  or  half  the  $100,000  earned  dur- 
ing the  marriage.  That's  because  every  state 
considers  benefits  that  accrue  during  marriage 
the  property  of  both  spouses.  Although  a  di- 
vorcing couple  is  free  to  negotiate  any  split  the 
parties  wish,  if  they  disagree,  the  courts  gener- 
ally take  a  50-50  approach. 

For  the  wife  to  secure  her  share  of  the  hus- 
band's 401(k),  she  must  get  a  QDRO  (or,  in  the 
case  of  an  IRA,  a  court  order)  and  have  it  ap- 


A  QDRO 

Checklist 

A  Qualified  Domestic 
Relations  Order  (QDRO) 
protects  a  divorcing 
spouse's  interest  in 
the  other  spouse's  retire- 
ment assets.  Before 
signing  off  on  a  QDRO, 
you  or  your  attorney 
should  do  the  following: 


gf 

gf 

gf 


Get  your  ex's  authorization  (or  a  subpoena)  to  examine  retirement  accounts 
Don't  assume  the  full  value  of  a  defined  benefit  is  reflected  in  the  statement 

Base  your  share  of  the  defined  benefit  on  the  benefits  that  will  accrue  as  of  your 
ex's  retirement,  not  as  of  the  divorce 

i^/  Demand  key  benefits,  such  as  cost-of-living  adjustments  and  a  share  of  any 
— I  early  retirement  incentives 


gf 
gf 

gf 

gf 


Get  survivor  benefits  that  cover  you  if  your  ex  dies  before  or  after  retirement 
Find  out  what  age  your  ex  has  to  be  in  order  for  you  to  tap  your  benefits 
Roll  over  your  share  of  401(k)  and  IRA  assets  into  a  separate  IRA,  if  allowed 

Have  your  QDRO  approved  by  the  court  and  plan  administrator  before  the 
divorce  is  final 

Data:  BusinessWeek 
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proved  by  the  court  and  the  plan's  administrator. 
The  document  should  say  whether  the  parties 
want  investment  gains  or  losses  shared  equally 
or  disproportionately  until  the  split  occurs,  says 
Marc  Schechter,  an  attorney  at  Butterfield 
Schechter  in  San  Diego.  It's  also  a  good  idea  to 
include  a  clause  reducing  the  husband's  share 
of  the  account  by  the  amount  of  any  loans  or 
withdrawals  he  takes  from  it,  says  Violet  Wood- 
house,  a  Newport  Beach  (Calif.)  attorney. 
SURVIVOR  BENEFITS,  qdros  are  far  trickier  to 
prepare  for  defined-benefit  plans.  The  problem  is, 
it's  difficult  to  calculate  how  much  someone  who 
has  yet  to  retire  stands  to  receive  in  monthly 
pension  benefits.  The  first  thing  to  consider  is 
whether  the  nonemployee  spouse — say,  the 
wife — is  entitled  to  a  share  of  her  ex-husband's 
benefits  as  of  the  divorce  or  as  of  his  retire- 
ment. Generally,  she  has  more  to  gain  by  getting 
a  slice  of  his  retirement-age  benefit  because — if 
he  stays  at  the  company — this  includes  future 
years  of  service  at  higher  salary  levels.  You  may 


have  to  adopt  the  method  generally  used  in  you 
state,  says  Edwin  Schilling  III,  an  Aurora  (Colo 
attorney  who  specializes  in  pensions. 

Next,  the  qdro  must  spell  out  the  formula  t 

be  used  to  divide  the  monthly  check.  Accordin 

to  Schilling,  in  most  states  the  parties  start  b 

calculating  the  fraction  of  the  employee's  caree 

that  took  place  during  the  marriage.  For  exan 

pie,  say  a  man  was  married  for  20  of  the  3 

years  he  worked  at  aerospace  company  Boe 

ing — or  two-thirds  of  his  tenure.  If  he  receive 

$12,000  a  month  in  retirement,  he  mus 

W0MEN&      share  two-thirds  of  that  amount,  <j 

A /I  ft  M  rV     $8,000,  with  his  former  wife,  who  is  ei 

III  U  M  t  T      titled  to  half  of  il'  or  $4',)0°- 

The  beauty  of  this  approach  is  that 

avoids  the  imprecise  exercise  of  valuing  futui 

pension  benefits.  Instead,  you  simply  wait  for  tl 

checks  to  start  and  take  your  share  based  on 

pre-agreed  formula.  However,  if  you  want  1 

keep  the  house  in  return  for  your  share  of  tl 

pension,  you  have  no  choice  but  to  hire  a  valu; 

tion  expert.  (When  you  take  taxes  into  accoun 

such  a  deal  might  make  sense,  says  Ginita  Wa 

a  San  Diego  financial  planner.  That's  becaus 

while  you  don't  have  to  p£ 

taxes  on  up  to  $250,000 

profit  on  the  house,  yc 

owe  ordinary  income  tax< 

on  every  penny  of  retir 

ment  funds.) 

The  next  issue  to  resoh 

is  survivor  benefits.  Wit 

out  this  protection,  yoi 

pension   checks   will    stc 

upon  your  ex's  death.  If  tl 

divorce  occurs  before  yoi 

spouse    retires,    the    pi: 

might  allow  you  to  elect 

so-called  separate  interes 

This  is  to  your  advantaj 

because  it  means  your  be 

efit  will  continue  for  as  loi 

as  you  live.  One  caveat 

your  ex  dies  before  reaching  retirement  ag 

your  benefit  could  be  at  risk.  So  make  sure  yo' 

QDRO  includes  survivor  benefits  in  this  situatio 

If  your  spouse  has  already  retired,  or  the  pi; 

does  not  allow  for  a  separate  interest,  you  w 

receive  a  shared  interest,  which  ties  your  mont 

ly  check  to  your  ex's  longevity.  Even  if  yo 

spouse  elected  a  survivor  benefit  for  you  durii 

marriage,  your  QDRO  must  request  coverage  pos 

divorce.  Again,  make  sure  you  are  protect 

both  before  and  after  your  ex's  retirement.  ( 

contrast,  if  your  marriage  lasted  at  least 

years,  you  are  guaranteed  a  share  of  yo 

spouse's  Social  Security  benefits.) 

Even  if  you  are  already  divorced,  it's  not  t 
late  to  get  a  qdro  or  fix  a  poorly  drafted  or 
Simply  file  an  interim  QDRO  that  claims  surviv 
benefits,  and  follow  up  as  soon  as  possible  with 
fully  prepared  document.  After  all,  for  inai 
women — particularly  those  who  took  time  aw 
from  work  to  tend  to  the  home  front — a  QDl 
may  be  the  only  route  to  a  secure  retirement. 
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BUY-AND-HOLD 
ISN'T  HIS  STYLE 


BY  ROBERT  BARKER 

rb@businessweek.com 

The  Brandywine 

Fund's  Friess  has 
the  unfashionable 
habit  of  picking  up 
and  kissing  off 
stocks  as  fast  as 
he  likes,  without 
making  any 
apologies  for  it 


Brandywine's 


Technology  stocks  now 
make  up  less  than 
10%  of  the 
$7.5  billion  run  by 
Foster  Friess's  firm 
Data:  Company  reports 


JL    ^ 


|oster  Friess  met  his  wife,  Lynn,  four 
decades  ago  at  the  University  of  Wiscon- 
sin, where  she  was  a  Badger  Beauty  and  he 
was  hoping  to  leave  the  dairy  lands  far  behind. 
When  I  first  met  the  Friesses  in  1995  over  Mex- 
ican food  in  Phoenix,  they  still  held  hands  like 
campus  sweethearts.  More  recently,  they  began 
pumping  iron  together  and,  this  March,  became 
grandparents.  Yet  for  all  this  evident  fidelity, 
when  it  comes  to  the  growth  stocks  in  his  $7.5 
billion  portfolio,  Friess  is  a  regular  lothario. 

His  flagship  Brandywine  Fund  returned  7%  in 
2000,  more  than  16  percentage  points  better 
than  the  Standard  &  Poor's  500-stock  index. 
While  it  lost  11%  this  year  through  June,  it 
remains  ahead  of  most  growth-stock  funds, 
which  on  average  sank  14%.  A  key  reason  is 
Friess's  unfashionable  habit  of  picking  up  and 
kissing  off  stocks  as  fast  as  he  likes,  without 
apologies.  If  Friess  keeps  a  stock  more  than  six 
months,  it's  a  long-term  affair. 

Just  listen  to  what  he  told  me  the  other 
day:  "We  don't  subscribe  to  the  theory  that 
'xyz  Co.  is  a  great  company.  It  has  a  30% 
growth  rate  for  the  next  five  years.  Great 
management.  Great  product.'  We  don't  care. 
Look  how  Cisco  Systems  was  telling  every- 
body things  are  great,  and,  within  six  weeks, 
it  just  went  off  the  cliff."  By  dumping  big 
positions  early  last  year  in  such  stocks  as 
Nortel  Networks  at  $71  (now  $9)  and  Nokia 
at  $58  (now  $22),  Friess  figures  he  saved  his 
clients  $1  billion.  "As  soon  as  we  saw  the 
first  wisp  of  any  concern,  we  were  out  the  door." 

Friess  has  by  no  means  proven  error-free. 
He  still  smarts  from  criticism  of  his  1998  dash 
out  of  stocks,  into  cash,  and  back  into  stocks.  Yet 
Friess,  61,  may  be  the  longest-surviving  suc- 
cessful growth-stock  picker,  having  navigated 
markets  for  36  years,  in  his  own  firm  since  1974. 
So  what  does  he  expect  now?  Regardless  of  the 
Fed's  rates  cuts  or  Washington's  tax  cut,  Friess 
doesn't  see  the  environment  for  growth  stocks 
turning  friendly  soon.  "We  think  it  has  the 
potential  for  getting  worse  before  it  gets  better," 
he  said.  "You  have  to  look  at  other  things  rather 
than  just  being  Pavlovian  and  thinking:  'Rates 


are  going  down;  the  market  has  to  go  up. J 
What  Friess  and  his  34  researchers  are  loolf 
ing  for  is  evidence  of  future  earnings  growth.  It 
scarce.  Friess's  M.  O.  entails  schmoozing  wit 
corporate  types  on  quail  hunts  and  golf  coursel 
There,  he  has  been  hearing  ceos  complain  aboi[ 
higher  energy  costs  and  a  glut  of  capacity  that 
making  price  increases  the  stuff  of  dreams.  Tho^ 
hard  realities  figure  to  keep  pinching  profit  i 
gins  for  a  while  to  come. 

As  usual,  some  industries  look  brighter,  ar 
Friess  has  reshuffled  his  portfolio  to  refieJ 
changing  expectations  (table).  Tech  stocks,  twj 
thirds  of  the  portfolio  in  early  2000,  now  make 
less  than  10%,  with  the  notable — and  timely — i] 
elusion  in  April  of  Microsoft.  More  prominei] 
are  tamer  names  such  as  conglomerate  TyJ 
International,  medical  insurers  UnitedHealt| 
Group  and  Tenet  Healthcare,  power  suppli 
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TOP  SECTORS,  SPRING  2000 

i  %  OF  ASSETS 

:  SAMPLE  HOLDINGS 

SEMICONDUCTORS 

23 

j  LSI  Logic 

TELECOM  EQUIP. 

14 

Nokia 

COMPUTERS 

10 

Apple  Computer 

TOP  SECTORS.  SPRING  2001 

\  %  OF  ASSETS 

\  SAMPLE  HOLDINGS 

MEDICAL  SERVICES 

15 

:  UnitedHealth  Group 

UTILITIES 

12 

'■■  Duke  Energy 

ENERGY  SERVICES 

12 

:  Nabors  Industries 

Duke  Energy,  and  supermarket  operator  KrogJ 
It  was  Kroger  execs  who  tipped  Brandywil 
to  Optimal  Robotics,  a  small-cap  stock  that  tl 
fund  bought  in  April  near  $26  a  share.  Based  I 
Montreal,  the  company  sells  to  retailers  an  opl 
cal  scanner,  the  U-Scan  Express,  that  stor 
hope  shoppers  will  use  to  check  themselves  oi 
Sales  in  the  March  quarter  grew  63%,  to  $1J 
million,  and  earnings  jumped  259%,  to  $2.5  m 
lion.  The  stock  has  since  climbed  above  $38, 
most  30  times  estimates  of  next  year's  earninj 
That's  toward  the  high  end  of  valuations 
Friess's  funds.  So  don't  be  surprised  if  he  kiss 
Optimal  Robotics  good-bye.  Overall,  his  stoc 
are  trading  at  18  times  next  year's  estimat 
earnings,  while  the  Street  expects  the  compani 
profits  on  average  to  grow  25%.  That  discipline 
keeping     price-earnings     ratios     well     belc 
prospects  for  earnings  growth  is  what  Frie 
credits  for  saving  his  funds  from  the  tech-sto 
wipeout.  It's  a  lesson  worth  remembering. 


BusinessWeek  online 


For  a  Q&A  with  Foster  Friess,  go  to  barker.online  at 
www.businessweek.com/investor/  and  click  on  "Columr 
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Broadband  is  changing  the 
way  homes  and  businesses  use 
the  Internet.  Improved  speed 
and  high  bandwidth  open  the 
door  to  increasingly  content- 
rich  applications,  and  always- 
on  connection  encourages 
people  to  make  these  services 
a  more  integral  part  of  their 
lives.  An  estimated  two  million  U.S. 
households  already  enjoy  the  advantages 
of  broadband,  and  analysts  predict 
explosive  growth:  Forrester  Research 
expects  that  number  to  grow  to  26 
million  by  the  end  of  2003  and  nearly 
47  million  by  the  end  of  2005. 

The  coming  explosion  is  mobilizing 
equipment  manufacturers,  content 
providers,  and  others  who  hope  to  take 
advantage  of  the  power — and  the  profit 
potential — of  broadband.  What  are  the 
issues  they  face  right  now,  and  what  can 
we  expect  to  see  in  the  future?  These 
questions  were  the  basis  of  BusinessWeek's 
Telecom  Summit  2001  on  Broadband 
Connections,  held  April  25-27  in 
Dallas,  Texas.  The  conference  gathered 
stakeholders  from  across  the  broadband 
community  to  discuss  the  present  and 
the  future  of  broadband. 

Winning  the  Format  War 

Broadband's  three  primary  delivery 
mechanisms — cable,  digital  subscriber 
lines  (DSL),  and  fixed  wireless — are  in 
a  heated  contest  for  market  penetration. 
Cable  and  DSL  now  hold  the  lead.  "It's 
going  to  be  practically  neck  and  neck  — 
but  I  think  cable  is  going  to  rule  the 


residential  market.  It's  going 
to  offer  a  better  proposition," 
according  to  Patti  Reali, 

senior  industry  analyst  with 
Gartner  Dataquest.  Anthony 
Wasilewski,  Ph.D.,  chief 
scientist  of  subscriber  net- 
works for  Scientific-Atlanta, 
agrees  for  many  reasons, 
including  cable's  well-established  rela- 
tionship with  the  American  family. 
"Integrating  the  Web  and  the  TV  gives 
people  instant-on  availability  to  data 
at  a  place  where  they  normally  congre- 
gate as  a  family,  which  seems  to  make 
a  lot  of  sense." 

Small  businesses  may  be  better  served 
by  DSL,  which  has  better  two-way 
abilities  than  other  services.  "DSL  has  a 
distinct  advantage  over  other  technologies 
because  of  its  upstream  capabilities," 
says  Gregory  Williams,  executive  vice 
president  and  COO  of  Prodigy  Commu- 
nications Corporation.  "Because  of  this, 
I  think  that  DSL  has  a  real  opportunity 
to  penetrate  the  small  business,  home 
office,  and  telecommunications  markets 
more  strongly  than  other  formats." 

Wireless  broadband  or  "  fixed  wireless" 
is  a  third  access  option.  Though  wireless 
is  a  minor  player  thus  far,  some  providers 
argue  that  cost  advantages  will  push  it  to 
greater  prominence  over  time.  "It  may 
cost  $  1 00,000  or  more  to  deploy  fiber 
over  a  square  mile.  But  for  some  wireless 
services,  you're  talking  $2,500,"  says 
Jonathan  Mapes,  vice  president  and 
CTO  of  WorldCom's  wireless  solutions 
division.  "We  see  this  as  a  financially 
supportive  model  for  wireless  technology." 
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Dreams  Come  True 


"The  early  Internet  architects  had  almost 
no  vision  of  what  their  creation  would 
do  over  time.  But  they  did  recognize 
that  the  potential  was  fairly  high.  I  think 
we're  at  the  start  of  a  similar  journey 
today  with  broadband,"  says  Thomas 
J.  Engibous,  chairman,  president,  and 
CEO  of  Texas  Instruments  Incorporated. 
"Many  of  us  believe  that  broadband 
and  the  mobile  Internet  will  be  huge. 
Very  few  can  predict  exactly  what  killer 
applications  we  will  see,  but  our  first 
step  is  to  put  the  fundamental  tools  and 
infrastructure  in  place.  Then  the  innova- 
tive applications  that  light  the  match 
that  ignite  this  thing  will  happen  on 
schedule." 

So  how  does  one  pave  the  road  for 
unknown  future  applications?  Therein 
lies  the  problem — and  the  opportunity — 
for  equipment  manufacturers.  "The 
building  blocks  for  mobile  broadband 
present  some  very  special  challenges  for 
all  of  us,"  admits  Engibous.  "We  must 
plan  ahead  so  that  we  can  accommodate 
not  just  the  current  but  the  potential 
applications  of  the  future.  Broadband 
is  a  tremendous  long-term  business 
opportunity,  but  taking  advantage  of 
that  opportunity  and  making  it  real 
begins  with  our  dreams." 


Thomas  J.  Engibous,  the  chairman,  president, 
and  CEO  of  Texas  Instruments ,  delivers  his 
upbeat  keynote  address  which  concluded  the 
200 1  Telecom  Summit. 


Conferees  agreed  that  the 
broadband  marketplace  session, 
chaired  by  Scott  Shuster  (left) 
and  featuring  Mark  Bruneau 
ofADVENTIS,  Gary  Cohen 
of  Global  Crossing,  Kathleen 
Earley  of  AT&T,  and 
Jason  Few  of  SBC,  was  both 
provocative  and  enlightening. 


The  Supply  Bottleneck 

No  matter  what  the  delivery  mechanism, 
people  seem  to  love  broadband.  How  positive 
is  the  buzz?  "In  a  poll,  63%  of  our  customers 
said  they  would  give  up  their  daily  cup  of 
coffee  before  their  DSL  connection,  78% 
said  they'd  give  up  their  newspaper,  74% 
would  give  up  their  AM/FM  radio,  and  59% 
would  give  up  cable  television.  These  are  very 
satisfied  customers,"  says  Jason  Few,  vice 
president  of  broadband  communications 
for  SBC  Operations.  These  satisfied  customers 
are  spreading  the  word,  creating  a  swelling 
mass-market  demand  for  broadband  services. 

Unfortunately  for  the  masses,  broad- 
band is  available  only  in  limited  pockets 
right  now.  Providers  are  rushing  to  expand 
into  new  areas — but  in  doing  so,  they  face 
a  number  of  challenges.  DSL  providers,  for 
example,  must  convince  the  incumbent 
local  exchange  carriers  (1LEC)  to  allow 
competitors  to  use  their  facilities.  Such 
cooperation  is  required  by  law,  but  it  takes 
time.  "We  could  be  rolling  out  and  signing 
up  subscribers  more  quickly  if  we  had  a 
little  more  cooperation  on  the  other  side. 
That's  the  biggest  thing  holding  up  the 
process  right  now,  and  it  certainly  affects 
our  business,"  says  Charles  McMinn, 
chairman  of  Covad  Communications. 

On  the  wireless  side,  Ari  Leppa  general 
manager  of  wireless  routing  for  Nokia, 
identifies  several  technical  issues  affecting 
rollout.  "The  challenges  can  be  categor- 
ized into  three  areas:  cost,  coverage,  and 
scalability.  And  the  initial  rollout  of  any 
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"We  believe  that  wireless  technology  is  the  technology  of 
choice  on  the  home  networking  side." 

Joseph  A.  Crupi,  vice  president,  broadband  communications  group, 
Texas  Instruments  Incorporated 


technology  is  relatively  easy  compared  tx  I 
the  maintenance  and  operational  phase,   r 
You  have  to  be  able  to  bring  more  powei 
to  an  area  without  any  additional  work     ' 
in  the  field,  because  recurring  truck  rolls 
will  kill  your  business  case." 

And  then  there's  installation.  Even 
areas  where  broadband  is  available,  most 
end  users  have  to  be  hooked  up  by  traini  ';' 
professionals,  meaning  a  customer  may 
wait  weeks  for  service.  To  speed  up  the 
process,  says  Len  Lauer,  president  of 
Sprint  Corporation's  global  markets  grot 
"We've  got  to  make  this  much  simpler 
than  it  is  today.  A  customer  needs  to  be 
able  to  go  to  a  retail  store,  buy  the  equip 
ment,  bring  it  home,  and  install  it  in  h 
an  hour.  Self-install  would  not  only  take 
cost  out  of  our  infrastructure,  it  would  ai 
immediacy  to  the  customer's  experience   f ; 
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Filling  the  Pipeline 

While  "last  mile"  broadband  suppliers  a: 
struggling  to  meet  demand,  the  telcos  ai   w 
having  no  such  trouble.  In  recent  years  tl 
have  created  a  huge  bandwidth  pipeline 
perhaps  too  huge,  says  Mark  Bruneau, 
president  and  CEO  of  ADVENTIS. 
"There  has  been  an  enormous  rollout  of   «< 
bandwidth  supply,  but  insufficient  atten 
tion  given  to  the  consumption  of  that 
bandwidth.  Because  of  this  oversupply, 
price  of  bandwidth  is  falling.  Telcos  laid 
out  all  this  pipe,  and  now  they  must  giv 
us  reasons  to  use  it." 


SECTION 


Kathleen  Earley,  president  of  AT&T 
i.i  and  Internet  services  tor  AT&T, 
lagrees  with  Bruneau's  view.  The  strategy 
working,  she  says.  The  proof  is  in  the 
nits:  "We  are  in  our  third  year  of  back' 
jne  deployment.  Our  returns  are  already 
titive,  and  we're  going  to  double  that 
Mtive  number  every  single  year."  Further, 
ys  Earley,  it  is  not  AT&T's  responsibility 

create  content.  Their  job  is  to  build 
e  backbone  that  will  eventually  carry  that 
Kent  "We  provide  the  capability  on  which 
ntent  companies  can  build  their  business, 
may  rake  awhile  tor  rinse  companies  to 
late  compelling  services  that  take  advan- 
ce <>f  the  bandwidth,  but  I  believe  they 
II  show  up  in  the  next  few  years." 

Streamlined  hookup  procedures  will  push 
is  process,  says  Gary  Cohen,  president 
d  <  l  XI  of  Global  Crossing  Solutions, 
vs  the  backbone  capabilities  and  the  last- 
ilc  capabilities  even  out  more  seamlessly, 
,>rc  consumers  will  utilize  broadband.  As 
result,  content  providers  will  be  coming 

market.  Will  they  come  to  everybody? 
:>.  But  they  will  come." 

The  demand  is  certainly  there.  Martin 
2  Pryker,  CTO  of  Alcatel,  notes  that 
Stomers  are  already  begging  Alcatel  to 
d  services  to  its  current  DSL  offering.  "The 
sic  service  will  erode  in  terms  of  revenues 
tour  customers,  and  they  are  asking  us 
create  additional  value-added  services  to 
inimize  this  price  erosion.  We  are  therefore 
fing  to  build  such  services — things  like 
ug-and-play,  wireless  home  networking, 
id  voiceover  DSL — into  our  systems." 


Search  of  the  Killer  App 

Icatel  and  other  broadband  service  providers 
e  unanimous  in  their  desire  to  create  the 
:xt  pervasive  applications,  or  "killer  apps." 

is  not  yet  clear  what  these  applications 
ill  be.  But  in  an  electronic  audience  poll, 
inference  participants  identified  voiceover 
pability,  downloads  (including  MP3s, 
lotos,  and  videos),  and  home  networking 

the  three  applications  most  likely  to 
ach  "killer"  status  among  consumers. 

Will  digital  cinema  be  one  of  the 
'entual  winners?  Doug  Darrow,  business 
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Four  members  of  the  after-dinner  panel  on  broadband 
entertainment  (from  left  to  right) ,  Dave  Schnuelle 
of  Lucas  Films,  Rob  Hummel  of  Sony  Electronics, 
Doug  Darrow  of  Texas  Instruments ,  and  Stephen 
Wildstrom  of  BusinessWeek,  wait  for  Bruce  Kasrel 
of  Forrester  Research  to  join  them  for  what  proved 
to  be  a  lively— and  entertaining— discusssion. 

manager  for  Texas  Instruments'  commercial 
entertainment  division,  hopes  so.  "Digital 
cinema  is  the  digitization  and  digital  trans- 
mission of  movies  to  theaters,"  he  explains. 
"But  really,  that's  just  the  tip  of  the  iceberg. 
It's  about  the  movie  theater  becoming  an 
entertainment  portal,  about  delivering  all 
types  of  entertainment  experiences  to  big 
screen  venues."  Broadband,  Darrow  hopes, 
will  revolutionize  the  theater  experience 
and  forever  change  the  way  people  con- 
sume entertainment. 

In  order  for  this  or  any  application  to 
be  successful,  however,  providers  must 
make  the  experience  comfortable  for  con- 
sumers. "Broadband  is  a  computer-based 
technology,  but  the  last  thing  in  the 
world  you  want  is  for  consumers  to  realize 
that  fact,"  says  Stephen  Wildstrom, 
writer  and  editor  of  BusinessWeek's 
Technology  &  You  column.  "To  the  extent 
that  it's  entertainment,  it  has  to  look  like 
entertainment.  The  less  'computery'  it  is, 
the  more  successful  it's  going  to  be." 

Kip  McClanahan,  founding  partner, 
president,  and  CEO  of  Broadjump,  Inc., 
puts  the  same  concept  in  a  slightly 
different  way,  emphasizing  technology's 
background  role  in  application  delivery. 


"Applications  and  bit-burning  services  are  the  new  value 
drivers  for  the  carrier  and  communications  industry." 

Mark  Bruneau,  president  and  CEO,  ADVENTIS 


As  Big  as  TV 


Over  the  next  five  years,  broadband 
has  the  potential  to  explode  as  rapidly  as 
TV  did  in  the  1940s  and  '50s.  So  says 
the  honorable  Reed  E.  Hundt,  former 
chairman  of  the  FCC  and  author  of  You 
Say  You  Want  a  Revolution:  A  Story  of 
Information  Age  Politics.  "TV  went  from 
7,000  households  in  1946  to  35  million 
households  10  years  later.  And  this  is 
exactly  what  we're  looking  for  in  broad- 
band. The  exact  same  growth  rate,  the 
exact  same  time  period."  But  as  Hundt 
points  out,  the  government  played  an 
essential  role  in  the  TV  rollout.  "The 
country  decided  that  everyone  ought 
to  be  connected,  and  policies  were  put 
in  place  that  made  it  possible  for  TV  to 
get  98%  penetration.  It  wasn't  free- 
market  deployment." 

Broadband  needs  the  same  sort  of  push, 
says  Hundt.  "At  every  level  of  govern- 
ment and  every  level  of  leadership,  we 
need  to  decide  that  we  want  this  new 
medium  to  connect  everybody.  We 
haven't  really  made  that  decision  yet. 
If  we  do,  however,  then  broadband  is 
the  overtaking  medium  of  the  future. 
It  becomes  the  source  of  new  business 
models  and  new  economic  growth, 
and  the  results  will  be  fantastic." 


After  his  opening  keynote  presentation, 
Reed  Hundt,  FCC  Chairman  when 
the  1996  Telecommunications  Act  passed, 
responds  to  a  query  from  conference 
chairman  Scott  Shuster. 
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"We  don't  see  how 
anyone  can  com- 
pete against  the 
incumbents  in  this 
business  without 
converged  services. 
High-speed  data 
service  alone  isn't 
enough." 

Len  J.  Lauer 
president,  global 
markets  group. 
Sprint  Corporation 


"My  objective  in 
life  is  to  make 
broadband  like  the 
microwave.  I  want 
people  to  say, 
'How  did  I  ever 
live  without  it?'" 

Gregory  G.  Williams 

executive  vice  president 
and  COO,  Prodigy 
Communications 
Corporation 


"Ubiquity  of  broad- 
band applications 
is  still  a  couple  of 
years  off.  We  need 
to  reach  a  critical 
mass  of  10  to  15 
million  simultane- 
ous end  users." 

Kathleen  Earley 
president,  AT&T  data 
&  Internet  services, 
AT&T 


"Speeding  up  sub- 
scriber addition  is 
more  about  the 
process  than  the 
demand  or  the 
infrastructure.  We 
have  to  work  out 
a  procedure  for 
getting  a  massive 
number  of  sub- 
scribers hooked  up." 

Charles  McMinn 
founder  and  chairman, 
Covad  Communications 


"Voice  is  not  goi 
to  be  part  of  the 
fixed  wireless 
infrastructure. 
Person-to-person 
communication 
will  be  mobile."  1 

Ari  Leppa 
general  manager, 
wireless  routing 
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Which  app  is  most  important  to  the 
growth  of  broadband  for  business? 

Data 30% 

Video  conferencing 1 1  % 

Web-based  applications 34% 

Voice 16% 

Other 9% 

Other  than  higher  speed,  is  there 
a  'killer  app'  coming  that  will  drive 
more  rapid  deployment  of  DSL? 

Voice  will  remain  the  most  attractive 

additional  feature  of  DSL,  driving 

more  rapid  popular  subscription  .  .  .  28% 

Movies/video 8% 

Home  networking 19% 

Downloads  (MP3s,  photos,  videos).  .  25% 
Pornographic  applications 10% 

Non-specific  teenage  obsession 

with  'more  bandwidth'  5% 

Non-specific  adult  obsession 

with  'more  bandwidth'  5% 

Interactive  polling  provided  courtesy  of 

MERIDtA  Audience  Response  Services, 
Plymouth  Meeting,  PA 
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"Consumers  want  these  services  to  be  fast 
and  reliable,  and  they  don't  care  whether 
the  underlying  technology  is  fiber,  DSL, 
cable,  or  two  soup  cans  connected  by  a  string. 
So  as  you  move  towards  a  mass  market, 
the  technology  has  to  grow  invisible." 

The  Face  of  the  Future 

Developing  that  technology,  of  course, 
requires  capital — a  scarce  commodity  in  this 
business  cycle.  The  Internet  bubble  has 
burst,  and  the  broadband  industry  is  now 
facing  some  hard  financial  realities.  "People 
thought  broadband  was  this  endless  mine 
to  be  dug  into.  There  is  some  gold  down 
there,  but  it  takes  a  lot  of  capital  to  get 
to  it,  and  there's  only  a  few  people  who 
can  do  that,"  says  Adam  Quinton, 
managing  director  and  first  vice  president 
of  Merrill  Lynch  6k  Co.  "This  is  a  capital- 
intensive  game,  and  it  looks  like  the 
big  boys  are  going  to  win." 

Will  that  be  a  disaster  for  innovation? 
Lawrence  Lessig,  Stanford  Law  School 
professor  and  author  of  Innovation  and  its 
Enemies,  sees  that  possibility.  A  world 
where  a  few  players  control  the  broadband 
infrastructure,  says  Lessig,  is  one  in  which 
ideas  are  stifled.  "Broadband  growth 
technologies  return  power  to  the  network 
owner.  They  enable  the  owner  to  decide 


how  the  network  will  work,  how  it  will 
serve  its  customers,  which  content  gets 
served,  and  which  applications  will  be 
permitted  to  run.  And  this  means  that 
innovation  will  be  as  the  network  owne 
wants.  We  won't  have  an  open  environnv 
like  the  one  that  built  the  Internet." 

Lessig's  viewpoint,  however,  may 
be  overly  pessimistic.  If  the  attitude  of 
Joseph  Crupi,  vice  president  of  Texas 
Instruments  broadband  communication; 
group,  is  any  indication,  the  dominant 
players  are  keenly  aware  of  their  respon 
sibility  to  enable  broadband  innovation 
"We  know  that  we  aren't  going  to  create 
all  the  ideas  internally.  So  we're  trying  t 
provide  the  broadband  infrastructure  th 
allows  the  creative  industry  to  develop 
new  applications,"  Crupi  says.  "In  fact,  I 
think  the  challenge  tor  this  industry  is 
keeping  our  minds  open  to  new  ideas  n 
the  ultimate  potential  of  broadband." 

Right  now,  thai  potential  seems  virtu 
unlimited.  The  broadband  explosion  ha 
begun,  and  it  will  only  accelerate  in  yea 
to  come.  It  will  transform  the  informal  n 
landscape — and  change  our  lives  in  the 
process. 

To  view  a  Web  cast  of  the  The  BusinessWeel 
Telecom  Summit  2001,  please  visit  our  Web  | 
at  www.conferences.businessweek.com 
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1AKING  EYES  AT  COOPER 
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y  may  buy 
toper  to  get  into 
smetic  lenses, 
mgry  people  are 
icking  to  AFC's 
ain  of  eateries. 
istle  could  unload 
;  Interstate 
ake  for  a 
etty  penny 


LOOKING 
ROSIER 


For  investors,  the  view  at  contact-lens  maker 
Cooper  Cos.  (coo)  is  getting  clearer:  Hover- 
ing near  their  52-week  high  of  51,  Cooper's 
shares  are  primed  to  hit  even  higher  levels.  So 
says  investment  pro  Dennison  Veru  of  Palisades 
Capital  Management,  who  thinks  Cooper  might 
well  be  swallowed  by  one  of  its  larger  rivals. 

The  stock's  strong  rise — up  from  35  in  mid- 
February — reflects  several  favorable  develop- 
ments: its  recent  victory  in  a  patent-law  suit 
brought  by  Ciba-Geigy's  Wesley  Jessen  unit,  the 
launch  in  June  of  its  "Expression"  lenses — the 
lenses  come  in  various  colors  and  tints — and  the 
possibility  that  Cooper  may 
be  acquired  by  Johnson  & 
Johnson,  the  big  noise  in 
contact  lenses.  Disposable 
color  contact  lenses  make 
up  60%  of  the  entire  cos- 
metic lens  market — and  are 
growing  rapidly.  "Cooper  is 
positioned  well  today  in  the 
fastest  growing  segment  of 
the  contact  lens  market — 
specialty  contact  lenses," 
says  Joanne  Wuensch  of  ABN  Amro.  Cosmetic 
lenses  are  dominated  by  Ciba-Geigy.  Major  con- 
tact-lens makers  Bausch  &  Lomb  and  J&J  aren't 
yet  players  in  cosmetic  lenses,  j&j  may  be  work- 
ing on  a  cosmetic  lens,  say  some  analysts. 

But  Veru  believes  j&j  will  make  a  move  on 
Cooper  instead.  He  figures  Cooper  is  worth  65  to 
70  a  share  to  a  strategic  buyer.  Its  CooperVision 
unit,  which  brought  in  77%  of  sales  in  2000,  makes 
high-margin  lenses.  Cooper's  other  unit,  Cooper- 
Surgical,  with  23%  of  revenues,  makes  health- 
care products,  including  gynecological  instruments. 
J&J  is  No.  1  in  these  two  markets,  notes  Veru, 
and  it  could  expand  both  operations  via  Cooper.  "I 
doubt  that  Cooper  could  compete  well  in  the  mar- 
kets currently  dominated  by  J&J  and  Ciba-Geigy," 
argues  Veru.  He  figures  it  will  earn  $2.40  a  share 
in  2001  and  $2.80  in  2002.  Cooper  declined  com- 
ment on  the  buyout  speculation. 

COOKING  WITH  GAS 
AT  AFC  RESTAURANTS 


JAN.  2,  '01  JULY  3 
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ood  money  can  be  made  investing 
.in  overlooked  restaurants  and 

specialty  retailers,  argues  Roger 
Lipton,  whose  hedge  fund,  rhl  Asso- 
ciates, has  scored  a  21.5%  gain  so  far 
this  year — on  top  of  last  year's  25% 
return — by  investing  in  such  stocks. 
So  he  continues  to  fancy  them.  His 
top  bet  and  a  major  holding:  afc  En- 
terprises (afce),  which  operates  and 
franchises  more  than  3,600  restaurants 
and  quick-service  cafes  in  46  states 


and  28  countries,  afc's  more  popular  outfits  in- 
clude Popeye's  Chicken  &  Biscuits,  Church's 
Chicken,  Cinnabon  bakeries,  and  Seattle's  Best 
Coffee.  Goldman  Sachs  took  afc  public  on  Mar.  1, 
2001,  at  17  a  share.  The  stock  shot  up  to  25  by 
May,  before  easing  to  19.91  in  recent  weeks. 

Lipton  figures  the  stock  could  jump  50%  in  the 
next  6  to  12  months,  based  on  unit  and  sales 
growth  and  what  he  thinks  is  its  low  valuation. 
afc's  overall  unit  growth  has  been  11%  to  13%, 
which  translates,  says  Lipton,  to  a  15%  to  20% 
sales  growth.  The  stock  is  cheap,  he  argues, 
trading  at  15  times  estimated  2001  earnings  of 
$1.20  and  13  times  2002's  $1.54.  AFC  earned  96(2  a 
share  in  2000.  The  stock  sells  at  6.9  times  esti- 
mated 2001  cash  flow  of  $3.13  a  share,  and  5.4 
times  2002's  $3.50  a  share. 

The  reality,  says  Lipton,  is  that  if  the  compa- 
ny sustains  its  sales  and  earnings  growth  rate 
over  the  next  year  or  so,  afc  will  end  up  a  buy- 
out target  of  the  big  restaurant  chains. 

INTERSTATE  BAKERIES' 
ENTICING  AROMA 

Shares  of  Interstate  Bakeries  (ibc),  the 
largest  independent  U.  S.  baker,  have  been  in 
an  upswing  since  April,  rising  from  13  to 
17.  Part  of  the  stock's  spike  last  week  was  due  to 
Sara  Lee's  July  2  announcement  that  it  will  buy 
Earthgrains  at  $40.25  a  share — a  55%  premi- 
um to  its  closing  stock  price  the  day  before. 
Earthgrains  is  Interstate's  largest  rival.  Inter- 
state has  suffered  in  recent  quarters  because  of 
declining  sales  and  high  energy  costs.  It  is  ex- 
pected to  earn  only  98(2  a  share  in  fiscal  2001, 
down  from  $1.31  in  2000.  In  2002,  earnings  should 
hit  $1.25,  partly  because  of  higher  pricing.  Even 
so,  the  betting  is  that  Interstate,  often  rumored 
to  be  a  takeover  target,  will  now  attract  a  high- 
er valuation  in  a  buyout  deal,  says  Charles 
LaLoggia,  editor  of  the 
newsletter  SuperStock  In- 
vestor, which  focuses  on  po- 
tential takeover  stocks. 
Some  29.5%  of  Interstate's 
stock  is  owned  by  Ralston 
Purina,  which  agreed  in 
January  to  be  acquired  by 
Nestle.  Indications  are  that 
Nestle  will  now  be  more 
eager  to  shop  its  Interstate 

Stake   because   Of  the   hefty         Da,3:  Bloomberg  Financial  Markets 

premium  that  Earthgrains  has  fetched.  Nestle 
has  said  it  doesn't  intend  to  hold  on  to  Ralston's 
stake  in  Interstate.  LaLoggia,  who  values  the 
stock  at  25  to  30  a  share,  says  a  major  Mexican 
company  is  said  to  be  interested  in  acquiring 
Interstate. 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:20  p.m.  est  on  CNNfn's  The  Money  Gang. 
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COMMENTARY 

The  Nasdaq  was  the  news  this  week, 
gaining  3.2%  and  wrapping  up  its  first 
positive  quarter  in  over  a  year.  The  over- 
turned Microsoft  decision  and  the  inter- 
est-rate cut  on  June  27  were  elixirs  for 
tech  stocks.  Also,  investors  now  seem 
more  optimistic,  looking  toward  sunnier 
third-  and  fourth-quarter  profits.  The 
Dow  finished  the  week  up  1.3%,  and  the 
S&P  500  gained  1.9%. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


SECTORS 

BusinessWeek  50* 

861.0 

2.4 

-11.3 

-31.6 

BusinessWeek  Info  Tech  100** 
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3.4 
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PSE  Technology 
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S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

First  Call  Earnings  Surprise* 

•First  Call  Corp. 
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S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 
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GROUPS 
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I  Mutual  Funds 

Week  ending  July  2 
I  S&P  500    ■  U.S.  Diversified    BAH  Equity 
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Leaders 

CGM  Focus  9.6 

Eagle  Growth  6.3 

Amerindo  Technology  D  5.8 
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Laggards 
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Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  m 
bonds,  assuming  a  31%  federal  tax  rate. 
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I  THE  WEEK  AHEAD 


INSTALLMENT  CREDIT  Monday,  July  9, 
3  p.m.  edtp-  Consumers  likely  accumulat- 
ed $10.5  billion  of  new  debt  in  May,  after 
taking  on  $13.4  billion  in  April,  says  the 
median  forecast  of  economists  surveyed 
by  Standard  &  Poor's  mms,  a  unit  of  The 
McGraw-Hill  Companies.  Revolving 
debt — comprised  mostly  of  credit-card 
debt— has  accounted  for  $33.4  billion  of 
the  $52.8  billion  in  new  debt  this  year. 

EXPORT-IMPORT  PRICES  Thursday,  July  12, 
8:30  a.m.  edt>  Export  prices  in  June  are 


expected  to  slip  0.1%,  while  import 
prices  are  expected  to  remain  un- 
changed. In  May,  export  prices  fell  0.3%, 
with  an  identical  rise  in  import  prices. 
The  continued  strength  of  the  dollar  has 
made  imports  cheaper  and  exports  more 
expensive  for  the  rest  of  the  world. 

PRODUCER  PRICE  INDEX  Friday  July  13, 
8:30  a.m.  edt>  Producer  prices  of  fin- 
ished goods  in  June  probably  remained 
unchanged  after  rising  0.1%  in  May.  Ex- 
cluding the  volatile  food  and  energy  cate- 


gories, prices  probably  rose  0.1% 
after  advancing  0.2%  in  May. 

RETAIL  SALES  Friday,  July  13,  8:30 
edt>  Retail  sales  are  expected  to 
grown  0.2%  in  June  after  growing 
in  May,  says  the  s&p  mms  survey.  E 
ing  vehicles,  June  sales  are  expect 
have  grown  by  a  similar  0.2%,  afte 
vancing  0.3%  in  May.  Retail  sales 
April  and  May  were  helped  by  high  i 
line  prices,  which  are  now  falling  i    ' 
sponse  to  cheaper  crude-oil  prices 
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50  finished  up  2.4%  this  week,  reversing  the  negative  returns  of  the  prior  week.  Thirty-seven 
iding  up  in  positive  turf.  Buoying  the  index  were  largely  tech  and  telecom  stocks,  benefiting  from  an 
■ch  rally.  EMC  was  the  biggest  gainer,  up  12.1%.  Altera  came  in  second,  up  10.9%  after  announc- 
ob  cuts  and  forecasting  firmer  U.S.  business.  Tellabs  gained  10.8%. 
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uction  index  fell  in  the  most  recent  week.  Be- 
lation  of  the  four-week  moving  average,  the  in- 

D(  or  the  first  time  in  eight  weeks,  from  167.9  to 
ter  seasonal  adjustments,  auto  and  truck  as- 
posted  strong  gains,  as  stronger-than-antic- 

[  mand  continued,  helped  by  incentive  and  dis- 
grams.  Coal  and  lumber  were  also  up  for  the 
el,  electric  power,  crude-oil  refining,  and  rail- 
affic  were  all  down. 
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iW  production  index  Copyright  2001  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real-time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 


T 


BusinessWeek  /  July  16,  2001  97 


Nominate  A 
Historic  Tree. 

American  Forests  seeks  nominations 
of  trees  to  the  National  Register 
of  Historic  Trees.  This  state-by-state 
comprehensive  book  will  recognize 
trees  that  witnessed  lives  and 
events  that  shaped  the  nation,  state 
or  community. 

Every  community  has  a  significant 
tree.  Tell  us  about  yours! 

Nominate  your  tree  online  at 
www.historictrees.org  or  call 
800-320-8733.  Write  to  American 
Forests,  8701  Old  Kings  Road, 
Jacksonville  Florida  32219. 


American 
wrests 

People  Caring  For  Trees 
And  Forests  Since  1875. 


Index  to  Companies 

This  .index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


AAC  Consulting  68 
Ace  (ACE)  90 
Aetna  (AFT)  56 
AFC  Enterprises  (AFCE) 

95 

Alcatel  (ALA)  10 
Alfa  Group  50 
American  Express  (AXP) 

45, 80, 83, 84 
American  Golf  70 
AOL  Time  Warner  (AOL) 

34,48,100 
AT&T  (T)34,48,62 

B 


Banc  of  America 
Securities  (BAC)  56 
Banimex  83 
Bausch  &  Lomb  (BOL) 
95 

Bertelsmann  48 
Boeing  (BA)  87 
Brandywine  Fund 
(BRWIX)  90 
Bristol-Myers  Squibb 
(BMY)  68 

British  Airways  (BAB) 
51 

BroadVision  (BVSN)  46 
Brown  &  Williamson 
(BTI)  43 

C 


Cambridge  Energy 

Research  38 
Charles  Schwab  (SCH) 

84 
Check  Point  Software 

(CHKP)46 

Christian  &  Timbers  62 
Ciba-Geigy  95 
CIBC  World  Markets  68 
CIGNA  (CIG)  56 
Cisco  Systems  (CSCO) 

72, 82, 90 
Citigroup  (C)  83 


ClubCorp  70 
Clubhouse  Capital  70 
Coca-Cola  (KO)  53 
Compaq  Computer 
(CPQ)  34 
Cooper  (COO)  95 

D 


Daikoku  Denki  65 
DaimlerChrysler  (DCX) 

16 

Dannon(DA)12 
Deutsche  Banc  Alex. 

Brown  95 
Deutsche  Telekom  (DT) 

48 

D.R.  Horton  (DHI)  40 

Duke  Energy  (DUK)  38, 

90 

DuPont  (DD)  46 

E 


Earthgrains  (EGR)  46, 

95 
Eastman  Chemical 

(EMN)  38 

Eastman  Kodak  (EK)  72 
eCent  Technology  12 
Economics  Research 

70 

Eli  Lilly  (LLY)  68 
Eminence  Capital  48 

F 


Family  Dollar  Stores 

(FDO)  38 

First  Data  (FDC)  83 
First  Union  (FTU)  40 
FleetBoston  Financial 

(FBF)  45 

Ford  (F)  16, 22, 72 
Forrester  Research 

(FORR)48 
G 


General  Electric  (GE) 
46,81 


General  Motors  (GM) 

16,38 
Global  TeleSystems 

(GTS)  50 
Golden  Telecom  (GLDN) 

50 
Goldman  Sachs  (GS) 

80,95 
Gold  Trust  of  America 

(GTA)  70 
Gorky  Automotive 

Factory  50 

H 


Health  Net  (NT)  56 
Hewlett-Packard  (HWP) 
51,55,62 
Home  Depot  (HD)  70 
Honda  (HMC)  16 
Honeywell  (HON)  46, 81 
HotJobs.com  46 


34,66 

ICG  Communications 
(ICGXQ)  48 

Intel  (INTO  51, 66, 72 
Internet  Security 
Systems  (ISSX)  46 
Interros  50 
Interstate  Bakeries 
(IBC)  95 


John  Hancock  Financial 

(JHF)  80 
Johnson  &  Johnson 

(JNJ)  95 
J.R  Morgan  Chase 

(JPM)  80, 84 
JSC  SeverStal  50 

K 


Kirch  Group  48 
Kmart  (KM)  83 
KPMG  81 
Kroger  (KR)  90 


Lehman  Brothers  (LEH) 

80,81 
Liberty  Media  (LMGA) 

48 

Links  Group  70 
Linksys  23 
Lipton  (PEP)  12 
Lorillard  (LTR)  43 
Lucent  (LU)  10, 72, 81 
Lucky's  58 

M 


McGraw-Hill  (MHP)  96 
Mellon  Ventures  62 
Memora  23 
Merck  (MRK)  68 
Merrill  Lynch  (MER)  80, 
81,82 

Microsoft  (MSFT)  34, 
82,90,100 
Mirant  (MIR)  38 
Mitre  66 

MoneyGram  Payment 
Systems  (Wl)  83 
Monster.com  46 
Morgan  Stanley  Dean 
Witter  (MWD)  38, 43 
Motorola  (MOT)  72, 76 

N 


Nestle  (NSRGY)  12, 95 
Netscape 
Communications 
(AOL)  34 

News  Corp.  (NWS)  48 
Nike  (NKE)  72 
Nokia  (NOK)  16, 46, 72, 
90 

Norfolk  Southern  38 
Nortel  Networks  (NT) 
72,90 

Northern  Trust  (NTRS) 
84 

Northwest  Airlines 
38 


Oppenheimer  Funds  84 
Optimal  Robotics 
(OPMR)  90 

P 


Palisades  Capital 

Management  95 
PEPCom  48 
Pfizer  (PFE)  68 
PG&E  (PCG)  38 
Philip  Morris  (MO)  43, 

81 

Pinpoint  Networks  62 
PricewaterhouseCoopers 

70 

ProSieben  48 
Proton  51 
Publix  Super  Markets 

58 

Q 


Qantas  Airways  (QAN) 
51 

Qualcomm  (QCOM)  46, 
72 


Ralston  Purina  95 
Raymond  James  & 
Associates  38 
RealNetworks  (RNWK) 
34, 100 

Reliant  Energy  (RED  38 
RHL  Associates  95 
R.  J.  Reynolds  (RJR)  43 
RTL  Group  48 

S 


Salomon  Smith  Barney 
(C)  43, 84 

Sara  Lee  (SLE)  46, 95 
Schering-Plough  (SGP) 
68 

Sears  (S)  45 
Siberian  Aluminum  50 
Southern  California 
Edison  (SCE)  38 


Southwest  Airlines 
(LUV)  72 
Strategic  Insight  82 

T 


Tenet  Healthcare  (THC 

90 
Texas  Instruments 

(TXN)72 
Thomson  Financial 

Securities  81 
3Com  (COMS)  72 
3M  (MMM)  38 
TMP  Worldwide  (TMPW 

46 

Toyota  (TNI)  16 
Trigon  Healthcare  56 
Tyumen  Oil  50 

U 


UAL  (UAL)  46 
UnitedHealth  Group 
(UNH)  90 
Uralmash  50 
US  Airways  (U)  46 
V 


VanguardGroup  82 
Verizon 

Communications  (VZ 

62 

Viad  (Wl)  83 
VimpelCom  (VIP)  50 
Voit  Econometrics 

Group  87 

W 


Ti 
N 


Wal-Mart  Stores  (WM 

58 
WellPoint  Health 

Networks  (WLP)  56 
Wells  Fargo  (WFC)  38 
Western  Union 

Financial  Services 

(FDC)  83 
WorldCom  (WCOM)  6J 

Z 


- 


Zurich  Financial  26 


BusinessWeek  (ISSN  0007-7135)  published  weekly,  except  for  one  week  In  January  and  onl 

August,  by  The  McGraw-Hill  Companies,  Inc.  Executive,  Editorial,  Circulation,  - Advi  rtlslnj  I  Ifllj 

1221  Avenue  of  the  Americas,  New  York,  NY  10020.  U.S.  subs  rlbei  rati  $5  I  95  v.".  (anada: 
'f,i,')/yc,ii    I  Vr  iiji  In  .)!•  (i.  »-.t.ij'.'  ■  I '-"'I  .it  New  York.  N  Y  ,  am  I  ,  it  <iddituiii.il  m.illlli,:  nltn  i"     IV.t.it'.r  I 
at  Montreal,  P.Q.  Canada  Post  International  Publications  Mail  Product  Sales  Agreement  No.  24641 
Postmaster:  Send  address  changes  to  BusinessWeek.  P.O.  Box  430,  Hightstown,  N.J.  085f 


98  BusinessWeek  /  July  16,  2001 


Women  in  Business  2001: 

Sharing  the  Vision 


The  15th  Annual  WBDC 
Entrepreneurial  Woman's 
Conference  and  Women's 
Business  &  Buyers  Mart 

The  2nd  Annual  WBENC 
National  Conference 


Join  us 


for  a  spectacular  three-day 
conference  and  trade  fair  for  the 

21st  Century  Woman 
Business  Owner 


presented  by 


September  4  -  September  6,  2001   Navy  Pier,  Chicago,  IL 
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or  more  information  or  visit  www.wbenc.org  or  www.wbdc.org  to  register  online. 


Editorials 


MICROSOFT:  TIME  TO  CHANGE 


What  are  the  economic  rules  of  the  road  for  a  high-tech 
monopolist?  That  is  the  key  policy  question  for  Mi- 
crosoft Corp.  and  Washington  following  the  ruling  of  the 
U.  S.  Court  of  Appeals  that  overturns  District  Judge  Thomas 
P.  Jackson's  decision  to  split  Microsoft  in  two.  The  court  se- 
verely reprimanded  Judge  Jackson  for  criticizing  Microsoft  in 
public  and  failing  to  hold  a  hearing  on  the  breakup  proposal. 
But  it  unanimously  supported  Jackson's  finding  of  fact  that  the 
Windows  operating  system  holds  a  monopoly  in  the  PC  mar- 
ket and  that  Microsoft  used  its  market  clout  to  maintain 
that  monopoly,  thus  violating  the  Sherman  Anti-trust  Act.  We 
have  some  advice  Microsoft  would  be  wise  to  take.  If  it 
doesn't,  it  could  find  itself  enmeshed  in  court  actions  for 
years,  perhaps  with  a  single  judge  overseeing  every  pro- 
posed change  to  its  software  (page  34). 

Microsoft's  core  strategy  has  been  to  bundle  new  fea- 
tures into  Windows,  using  its  monopoly  power  to  push  into 
new  markets.  Consumers  love  the  convenience  of  a  stan- 
dardized operating  system  that  comes  with  applications.  Ri- 
vals complain  they  get  unfairly  frozen  out.  Now  that  two 
courts  have  concluded  that  Microsoft  is  behaving  in  a  mo- 
nopolist way,  it  has  to  change.  It  should  be  allowed  to  con- 
tinue to  bundle  with  abandon,  but  the  courts  should  insist  that 
Windows  is  a  common  carrier  that  must  be  open  to  all  com- 
petitors, much  like  phone  lines  and  cable. 

One  way  to  do  this  would  be  for  the  courts  to  make  sure 


pc  makers  can  configure  software  on  their  hard  drives,  gi\ 
consumers  all  kinds  of  application  choices.  Microsoft  should 
precluded  from  designing  its  operating  system  so  that  cor 
peting  products  are  harder  to  use  (it  should  take  the  sar 
number  of  mouse  clicks,  for  example,  to  use  rival  mec 
players)  or  run  less  effectively  (other  companies'  speec| 
recognition  software  should  run  just  as  smoothly  as 
crosoft's).  The  courts  should  also  ensure  that  Windows 
comes  as  good  a  platform  for  other  companies  as 
Microsoft.  And  for  the  day  when  most  software  is  running 
the  Net,  the  courts  must  make  sure  that  common  links  let ' 
val  software  fit  smoothly  with  Windows. 

Microsoft  also  must  be  precluded  from  using  contracts 
squeeze  out  rivals.  It  has  a  long  history  of  negotiating  exclusij 
deals  with  computer  makers  that  put  its  own  Web  browser, 
rival  Netscape  Navigator,  on  desktops.  Just  recently,  it  tried  | 
get  AOL  Time  Warner  Inc.  to  drop  its  ties  with  RealNetwor 
Inc.  and  instead  use  Microsoft's  Windows  Media  Player  as 
condition  for  featuring  Aol's  products  and  services  on  Windo^ 
xp,  Microsoft's  much-anticipated  new  operating  system,  aol 
the  clout  to  turn  Microsoft  down. 

Microsoft  must  accept  the  legal  finding  that  it  is  a 
nopoly.  As  such,  it  has  an  obligation  to  open  its  operating  sj| 
tern  to  competitors.  If  it  does,  it  should  be  able  to  do  the  ve 
thing  it  says  is  essential  to  its  future — bundle  new  featt 
into  Windows  that  consumers  want. 


THE  MARKETS  ARE  TAMING  ENERGY  PRICES 


Whatever  happened  to  the  energy  crisis?  It's  summer- 
time: Gasoline  was  supposed  to  be  $3  a  gallon,  Cali- 
fornia was  expected  to  be  suffering  through  rolling  brownouts, 
and  the  U.  S.  economy  looked  ripe  for  stagflation  thanks  to  an 
undersupply  of  oil  and  gas.  None  of  this  is  happening  despite 
dire  predictions  from  Washington.  In  fact,  energy  prices  are 
falling  dramatically,  giving  a  boost  to  corporate  profits  and 
consumer  spending.  What  gives?  To  the  surprise  of  most 
policymakers  and  economists,  the  markets  are  working  with 
spectacular  efficiency.  Before  Washington  embarks  on  a  whole- 
sale revamping  of  energy  policy,  it  should  take  note  of  how 
the  markets  are  already  well  on  their  way  to  boosting  supply, 
cutting  demand,  and  lowering  prices.  Drastic  action  doesn't 
appear  to  be  needed. 

Natural-gas  prices  are  down  66%  since  their  peak,  thanks 
to  a  surge  in  drilling  that  has  lifted  production  3%  from  a 
year  ago.  And  it's  the  fuel  of  choice,  because  it  burns  cleaner 
than  coal  and  oil.  Its  price  drop  has  cut  the  cost  of  electrici- 
ty as  well,  since  half  the  U.  S.'s  power  generators  are  fueled 
by  natural  gas.  In  California,  utilities  were  paying  $300  a 
megawatt  on  the  spot  market  a  year  ago.  That's  down  to  $100 
a  megawatt.  Gasoline  prices  are  i.umbling,  too.  Regular  is  av- 


eraging about  $1.54  a  gallon.  More  imports  and  refinery 
pacity  have  sent  inventories  to  a  five-year  high. 

The  markets  are  working  to  increase  generating  capacity  | 
well.  Three  new  power  plants  are  coming  onstream  in  C^ 
fornia  alone  in  coming  months,  and  dozens  more  will  or. 
around  the  country  this  year.  The  real  problem  ahead  may  I 
too  much  generating  capacity,  not  too  little.  Utilities  tr 
have  locked  themselves  into  high-priced  long-term  contra^ 
may  find  themselves  hurting  once  again  (page  38). 

Conservation  is  playing  a  major  role  in  reducing  electr 
ty  demand  now  that  market  forces  are  being  allowed 
work  at  the  consumer  level.  It  took  California  a  year  after 
energy  crisis  began  to  uncap  consumer  rates,  but  oncel 
did,  power  demand  dropped  sharply.  In  June,  it  was  off  if 
from  last  year.  The  sharp  decline  in  the  state's  high-te 
sector,  of  course,  has  also  contributed  to  a  drop  in  deman| 

Not  to  be  overlooked:  The  impact  of  energy  prices 
economic  growth  has  been  grossly  underestimated  over 
years.  Higher  prices  sent  the  U.  S.  into  recession  in  the  "\ 
Lower  prices  helped  sustain  the  boom  of  the  '90s,  and  lj 
year's  surge  added  to  the  current  slowdown.  Now  that  m| 
ket  forces  are  lowering  them  again,  the  effect  is  like  :i  tax 
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Biotechnology 

researchers  call  it 

"golden"  rice. 

For  the  color 
For  the  opportunity. 


/ 


A 


"  When  mothers  and  their  children  eat 
an  adequate  amount  of  vitamin  A  in 
a  daily  meal,  it  could  help  alleviate 
more  suffering  and  illness  than  any 
single  medicine  has  done.  " 

The  excitement  expressed  by  plant 
biologist  Charles  Arntzen  reflects  the 
golden  opportunity  that  many  see  in  a 
new  strain  of  rice  being  developed  with 
biotechnology.  "Golden"  rice  contains 
increased  amounts  of  beta-carotene,  a 
source  of  vitamin  A.  Because  rice  is  a  crop 
eaten  by  almost  half  the  world,  golden 
rice  could  help  relieve  a  global  vitamin  A 
deficiency  that  now  causes  blindness  and 
infection  in  millions  of  the  world's  children. 

Discoveries  in  biotechnology,  from 
medicine  to  agriculture,  are  helping 
doctors  treat  our  sick,  farmers  protect  our 
crops -and  could  help  mothers  nourish 
our  children,  and  keep  them  healthier. 
To  learn  more  about  biotechnology  and 
agriculture,  visit  our  Web  site  or  call  us. 
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Council  For 

Biotechnology 

Information 

# 

good  ideas  are  growing 


1-800-980-8660 
www.  whvbiotech.com 


GETS  how  to  teach  traditional  industries  new  tricks. 

GOT  IT  DONE  for  First  Union  J  by  helping  to  identify  31 
new  economic  opportunities,  from  immediate  cost  savings  to 
customer  acquisition,  growth  and  retention. 

STEVE  JOERN,  IBM  Business  Consultant 
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NTT  DoCoMo's  Mobile  Industrial  Revolution 

Japan's  mobile  phone  market  has  grown  at  a  speed  unmatched  anywhere 
else  in  the  world.  In  May  2001,  the  country's  total  number  of  subscribers 
stood  at  62  million,  nearly  half  the  entire  population,  and  the  figure  is  still 
climbing  steadily.  Alongside  the  increase  in  mobile  phone  users,  the 
mobile  data  communications  market  in  Japan  has  also  expanded  rapidly. 
These  impressive  growth  rates  can  be  attributed  to  the  healthy  competition 
the  market  has  enjoyed  since  1988.  In  the  PHS  sector,  for  example,  there 
have  been  up  to  seven  companies  competing  at  any  one  time  since  the 
category  was  created  in  1995.  Below,  we  take  NTT  DoCoMo,  Inc.  as  an 
example  of  a  Japanese  mobile  phone  company  and  analyze  the  factors  that 
made  it  successful. 


A  dramatic  reduction  in  cost  since 
the  launch  of  services 

One  of  the  reasons  for  the  sharp  growth 
in  Japan's  mobile  phone  market  has 
been  the  reduction  of  fees  and 
charges.  Both  initial  costs  and  running  costs 
have  dropped  year  on  year.  Initial  costs, 
excluding  handset  fees,  have  fallen  to  around 
1/24* '  of  those  when  mobile  phone  services 
first  became  available.  Running  costs  have 
also  fallen,  with  monthly  fees  standing  at 
around  1/5* '  and  call  charges  at  approxi- 
mately 1/4*2  starting  levels.  Furthermore,  the 
pace  of  cost  reductions  has  accelerated, 
especially  over  the  past  five  years,  with 
mobile  phone  companies  slashing  their  fees 
and  charges  every  few  months. 

New  services  create  new  demand 

The  first  mobile  phone  services  were 
based  on  analog  technology,  with 
digital  services  beginning  in  1993. 
Soon  after  the  shift  to  digital  technology, 
NTT  DoCoMo  started  pioneering  the  non- 
voice  mobile  communications  market  through 
the  development  and  introduction  of  new 
services.  Following  the  launch  in  1997  of 
DoPa,  Japan's  first  packet  communication 
service,  the  company  stepped  up  its  efforts  to 
develop  mobile  data  communication  services. 
DoPa  is  now  employed  in  a  wide  range  of 
business  applications,  including  credit  card 
payment  systems  for  laxis. 

In  the  mobile  data  communications  market  for 
individuals,  the  release  of  Pocket  Board 
marked  the  start  of  rapid  growth.  This  mobile 
e-mail  communications  terminal  proved  a  hit 
among  young  women  and  laid  the  foundations 
lor  the  future.  In  February  1999,  i-mode  was 
introduced.  As  a  wireless  Internet  connection 


service,  this  rapidly  achieved  an  unparalleled 
level  of  success.  By  May  2001,  i-mode  was 
being  used  by  24  million  people,  or  some  64% 
of  NTT  DoCoMo's  36  million  subscribers. 
This  monumental  success,  which  far  exceeded 
all  expectations,  was  made  possible  by 
i-mode's  convenience  and  ease  of  use,  as  well 
as  an  affordable  fee  system  that  charges  by 
volume  of  data  transmitted,  not  by  time  spent 
online.  Another  factor  was  that  i-mode  sites 
can  be  developed  using  a  subset  of  HTML, 
the  de  facto  standard  language  for  Internet 
websites,  making  it  easier  for  information 
providers  to  convert  HTML-based  homepages 
to  i-mode  sites. 

Today,  NTT  DoCoMo  continues  to  work 
toward  increasing  mobile  phone  use  through 
the  development  of  new  services.  M-stage, 
one  of  the  company's  latest  innovations, 
takes  advantage  of  the  PHS  network's  64kbps 
data  speed  to  distribute  music  and  images  to 
compatible  terminals,  and  also  lets  users  send 
e-mail  with  attached  video  image  files. 

Shrinking  phone  sizes 

Based  on  the  belief  that  mobile  phone 
terminals  would  eventually  become 
wearable,  NTT  DoCoMo  has  long  been 
researching  ways  to  reduce  their  si/e  ami 
weight.  One  milestone  was  a  terminal  released 
in  1991  that  was  the  smallest  and  lightest  in 
the  world  at  the  time.  Today,  weights  have 
shrunk  from  the  9()()g  of  early  models  to  a 
mere  57g,  while  dimensions  are  down  lo  just 
58cc.  There  have  also  been  steady 
improvements  in  performance.  Typical 
standby  times,  lor  example,  have  increased 
over  80-fold,  from  just  6  hours  to  500  hours. 

Continuous  call  times  have  more  than 
doubled,  from  (>o  minutes  to  its  minutes, 


For   a   borderless   w 


Advertisement 


Growing  applications 

At  first,  businesses  only  used  mobile 
phones  when  absolutely  necessary. 
However,  the  introduction  of  digital 
scrv  ices,  such  as  DoPa  and  i-mode,  has 
changed  the  situation.  Today,  businesses  use 
mobile  phones  not  only  for  voice  and  e-mail 
communications,  but  also  as  part  of  corporate 
systems  handling  such  tasks  as  inventory 
control  and  schedule  management.  Mobile 
phones  are  also  now  used  for  commerce, 
allowing  users  to  reserve  airplane  tickets  and 
make  bank  transfers.  There  are  even  vending 
machines  and  car  navigation  devices  that  use 
the  mobile  phone  network  as  part  of  their 
systems.  Furthermore,  digital  mobile  phone 
services  are  finding  applications  in  the  fields 
of  medicine,  which  includes  nursing  and 
remote  medicine.  Mobile  phones  have  also 
begun  to  play  a  part  in  the  monitoring  of 
natural  disasters,  such  as  volcanic  eruptions, 
earthquakes  and  landslides. 

3G  mobile  phone  services 

May  2001  marked  a  milestone  in  the 
development  of  mobile  communi- 
cations. That's  when  NTT  DoCoMo 


I 


unveiled  its  third-generation  service  in  Japan. 
Known  as  FOMA*  introductory  phase  and 
empowered  by  IMT-2000-compliant  W-CDMA 
(Wideband  Code  Division  Multiple  Access), 
this  new  service  brought  the  power  of  3G  to 
individual  and  corporate  users  meeting 
necessary  criteria  in  the  Tokyo  area  by 
providing  them  with  4.500  terminals.  This 
service  has  been  exceptionally  well  received 
and  attracted  more  than  147,000  applications, 
a  number  that  illustrated  the  high  expectations 
people  hold  for  NTT  DoCoMo  and  its  FOMA 
service.  This  tremendous  response  also 
prompted  NTT  DoCoMo  to  distribute  500 
more  terminals  than  its  original  target  of  4,000. 
NTT  DoCoMo  will  use  the  introductory  phase 
to  assess  the  performance  of  its  3G  system, 
which  presently  employs  200  base  stations  and 
other  advanced  facilities,  and  consider 
customer  feedback  prior  to  service  expansion 
in  October.  The  FOMA  service  has  the  power 
to  support  high-speed  data  communications 
and  will  serve  as  a  platform  for  new  forms  of 
e-commerce,  including  music  and  video  dis- 
tribution services.  It  will  enhance  the  efficiency 
of  corporate  systems  through  applications  for 
customer  resource  management  and  sales,  and 


will  even  have  implications  for  medical, 
emergency  and  other  social  service  systems. 
FOMA  is  also  based  upon  a  world  standard;  it 
has  the  potential  to  realize  a  borderless 
broadband  environment,  and  the  power  to 
change  the  face  of  mobile  communications. 

Creating  borderless  communications 

In  the  future  envisioned  by  NTT  DoCoMo, 
all  areas  of  life,  whether  business  or 
pleasure,  will  be  positively  impacted  by 
the  power  of  borderless  global  communica- 
tions, live-action  video  on  mobile  terminals, 
and  even  mobile  control  of  home  and  office 
appliances.  By  steadfastly  challenging  the 
mobile  frontier  in  a  manner  that  people 
everywhere  can  embrace,  NTT  DoCoMo  is 
working  towards  a  brighter  future  for 
everyone  —  and  has  only  just  begun. 


January      M-stage  music  service  begins. 
»  February    i-aPPU' *  service  begins, 

w   2001   May  FOMA  -  introductory  phase  begin 


•  2000 


March 


February    i-mode  service  begins.  1999  0 

August       i-mode  subscribers  pass  1  million. 


Satellite  packet  communications  service  begins. 

i-mode  subscribers  pass  5  million. 
April  Changes  official  corporate  name  to  NTT  DoCoMo.  Inc 

August        i-mode  subscribers  pass  10  million 
November    i-mode  subscribers  pass  IS  million. 

FOMA  announced  as  name  of  W-CDMA-based  next-generation  mobile 

phone  service. 
December    M-stage  visual  service  begins 


February  Mobile  phone  subscribers  pass  10  million  (NTT  DoCoMo  group)     1997  0 

March  DoPa  packet  communications  service  begins. 

April  International  roaming  service  begins. 

June  Short  Mall  service  begins. 

August  DoPa  Internet  service  begins. 


•  1998 

March  NTT  DoCoMo  R&D  Center  completed 

August  Mobile  phone  subscribers  pass  20  million  (NTT  DoCoMo  group) 

September  International  phone  service  begins 

Oclober  Stock  listed  on  Tokyo  Stock  Exchange  1st  Section. 


April    High-speed  9.600bps digital  data     19950 

communications  service  begins. 
July     PHS  service  begins. 


March      Satellite  mobile  phone  service  begins. 
June         Mobile  phone  subscribers  pass  6  million 

(NTT  DoCoMo  group). 
October    Succeeds  in  W-CDMA  transmission  test 

at  3S4kbps-2Mbps. 


July  NTT  Mobile  Communications      1992  0 
Network.  Inc.  begins  operation 


•  1991 


1 993  February     Mobile  phone  subscribers  pass  t  million  (NTT  DoCoMo  group) 
March         Digital  mobile  phone  service  begins. 


April     Ultra-small  mobile  phone  "mova"  released 


December    Mobile  phone 
subscribers 
pass  500,000 
(NTT  group). 


1990  • 


W   1989  September     Mobile  phone  subscribers  pass 
300,000  (NTT  group). 


December  New  common     1988  0 
carriers  start 
entering  market. 

0  1987  April     Mobile  phone  service  begins  (NTT). 

May      Mobile  phone  subscribers  pass  100,000  (NTT  group). 


*FOMA  (Freedom  Of  Mobile  multimedia  Access)  is  the  name  used  in 
Japan  for  NTT  DoCoMo  W-CDMA  services. 
**i-aPPLI  is  the  name  used  in  Japan  for  NTT  DoCoMo's  Java-based 
i-mode  service. 

*1  Compares  initial  costs  and  monthly  fees  in  April  1987  with  those  in  June  2001 
(the  1987  contract  deposit  was  not  included  when  making  the  comparison). 

*2  Call  charges  in  June  2001  (plan  A  contract)  compared  with  charge*  in  April  1987 
using  an  800  MHz  mobile  phone,  calling  to  an  ordinary  phone  within  the  DoCoMo 
service  area  on  a  weekday  daytime 


NTT  DoCoMo,  Inc. 


www.nttdocomo.com 


lnfiniti.com/QX4NavigationSystem 

A  network  of  24  highly  calibrated  global-positioning  satellites  to  guide  you. 
3-million  miles  of  U.S.  roadways  to  explore.  This  way  to  the  future. 
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Bandwidth  is  exploding. 

Data  is  growing  out  of  control. 

New  devices  are  creating  logistical  nightmares. 

Will  the  opportunities  never  end? 


|he  Net  is  having  a  tremendous  effect  on  business, 
which  gives  you  a  great  opportunity  to  push  it, 
stretch  it  and  break  out  of  the  box.  It's  a  moment 
when  you  can  capitalize  not  just  on  today,  but  on 
the  possibilities  of  tomorrow.  It's  your  opportunity 
to  go  way  beyond  the  impossible  and  take  it 
to  the  nth. 

The  way  to  get  there  is  by  thinking  about 
your  infrastructure  differently,  by  working 
with  the  best-of-breed  partners  out  there 
to  create  an  open,  flexible  foundation  upon  which 
you  can  expand  in  any  direction.  To  take  your 
business  to  the  nth.  That's  where  Sun  can  help. 
From  the  industry's  best-selling  network-based 
systems  to  our  open  and  comprehensive  Sun"  ONE 
(Open  Net  Environment)  software  architecture  to 
the  vast  array  of  partnerships  and  programs  we 
have  lined  up  ready  to  serve  you,  Sun  has  what 
you  need  today  to  tackle  opportunity  and  wrestle 


it  to  the  ground.  We've  been  building  our  products 
and  technologies  around  the  idea  of  the  network 
all  along.  So  they  are  easily  integratable  across 
multiple  platforms,  products  and  services.  And  since 
open  standards  are  in  our  DNA,  they'll  integrate 
with  your  systems  more  simply,  more  easily 

and  faster  than  anything  else  out  there. 

Our  products  and  solutions  are  the  power 

tools  that  are  nth  ready. 

Are  there  other  choices  out  there?  Sure, 
there  are  lots  of  ways  to  get  locked  into  propri- 
etary solutions  and  shut  off  from  the  leaders  of 
innovation.  There  are  solutions  so  complex  they 
require  whole  teams  of  "people  who  get  it"  just 
to  make  them  work.  That's  not  our  way.  We're 
all  about  choice  and  helping  you  succeed.  We 
and  our  partners  want  to  team  with  you,  not 
compete  with  you.  So  let's  hit  the  gas,  light  the 
candle  and  take  your  business  to  the  nth. 
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Sun  ONt  (Open  Net  Environment) 

Sun  ONE  is  an  integratable  soft- 
ware architecture  with  a  line  of 
products  available  today  to  help 
you  create,  assemble  and  deploy 
smart  Web  services.  Backed  by 
leading  software  companies, 
Sun  ONE  is  an  open,  standards- 
based  platform  that  draws  on 
the  industry's  most  established 
APIs,  technologies  and  protocols. 


Systems 

With  the  #1  rated  UNIX'oper- 
ating  environment,  Sun  systems 
are  built  for  mission-critical 
environments.  They  are  100% 
binary-compatible,  making 
migration  and  integration  seam- 
less, even  in  the  face  of  expo- 
nential growth. 


Professional  Services 

When  it  comes  to  network  com- 
puting, nobody  has  more  experi- 
ence than  Sun.  Our  professional 
services  and  consulting  organiza- 
tion brings  in  the  best-of-breed 
partners  to  build  the  most  inno- 
vative and  tightly  integrated 
solution,  tailored  to  your  specific 
business  needs. 


Partners 

Through  our  iForce"  initiative, 
Sun  helps  you  build  customized 
solutions,  based  on  best-of- 
breed  partners  and  products. 
Plus,  our  SunTone*  Certification 
Program,  an  industry-wide 
program  for  helping  SPs  and 
integrators  deliver  the  highest 
quality  of  service,  helps  you 
achieve  the  highest  return  on 
your  investment. 
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With  Bristol-Myers  Squibb  research, 

a  tiny  pair  of  chromosomes  could  make  a  huge 

difference  to  this  pair  of  Armstrongs. 
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Two-time  Tour  de  France  winner 
Lance  Armstrong,  with  his  son  Luke. 


Five  years  ago,  cyclist  Lance  Armstrong  was  diagnosed  with  testicular  cancer.  It  had  already 
spread  to  his  abdomen,  lungs  and  brain.  But  with  aggressive  treatments,  including  three 
Bristol-Myers  Squibb  medicines,  Lance  conquered  his  cancer.  He  went  on  to  win  the 
Tour  de  France  twice,  and  even  to  have  a  wonderful  son — Luke. 

Today,  there  are  more  miracles  in  store  for  little  Luke  and  his  generation.  At  the 
Bristol-Myers  Squibb  Center  for  Applied  Genomics,  researchers  strive  to  unlock  the  genetic 
secrets  of  breast  and  colon  cancer,  Alzheimer's,  and  diabetes.  Someday — perhaps  someday 
soon — mutant  cancer  genes  will  be  identified,  repaired,  even  "switched  off."  Imagine  the  hope 
this  brings  to  a  cancer  survivor  raising  his  young  son. 

At  Bristol-Myers  Squibb,  we're  leading  the  way  in  new  frontiers  against  disease.  And  little 
Luke — and  all  of  us — could  ultimately  benefit. 


Y^  Bristol-MycrS  Squibb  Company     Hope,  Triumph,  and  the  Miracle  of  Medicine 
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TALK  SHOW  UWe  are  walking  off  the  field  exhausted  and  a 
bit  bloodied,  but  holding  our  heads  high. '5 

— Webvan  Group  spokesman  Bud  Grebey,  describing  the 
company's  Chapter  11  bankruptcy  filing 
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SHERIDAN  PRASSO 

IMAGE  BUILDING 

PRETTY  RAD, 

FOR  AT&T 

IS  THE  END  OF  AT&T  NIGH 
(page  34)?  Not  if  its  image 
makers  have  anything  to  do 
with  it.  BusinessWeek  has 
learned  that  the  company  will 
now  try  to  make  the  brand 
cool  by  emblazoning  AT&T  on  a 
slew  of  high-tech  products — 
not  just  phones  and  answering 
machines.  First  up  this  fall: 
rewriteable  CDs  that  tap  into 
kids'  mania  for  burning  their 
music.  Next,  a  range  of  prod- 
ucts from  voice-activated  re- 
mote controls  and  hearing  aids 
to  flash  memory  and  DVDs. 

With  its  diffuse,  humpty- 
dumpty  image,  AT&T  suffers 
from  lack  of  focus  and  a 
stodgy  reputation.  By  turn- 
ing to  new,  techy  products, 
the  company  will  try  to  asso- 
ciate the  brand  with  "enter- 
tainment, nimbleness,  innova- 
tion," says  Vice-President 
Sara     Lipson.      CDs     and 


SMOOTHIES:  Avanti  phones 

diskettes  will  be  made  in  a 
soon-to-be-announced  deal 
with  Mitsubishi  Chemical's 
Verbatim.  Even  AT&T  phones 
are  undergoing  a  makeover, 
adopting  a  curvy  style 
dubbed  Avanti.  at&t  won't 
release  figures  on  how  much 
money  it  stands  to  generate 
from  licensing,  but  it  will  get 
a  cut  of  everything  sold — 
amounting  in  the  millions. 

Expect  to  see  the  new 
items  in  a  mass  retail  push — 
and  for  come-ons  to  pop  up  in 
phone  bills.  Gerry  Kherrnxmch 


TAXING  MATTERS 

SAME  PAYCHECK? 
BLAME  THE  BOSS 


SO  ITS  FINALLY 
tax-cut  time.  Most 
rebate  checks 
won't  show  up  in 
mailboxes  till  the 
end  of  summer,  but  your  first 
benefits — in  the  form  of  lower 
federal  withholding  on  your 
paycheck — should  kick  in  this 
month.  A  joint  filer,  with  two 
dependents,  making  $130,000  a 
year  gets  an  extra  $57.09  per 
monthly  paycheck. 

There's  just  one  problem: 
It's  up  to  your  company  how 
soon  you  get  those  added  dol- 
lars. Employers  are  supposed 


$8,715.87 


to  have  adjusted  withholding 
as  of  July  1,  but  there's  no 
real  requirement  that  they 
do  so.  The  ms  says  only  that 
companies  "should  begin  us- 
ing the  [new]  withholding 
tables  as  soon  as  possible." 
There    is    no    timetable — 


and  no  penalty  for  laggards.] 
Millions  of  workers  in  com 
panies   whose   payrolls   are] 
done  by  vendors  will  see 
their    money 
right      away 
One  such  ven- 
dor, Paychex 
says  it  has  al- 
ready made  the  change 
for  its  375,000  corporate  cus- 
tomers. But  businesses  that 
cut  their  own  checks  are  like- 
ly to  take  more  time. 

If  your  boss  does  not  ad- 
just your  withholding,  or 
messes  it  up,  you  can  ask  for 
a  Form  W-4  to  fix  it  yourself 
But  remember,  it'll  be  up  tc 
you  to  straighten  things  out 
when  you  file  your  returr 
next  April.  Howard  Gleckmar 


CHINA  WATCH 

TECH  HITS 
THE  GREAT  WALL 

IT'S  HARD  TO  IMAGINE,  BUT 
there's  a  place  hit  harder  by 
the  tech  wreck  than  Silicon 
Valley:  China.  A  year  ago, 
erstwhile  stars  of  the  Inter- 
net were  vying  for  top  place 
in  the  world's  fastest-grow- 
ing market.  Today,  with  pal- 
try revenues,  poor  manage- 
ment, and  sour  investor 
sentiment,  they're  com- 
peting just  to  stay  afloat. 
Netease.com  tried  to  find 
a  buyer,  but  a  deal  with  a 
Hong  Kong  cable  operator 
recently  collapsed.  siNA.com 
fired  its  founder  and  ceo  in 
June  and  is  fighting  him  for 


control  of  its  Chinese  unit 
And  Sohu.com  lost  high 
profile  investors  like 
Intel  after  its  stock 
crashed. 

Even  the  wealthier 
Hong  Kong  companies 
are  calling  it  quits: 
Chinadotcom  on  July 
1  canceled  its  deal  to 
offer  aol  in  Hong 
Kong.  Pacific  Century 
CyberWorks,  run  by 
billionaire  Li  Ka-shing's  son      those  with  deep  pockets  car 


tA^tA-^uA-i 


Richard,  is  retreating  from  its 
Net  strategy  and  sticking  to 
telecoms.  The  coming  months 
will  be  "crucial,"  says  IDC  In- 
ternet analyst  Matthew  Mc- 
Garvey.  "It's  fish  or  cut  bait." 
A  big  problem  is  that  Chi- 
na's online  ad  market  is 
tiny — just  $40  million.  Only 


wait  for  it  to  grow.  Tha 
gives  an  edge  to  Beijing 
backed  companies  such  a: 
Legend  Holdings,  the  com 
puter  maker  that  linked  witl 
AOL  in  July.  In  the  end,  th< 
only  Chinese  dot-coms  to  sur 
vive  may  be  those  owned  b; 
dot-commies.  Bruce  Einhonn 


THE  LIST   THINK  GAS  IS  EXPENSIVE? 


To  put  the 
price  in 
perspective, 
remember 
these  fluid 
numbers 
the  next 
time 

you're  at 
the  pump: 


SNAPPLE 

(16  01.,  $1.29) 

PRICE  PER  GALLON" 

$10.32 


EVIAN 

(9oz.,  $1.49) 

PRICEPERGALLON 

$21.19 


SCOPE 

(8.6  oz.,  $3.19) 
PRICE  PERGALLOn"" 

$47.48 


PEPTO-BISMOL 

(4  oz.,  $3.85) 

PRICEPERGALLON  "" 

$123.20 


LIQUID  PAPER 

(0.6  oz.,  $1.99) 

PRICE  PER  GALLON 

$424.53 


r 


14  BusinessWeek  /  July  23,  2001 


telecommunications 


publishing  and 
education 


wilouh  Geeuje 


Vivendi  Universal  is  proud  to 
welcome  Houghton  Mifflin 
and  the  beloved  character 
Curious  George  to  our  family. 
1  he  focus  of  our  vision?  Together,  to 
become  the  world's  preferred  creator  and 

provider  of  education,  entertainment 
and  personalized  services  across  all 
games  and  internet  distribution  platforms  and  devices. 

Wherever  there's  a  curious  mind 
to  feed  and  imagination  to 
inspire,  you'll  be  seeing 
Vivendi  Universal. 


tv  and  film 


^LLt 


music 


Vivendi 
universal 


www.vivendiuniversal.com 


Up  Front 


VALUES  FUNDS 

MY  FUND  IS  MORE 
CATHOLIC  THAN  YOURS 

MUTUAL-FUND  MANAGERS  CAN 
be  tempted  by  high-octane 
stocks  when  their  investing 
style  slumps,  but  it  usually 
doesn't  pose  a  moral  dilem- 


ma. However,  for  the  $15 
million  Catholic  Values  In- 
vestment Trust  Equity 
Fund,  it  did.  After  the  cvit 
ranked  in  the  worst  1%  of 
10,000  funds  in  1998,  fund 
executives  opted  to  perk  up 
returns  by  buying  growth 
stocks.  When  Microsoft  and 


General  Electric  came  up  as 
prospects,  some  board  mem- 
bers balked:  Microsoft  offers 
domestic-partner  benefits, 
while  GE-owned  nbc  airs 
shows  that  might  offend 
practitioners  of  strict  Cath- 
olic doctrine. 

That     prompted     board 
member  Thomas  Monaghan, 
founder  of  Domino's  Pizza, 
to    walk    out    with    fellow 
board  member  Bowie  Kuhn, 
the  former  baseball  commis- 
sioner. In  May,  they  started 
a   rival   fund,   Ave    Maria 
Catholic  Values  Fund,  with 
money   from   Monaghan's 
Ave    Maria    Foundation, 
which    he    founded    with 
some  $1  billion  in  proceeds 
after  selling  Domino's  in 
1998.  Among  the  conserva- 
tive heavyweights  on  the 
new  fund's  board  is  "pro- 
family"   advocate    Phyllis 
Schlafly. 

While  CVIT  Executive  Di- 
rector Walter  Miller  says 
the  fund  adheres  to  church 
teachings,  he  allows  that 
Monaghan  "may  be  more  con- 
servative than  we  are." 
Meanwhile,  the  CVIT  is  down 
13.7%  this  year.  With  big- 
stakes  in  Intel,  Cisco  Sys- 
tems, Adobe,  and  Sun  Micro- 
systems, it  hasn't  had  a 
prayer.  Mara  Der 

Hovanesian 


DRIVING  AND  DIALING 

Many  states  are  now     ^ 

considering  banning 

the  use  of  handheld 

i 

cell  phones  while        / 
driving.  But  only        / 
half  the  popula- 
tion favors  such 
laws,  according 
to  a  survey  of 
Internet  users 
who  say: 

Data:  i.tfeil 


They  use  a  cell 
phone  while  driving 

with  hands-free  devices 
without  hands-free  devices 


68% 

21% 
79% 


Government  should  regulate 
talking  while  driving  50% 

by  banning  cell  phones  21% 

by  requiring  hands-free  devices  79% 

Government  should  not  regulate 
talking  while  driving  33%* 


300  ADULTS  RANDOMLY  SELECTED  TR0M  ONLINE 
DATABASE  ACCORDING  TO  CRITERIA  REFI ECTING 
U.S.  POPULATION 

'16%  "DON'T  KNOW" 
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NORTH  DAKOTA'S  CHAMBER  OF  COMMERCE  THINKS  IT  HAS 

a  good  marketing  idea:  Drop  the  "North"  and  become 
just  plain  old  "Dakota."  That,  they  say,  will  make  the 
state  seem  less  cold  and  more  appealing  to  tourists  and 
businesses.  They'll  study  the  idea  and  then  make  a  rec- 
ommendation to  the  legislature  by  spring. 

But  the  cost  of  changing  signs,  stationery,  and  govern- 
ment buildings  will  run  into  the  billions.  And  North 
Dakotans  aren't  buying  the  idea.  Visitors  to  the  Bismarck 
Tribune  Web  site  oppose  it  25  to  1.  They  cite  pride  in 
the  state's  heritage  and  a  desire  to  see  the  government 
promote  the  state  as  is.  Admits  Governor  John  Hoeven: 
"We  need  to  market  ourselves  more  aggressively." 
Change,  though,  can  be  expensive:  The  state  spent  $1.8 
million  switching  speed  limit  signs  from  55  mph  to  65, 
says  ex-Governor  Ed  Schafer.  Still,  he  says,  just  plain 
"Dakota"  would  be  "a  fun  idea."  Kimberly  Weisul 


PUDGEBALL  NATION 

NOW  WORK  ON 
YOUR  GUT,  SMEDLEY 

OBESITY  IS  SWELLING  TO 
unprecedented  levels.  Some 
60%  of  U.S.  adults  are  over- 
weight. And  that  costs  com- 
panies an  estimated  $5.5  bil- 
lion a  year  in  lost  pro- 
ductivity due  to  absenteeism 
and  weight-related  chronic 
disease. 

Companies  concerned  with 
cost-cutting  are  starting  to 
recognize  that.  So  thousands 
of  them,  from  Wall  Street  to 
the  Rust  Belt,  are  launching 
or  improving  programs  to 
help  employees  lose  weight. 
"Employers  are  saying  [obe- 
sity] is  a  primary  issue,"  says 
Dr.  David  Hunnicutt,  presi- 
dent of  Wellness  Councils  of 
America,  which  saw  an  over- 
flow crowd  of  corporate  reps 
at  a  recent  conference.  "It's 


an  issue  across  all  sectors. 
Last  year,  Motorola  bega 
reimbursing  health-club  duet 
Union  Pacific  Railroad  is  cor 
sidering  giving  out  pedome 
ters  to  track  workers  aroum 
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the  office,  as  well  as  dispens 
ing  weight-loss  drugs.  Merri 
Lynch  now  offers  Weigh 
Watchers  meetings  and  fre 
quent  cholesterol  and  blooc 
pressure  screenings.  At  Catei 
pillar,  the  Healthy  Balanc 
Program,  says  director  I) 
Richard  Luetkemeyer,  seel 
"to  promote  long-term  liclia\ 
ioral  change."  And  hrallhii 
workers.  Julia  Cosgrm 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront'"  businessweek.com 
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LIBERTY  MUTUAL  NURSE  CASE  MANAGER 
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BUSINESS  RUTO  HOME  LIFE 

\\  Go  ahead,  give  me  your  worst. 
Back  pain.  Broken  bones.  Whatever 
injury  an  employee  suffers,  nothing 
will  stop  me  from  getting  them  back 
on  the  job  as  safely  and  quickly  as 
possible.  By  coordinating  the  doctors, 
employer  and  the  injured  worker,  I 
keep  the  recovery  process  moving. 
And  being  a  Registered  Nurse  with  28 
years  of  experience  helps  me  know 
just  what  an  injured  employee  needs, 
from  medical  care  to  rehabilitation. 
Because  when  it  comes  to  my  job, 
the  more  pain  I  can  deal  with,  the 
better  everyone  feels.  // 


Through  proven  recovery 
programs,  our  experienced  Nurse  Case  Managers  helped  save 
customers  nearly  700,000  disability  days  last  year  alone. 


Liberty 
Mutual 


MICROPROCESSING 


Massive  performance  without  the  massive 
hardware  costs.  Find  out  how  Intel-based  servers  can 
""power  your  enterprise  at  intel.com/ebusiness. 
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IF  A  UTILITY  FIZZLES 

THE  SHOCKS  WILL  CONTINUE 

Your  commentary  "Time  to  cut  this 
utility's  cord?"  (The  Corporation,  July  9) 
suggests  that  Southern  California  Edi- 
son should  declare  bankruptcy  to  allow  a 
"nonpolitical  settlement."  If  sce  is  forced 
into  bankruptcy,  the  11  million  people  it 
serves  will  pay  a  huge  price.  Electric 
system  reliability  and  service  would  like- 
ly be  jeopardized  for  years.  Key  busi- 
nesses would  be  reluctant  to  move  into 
the  region,  which  would  harm  its  econo- 
my. The  parties  can  litigate  forever,  but 
finally  the  only  way  out  of  bankruptcy 
would  be  an  agreement  which  includes 
California  regulators  and  politicians. 

It  would  be  convenient  to  turn  away 
from  working  full  force  to  try  to  resolve 
this — and  instead  simply  resort  to  the 
lawyers.  We  will  have  no  alternative  if  a 
near-term  resolution  cannot  be  achieved. 
But  we  won't  be  governed  by  the  naive 
notion  that  this  crisis  will  be  solved 
through  an  antiseptic,  apolitical  judicial 
process.  After  months  of  negotiations, 
we  have  a  compromise  agreement  with 
Governor  Gray  Davis  that  would  pro- 
vide customers  with  thousands  of 
megawatts  of  dedicated  low-cost  power 
and  allow  us  to  use  a  bond  issue  to  pay 
off  debts.  The  cost  of  servicing  that  bond 
issue  would  probably  be  about  one-thir- 
tieth of  our  current  customer  rates.  We 
remain  committed  to  doing  everything 
we  reasonably  can  to  resolve  this  now. 
John  E.  Bryson 
Chairman,  President  &  CEO 
Edison  International 
Rosemead,  Calif. 

HOW  NIKE  CAN 

REGAIN  ITS  FOOTING 

Nike  Inc.  should  think  bigger  ("Just 
do . . .  something,"  The  Corporation,  July 


2).  The  potential  of  the  Nike  brand  is 
shrinking.  The  Nike  brand  persona  is 
based  on  the  values  of  youth.  In  an  ag- 
ing population,  the  influence  of  youthful 
values  is  weaker  than  it  was  back  in 


Nike's  heyday.  In  contrast,  New  Bal- 
ance Athletic  Shoe  Inc.  has  transcended 
the  artificial  boundaries  of  customer  seg- 
ments with  its  tag  line,  "Connect  with 
yourself.  Achieve  new  balance."  By  the 
time  the  second  half  of  life  gets  under 
way,  the  continuing  evolution  of  per 
sonality  draws  less  from  the  external 
world  (e.g.,  Michael  Jordan  endorse- 
ments) and  more  from  the  inner  self. 
New  Balance  knows  this  and  is  con- 
necting with  a  much  larger  and  much 
wealthier  customer  group  than  Nike. 
Rick  Frazier 
Woodbridge,  Va. 

Nike  is  the  epitome  of  greed.  It  is  a 
global  company  benefiting  a  few  peopl 
in  Oregon  and  some  rich  sports  stars. 

I  have  to  ask:  How  many  pairs  of 
$100  athletic  shoes  do  you  need? 

J.  R.  Gordon 
Atlanta 

FORD:  GOING  FROM  AVERAGE 
TO  EXCEPTIONAL  QUALITY 


CEO  Jacques  Nasser  is  counting  or 
Six  Sigma  analysis  to  improve  produc 
tivity  and  decrease  error  rates  at  Fore 
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Introducing  New  Unicenter* 


Conventional  enterprise  management  has  become  nothing  more  than  a  relic  in  the  world  of 
eBusiness.  Why?  Because  it  just  doesn't  provide  what  the  current  marketplace  demands- 
flexibility.  That's  why  we've  completely  reinvented  our  approach  to  enterprise  management 
with  new  Unicenter.  This  revolutionary  range  of  solutions  for  managing  eBusiness  infrastructure 
lets  you  choose  only  the  components  you  need,  just  when  you  need  them.  But  because  it's 
still  Unicenter,  you  can  rest  assured  that  individual  elements  will  work  together  seamlessly. 
So  you  can  build  end-to-end  infrastructure  management  solutions  for  your  entire  business 
at  your  own  pace.  And  that's  an  idea  whose  time  has  come. 


Computer  Associates' 


HELLO  TOMORROW      WE  ARE  COMPUTER  ASSOCIATES      THE  SOFTWARE  THAT  MANAGES  eBUSINESS ' 


ca.com/unicenter 


®2001  Computer  Associates  International.  Inc.  (CA).   All  trademarks,  trade  names,  service  marks,  and  logos  referenced  herein  belong  to  their  respective  companies. 
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CORRECTIONS  &  CLARIFICATIONS 

"Skirting  the  tech  minefield"  (BW  Investor, 
July  2)  reported  an  incorrect  year-to-date  re- 
turn tor  RS  Investments'  Diversified  Giowth 
Fund.  The  fund's  return  through  June  15 
was  -3.5%. 

In  a  table  accompanying  "Today,  Nortel. 
Tomorrow..."  (News:  Analysis  &  Com- 
mentary, July  2),  the  shareholders'  equity 
listed  for  Lucent  Technologies  Inc.  was 
from  Dec.  31.  The  Mar.  31  figure,  $22,060 
billion,  should  have  been  used.  That  would 
have  resulted  in  a  potential  write-down  of 
$3,975  billion. 


Motor  Co.  ("Ford:  Why  it's  worse  than 
you  think,"  Cover  Story,  June  25).  Be- 
fore another  Jack  (Welch)  made  Six 
Sigma  a  misunderstood  household 
phrase,  the  renowned  education  re- 
searcher Benjamin  Bloom  in  1984  de- 
fined the  Two  Sigma  problem.  He 
asked:  "How  do  you  find  ways  to  en- 
able your  people  to  learn  as  effectively 
as  if  they  were  tutored?" 

Bloom  notes  that  one-to-one  instruc- 
tion has  the  most  power.  This  is  nothing 
new:  That's  how  Socrates  did  it.  But 
Bloom  quantified  Two  Sigma  as  the  dif- 
ference between  average  and  excep- 
tional. Bloom's  question  is  fundamental 
to  organizational  success.  People  need  to 
make  Two  Sigma  gains  long  before  you 
can  demonstrate  Six  Sigma  change  in 
your  error  rate. 

Ford  has  to  ensure  that  its  best 
people  stay,  and,  more  important,  share 
their  knowledge  with  other  employees 
and  make  Ford  stronger.  You  need  look 
no  further  than  the  latest  quality 
statistics:  Ford  is  seventh  of  seven.  Six 
Sigma  improvement  is  an  admirable 
goal,  especially  when  a  Two  Sigma 
improvement  would  only  bring  its 
quality  up  to  the  average  for  the 
industry. 

Brian  Reid 
Southampton,  Bermuda 

RUNNING  THE  PENTAGON 

LIKE  A  BUSINESS? 

I  applaud  Defense  Secretary  Donald 
H.  Rumsfeld  for  trying  to  build  an  en- 
trepreneurial-based business  model  for 
managing  the  nation's  defense  ("A  hos- 
tile takeover  of  the  Pentagon,"  Wash- 
ington Outlook,  July  2).  Bringing  in 
savvy  private-sector  leaders  to  try  and 
bring  order  and  accountability  to  this 
ided  money  pit  is  most  welcome. 
But  however  pure  Secretary  Rumsfeld's 


intent  may  be,  I'm  afraid  his  results 
could  get  tarnished.  How  could  any  CEO 
succeed  in  working  for  535  bosses  (the 
members  of  Congress),  all  with  their 
own  personal  agendas,  who  seldom  ap- 
prove anything  that  is  not  strictly  po- 
litically generated?  For  any  sensible  and 
fiscally  responsible  plan  to  succeed,  the 
politics  must  be  removed. 
Good  luck,  Mr.  Secretary! 

John  Quilici 
Aloha,  Ore. 

NOVARTIS  DOES  ITS  PART  TO  GIVE 
PATIENTS  ACCESS  TO  DRUGS 

Novartis  is  the  manufacturer  of 
Gleevec  (imatinib  mesylate),  one  of  the 
drugs  mentioned  by  John  Carey  in 
"Costly  drugs:  An  even  bloodier 
backlash  ahead"  (News:  Analysis  & 
Commentary,  May  28).  As  such,  No- 
vartis shares  his  concern  about  pa- 
tient access  to  certain  pharmaceutical 
products. 

Gleevec  is  a  new  treatment  against 
the  genetic  abnormality  that  causes 
most  cases  of  chronic  myeloid  leukemia 
(cml),  a  rare — or  orphan — blood  can- 
cer. Our  global  clinical  trials  in  CML  ul- 
timately included  more  than  7,500  pa- 
tients— 5,000  of  whom  were  given 
access  solely  because  of  medical  need. 

Now  that  the  drug  is  commercially 
available  in  the  U.S.,  we  have  put  in 
place  a  program  to  assist  patients  with 
reimbursement  issues,  including  assis- 
tance for  patients  who  have  financial 
difficulties.  Information  about  the  pro- 
gram is  available  toll-free  through  our 
reimbursement  hotline  (877  453-3832). 

From  discovery  through  commercial- 
ization, the  ability  of  patients  in  need  to 
gain  access  to  Gleevec  has  been  key  to 
Novartis. 

David  Epstein 

President 

Novartis  Oncology 

East  Hanover,  N.J. 

TELECOMS  CAN'T  AFFORD 

A  SPECTRUM  AUCTION 

The  Federal  Communications  Com- 
mission is  currently  required  by  law 
to  auction  the  700Mhz  spectrum  for 
the  3G  wireless  broadband  ("Technolo- 
gy's unholy  convergence,"  News:  Analy- 
sis &  Commentary,  July  2).  I  question 
if  service  providers,  already  dealing 
with  a  high  level  of  debt,  partly  from 
the  2G  auction,  are  in  a  position  to  bid 
on  3G  spectrum.  Instead,  Congress 
could  pass  a  law  to  require  the  FCC  to 
"award"  the  :«;  spectrum  based  on  cri- 
teria such  as  reach  in  rural  areas  and 


affordability,  rather  than  an  auctior 
neither  the  industry  nor  the  countrj 
can  afford. 

Bowen  Ross 
Raleigh,  N.C 

ICHIRO'S  BAT  SPEAKS 
FOR  ITSELF 


As  a  Japanese  fan  of  marquee  playe 
Ichiro  Suzuki,  I  read  "The  Mariner: 
catch  a  tsunami"  (Sports  Business,  June 
25)  with  much  interest.  Ichiro's  succes; 
so  far  in  American  baseball  has  beer 
much  more  than  I  expected. 

While  some  argued  that  Ichiro  wouk 
have  trouble  with  Major  League  Base 
ball  pitching,  his  bat  is  speaking  fo: 
itself.  It  is  not  too  much  to  say  tha 
Ichiro  has  been  galvanizing  the  Seattl< 
Mariners  and  their  fans.  Ichiro's  re 
markable  performance  and  his  team' 
best  start  this  season  have  been  a  mar 
keting  bonanza  for  the  Mariners. 

This  is  really  the  Ichiro  effect. 

Chiaki  Yamazak 
Toky 
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The  people  of  Northern  Ireland  are  highly  educated,  flexible,  resourceful  and  uniquely  determined  to 

succeed.  That's  why  Nortel  Networks,  Fujitsu,  Openwave,  Microsoft,  Compaq,  Liberty  Mutual,  and 

Analog  Devices  are  already  in  Northern  Ireland  putting  our  fresh  talent  to  work. 

nth  an  advanced,  globally  connected  digital  infrastructure,  top  class  educational  and  research  facilities 
and  easy  access  to  Europe,  Northern  Ireland  has  the  bandwidth  for  your  technology  business  needs. 

To  find  out  how  locating  in  Northern  Ireland  can  impact  on  your  bottom  line, 
visit  our  website  at  www.investni.com  or  call  IDB  at  1  800  432  6022. 
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The  sooner  we  see  it,  the  less  chance  it  has  to  disrupt  a  person's 
life.  More  than  ever,  design  engineers  are  helping  to  solve  our  most 
compelling  problems.  At  Synopsys,  we  have  a  responsibility  to 
engineers:  to  develop  IC  design  tools  that  inspire  breakthroughs 
in  chip  design.  And  open  new  directions.  Whether  it's  improving 
medical  imaging,  advancing  wireless  technology  or  enhancing 
computing  power,  Synopsys  tools  and  services  help  engineers 
find  the  right  answers  to  critical  questions.  Fortunately,  many  of 
them  believe  there  are  no  limits  to  what's  possible. 
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l  BY  STEPHEN  H.  WILDSTROM 

tech&you@busi  nessweek.com 

A  LIBRARY  TO  END 
ALL  LIBRARIES 


Record  companies  have  fought  digital  dis- 
tribution of  music  with  every  weapon  at 
their  disposal.  They've  won  a  series  of 
tactical  victories,  but  what  do  you  gain  if  you  win 
a  war  against  your  own  customers?  The  record 
producers  might  want  to  take  a  page  from 
stodgy  old  book  publishers,  who  are  quietly 
building  a  system  to  distribute  digital  text,  which 
could  help  see  to  it  that  owners  of  that  text  get 
paid  for  its  use.  Along  the  way,  publishers  are 
developing  a  system  for  locating  and  retrieving 
material  on  the  Wet) — especially  the  sort  of  copy- 
right works  now  found  mostly  in  libraries. 

Currently,  if  you  want  to  steer  readers  to 
published  material  from  a  Web  page,  all  you  can 
do  is  include  a  link  to  another  page.  This  has 
some  major  disadvantages.  First  and  most  im- 
portant, if  the  destination  page  moves  or  dis- 
appears, anyone  clicking  the  link  will  get 
an  error  message  that  gives  no  help  in  find- 
ing the  material.  Second,  Web-site  designers 
can  only  link  to  a  single  destination,  even 
though  they  might  want  to  offer  readers  a 
choice,  say,  of  buying  a  printed  book  or 
downloading  a  digital  version. 

A  project  with  the  off-putting  name  of 
the  Digital  Object  Identifier  for  eBooks 
aims  to  remove  such  constraints.  Backed  by 
publishers   (including  The   McGraw-Hill 
Companies,  owner  of  BusinessWeek),  pro- 
fessional societies,  and  tech  companies,  the 
approach  assigns  a  unique  number,  the  Dig- 
ital Object  Identifier  (doi),  to  all  published 
material. 

The  doi  consists  of  two  parts:  a  prefix 
that  identifies  the  publisher,  and  a  publisher- 
created  suffix  unique  to  the  work.  Books, 
for  example,  will  probably  use  International 
Standard  Book  Numbers  as  suffixes.  When 
browser  hits  a  doi,  it  uses  the  prefix  to 
find  the  publisher's  database,  then  fetches  in- 
formation that  could  include  catalog  data,  an  ex- 
cerpt, reviews,  and  links  to  places  to  buy  it. 
(For  a  demo  of  the  system,  see  www.doi.con- 
tentdirections.com/DOI-EB-Demo/mhindex.htm). 
WHO  OWNS  WHAT?  The  eBook  project  itself  does 
not  provide  mechanisms  to  prevent  unauthorized 
copying  or  to  handle  the  flow  of  payments.  In- 
stead, it's  designed  to  mesh  with  existing  rights- 
management  systems.  But  it  solves  a  problem 
that  has  proved  vexing  in  the  music  arena:  the 
positive  identification  of  content.  Napster's  cre- 
ators, for  example,  want  to  comply  with  court  or- 
ders that  their  music-sharing  system  honor  copy- 


Publishers  are 
building  an 
online  system 
that  will  give 
readers  more 
choices 
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WANT  TO  LEARN  MORE 
ABOUT  DIGITAL  OBJECT 
IDENTIFIERS?  Check  out 
the  details  by  going  to 
Technology  &  You  at 
www.businessweek.com/ 
technology/ 


rights.  But  they've  been  frustrated  by  not  know- 
ing who  owns  the  rights  to  what  music.  The 
eBook  project  addresses  that  and  goes  an  extra 
step:  Publishers  can  assign  doi  numbers  to  parts 
of  books  so  they  can  sell  individual  chapters  to  be 
downloaded  or  combined  with  other  material  into 
college  course  packs  or  print-on-demand  books. 

The  project  is  also  part  of  a  much  broader  ef- 
fort to  make  Web  content  easier  to  locate  and 
retrieve.  While  books  are  just  starting  to  join 
the  system,  there  are  3  million  dois  in  use  giv- 
ing live  cross-references  in  online  academic 
and  professional  journals  (for  a  demo,  see 
www.crossref.org).  The  underlying  technology, 
called  the  Handle  System,  was  designed  by  the 
government-funded  Corporation  for  National 
Research  Initiatives,  cnri  President  Robert  E. 
Kahn,  one  of  the  original  designers  of  the  In- 
ternet, describes  the  mission  as  "reconceptual- 
izing  the  Net  from  the  movement  of  data  pack- 
ets to  the  management  of  information." 
"SNUBS  US."  Not  everyone  in  the  industry  is 
thrilled  with  the  direction  the  doi  eBook  project 
is  taking.  Christopher  Warnock,  chief  executive  of 


the  online  library  ebrary  (www.ebrary.com),  says 
the  approach  "kind  of  snubs  us"  by  using  a  more 
complex  system  to  deliver  information  that 
ebrary  could  provide  more  simply.  He  also  wor- 
ries that  publishers  will  have  trouble  maintaining 
the  sort  of  databases  that  doi  demands.  (Mc- 
Graw-Hill is  also  an  investor  in  ebrary.) 

Warnock  does  give  the  doi  Foundation  credit 
for  a  "very  ambitious  plan."  The  drawback  is,  it 
will  probably  take  several  years  for  the  eBook 
project  to  achieve  critical  mass.  But  if  it  does, 
the  Web  could  truly  become  the  world's  greatest 
library,  right  at  your  fingertips. 
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THE  FED 

The  Inside  Story  of  How  the  World's  Most  Powerful  Financial  Institution  Drives  the  Markets 

By  Martin  Mayer 

Free  Press*  350pp.  $27.50 

IS  THE  FED  MOSTLY 
SMOKE  AND  MIRRORS? 


It  may  be  hard  to  remember,  but  it 
wasn't  so  long  ago  that  the  Federal 
Reserve  kept  its  monetary  policy 
decisions  to  itself.  Rather  than  openly 
announcing  a  shift  in  its  stance,  the  cen- 
tral bank  quietly  worked  its  will  in  the 
money  market,  buying  or  selling  securi- 
ties to  add  or  drain  cash  from  the  bank- 
ing system.  Wall  Street  dealers  em- 
ployed high-priced  Fed  watchers  (many 
of  them  former  central  bank  employ- 
ees) to  monitor  the  ebb  and  flow  of  bank 
reserves,  trying  to  figure  out  whether 
monetary  policy  was  in- 
deed being  altered.  Some- 
times, it  took  weeks  to  dis- 
cern the  answer. 

All  that  changed  after 
Fed  Chairman  Alan 
Greenspan  decided  seven 
years  ago  to  publicize  the 
central  bank's  interest-rate 
moves  once  they  were 
made.  Now,  each  meeting 
of  the  Fed — whether  the 
central  bank  changes  rates 
or  not — triggers  a  chorus  of 
instant  analysis  of  what  it 
means  for  the  economy  and 
for  the  financial  markets,  j 
And  Wall  Street  no  longer 
has  a  monopoly  on  Fed-watch- 
ing. Everyone  is  in  on  the  game,  from 
'the  CEO  managing  a  global  corporation 
to  the  cab  driver  parsing  his  portfolio 
while  hustling  fares.  In  the  process,  the 
I  Fed's  power  and  prestige  have  seem- 
ingly reached  new  peaks. 

But  that's  an  illusion,  argues  veteran 
financial  journalist  Martin  Mayer.  And 
he  makes  a  persuasive  case  in  his  in- 
triguing, infuriating  new  book,  Tfie  Fed: 
'The  Inside  Story  of  How  the  World's 
Most  Powerful  Financial  Institution 
{Drives  the  Markets.  Far  from  being  the 
master  of  money,  Mayer  avers,  Green- 
span is  more  like  a  magician  whose 
power  over  the  economy  is  much  less 


than  popularly  perceived.  Why?  Well, 
despite  the  hoopla  that  surrounds  the 
Fed's  actions,  the  central  bank  still  car- 
ries out  policy  the  old-fashioned  way — 
by  adjusting  the  level  of  reserves  in 
the  banking  system.  The  trouble,  ac- 
cording to  Mayer,  is  that  banks  and 
bank  loans  are  less  important  to  the 
economy  than  they  used  to  be.  Now, 
the  financial  markets  are  king,  and  the 
Fed's  impact  there  is  more  indirect,  says 
Mayer,  who  has  been  writing  about 
business  and  finance  for  40  years. 

Sure,  Greenspan  & 
Co.  can  pump  a  lot  of 
liquidity  into  the  econo- 
my. But  they  can't  guar- 
antee that  it  will  trans- 
late into  faster  economic 
growth.  If  companies  are 
suffering  from  falling 
profits  and  if  consumers 
are  worried  by  rising  un- 
employment, they  may 
opt  to  save,  rather  than 
spend,  the  money  the  Fed 
indirectly  supplies.  And 
thanks  to  the  more  sophis- 
ticated markets,  people 
have  a  lot  more  places  to  park 
that  cash.  "The  truth  is  that  liquidity, 
the  only  significant  weapon  remaining 
in  the  central  bank's  arsenal  as  deci- 
sion-making moves  to  the  markets,  will 
not  necessarily  go  where  you  want  it  to 
go  when  you  need  it  to  go  there,"  May- 
er writes. 

His  book  is  the  third  major  one  on 
the  Fed  in  less  than  a  year.  It  follows 
Greenspan:  The  Man  Behind  Money  by 
Justin  Martin,  a  painstakingly  detailed 
review  of  the  Fed  chiefs  life,  from  cra- 
dle to  central  bank;  and  Maestro: 
Greenspan's  Fed  and  the  American 
Boom,  a  fly-on-the-wall  account  by  in- 
vestigative reporter  Bob  Woodward  that 
promised  more  revelations  than  it  de- 
livered. Unlike  its  two  predecessors, 


GREENSPAN,  SAYS  MAYER,  HAS 
LESS  POWER  THAN  FOLKS  THINK 
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Postal  Service 


Out  of  business.  That's  what 
happened  to  528,600  businesses 
n  1999.*  In  today's  tightening 
economy,  keeping  satisfied 
customers  is  important.  That's  why 
small  business  owners  must  make 
meeting  customer  demands  and 
requests  a  priority  in  managing  their 
day-to-day  business.  The  United 
States  Postal  Service®  offers  the 
following  cost-  and  time-saving 
tips  for  small  business  owners: 

•  Take  advantage  of  offers  for  free  shipping 
supplies  from  www.usps.com.  Keep  these 
supplies  on-hand  at  your  business,  so  you 
can  send  packages  conveniently  on  request. 

•  Returns  are  a  part  of  life.  With  post  offices 
everywhere,  the  U.S.  Postal  Service  offers  an 
easy  way  for  customers  to  return  merchandise. 

•  With  USPS  eBillPay™  have  your  customers 
pay  you  conveniently  and  securely  online,  Bills 
can  be  paid  24  hours  a  day,  seven  days  a 
week."  No  more  envelopes,  no  checks  to 
write,  no  time  wasted  on  paperwork. 

•  Most  important,  have  peace  of  mind  by  using 
the  Postal  Service's  online  confirm  service 
offered  through  usps.com.  This  service  gives 
you  proof  of  delivery  on  request  -  with  quick 
and  easy  access  to  delivery  information. 
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this  addition  to  the  Fed  compendium 
focuses  on  the  central  bank  as  an  insti- 
tution rather  than  on  Greenspan  the 
man.  That  decision  shapes  the  book,  for 
good  and  bad.  By  concentrating  on  the 
history  and  structure  of  the  Fed,  Mayer 
comes  up  with  some  interesting  insights 
into  how  the  central  bank  does — and 
doesn't — work.  But  the  insights  are  of- 


By  its  very  structure,  the  Fed 
is  hidebound-and  beholden 
only  to  Greenspan  himself 


ten  obscured  by  a  style  of  writing  as 
impenetrable  as  the  Fed  itself.  The  book 
also  suffers  from  some  sloppy  report- 
ing that's  surprising  in  a  journalist  with 
more  than  30  books  to  his  credit. 

As  author  in  1975  of  the  widely  ac- 
claimed T\w  Bankers,  Mayer  does  a  pre- 
dictably good  job  detailing  how  the  Fed 
has  emerged  as  what  he  calls  "the  cock 
of  the  walk  in  American  financial  regu- 
lation." Under  the  1999  Gramm-Leaeh- 
Bliley  bill,  the  Fed  beat  out  its  rivals 
and  was  named  "umbrella  supervisor" 
for  the  newly  deregulated  financial  sys- 
tem. In  that  role,  it  oversees  the  bank- 
ing, securities,  and  insurance  businesses 
of  the  giant  holding  companies  at  the 
system's  core.  It  was,  Mayer  says,  a 
"miraculous  accomplishment"  for  the 
central  bank  and  a  tribute  to 
Greenspan's  influence  after  years  of  in- 
ternecine warfare  with  the  other  finan- 
cial regulatory  agencies. 


But  Mayer  frets — rightly — that  the 
Fed  may  not  be  up  to  its  new  role  as 
financial  czar.  For  one  thing,  it  lacks 
expertise  about  the  securities  and  in- 
surance businesses  that  it  now  over- 
sees. Even  more  worrying,  Mayer  says, 
is  the  structure  of  the  Fed  itself.  It's 
an  institution  run  by  a  powerful,  hide- 
bound, Washington  staff  that's  beholden 
only  to  Chairman  Greenspan.  As  such, 
it  may  be  neither  flexible  nor  open 
enough  to  keep  up  with  the  demands  of 
a  rapidly  evolving  marketplace.  "The 
worst  aspect  of  the  staff  domination  of 
the  Fed  is  that  staffs  always  and 
everywhere  believe  in  secrecy  (their 
power,  after  all,  comes  from  the  exclu 
sive  control  of  information),"  Mayer, 
writes.  "And  the  desperate  need  of  the 
financial  system  looking  ahead  is  fori 
disclosure,"  since  the  more  investors! 
know,  the  less  likely  they  are  to  be| 
sideswiped  by  events. 

The  author,  though,  is  on  shakie 
ground  when  he  takes  on  the  Federa 
Reserve  for  arranging  the  bailout  of  gi 
ant  hedge  fund  Long  Term  Capital  Man 
agement  (ltcm)  in  1998.  In  an  accusatio: 
that  is  not  backed  up  by  much  evidence 
he  suggests  that  the  central  ban 
arranged  the  rescue  not  to  save  the  fi 
nancial  system  from  disintegration  bu 
to  save  itself  from  embarrassment.  T< 
hear  Mayer  tell  it,  the  Fed  was  s 
afraid  that  an  LTCM  col 
lapse  would  expose  it 
own  regulatory  lapse 
that  it  opted  instead  fo: 
a  rescue  of  the  hedg 
fund.  But  that  seems 
stretch,  considering  th 
fierce  criticism  that  th' 
Fed  came  in  for  anywa; 
both  for  its  lax  oversight  and  for  th 
bailout  itself. 

That's  not  the  only  example  of  care 
less  reporting.  The  book  is  peppere 
with  tiny,  annoying  inaccuracies,  fro 
a  misspelled  name  here  to  a  mistake 
time  frame  there.  On  their  own,  the 
don't  amount  to  much.  But  taken  t 
gether  with  an  opaque  writing  styl 
that  would  make  the  inscrutabl 
Greenspan  proud,  they  could  be  enoug] 
to  make  some  readers  throw  up  thei 
hands  in  exasperation — and  toss  th 
book  aside. 

That  would  be  a  shame.  Mayer  h; 
some  important  things  to  say.  His  boc 
is  a  welcome  antidote  to  the  cult  i 
Greenspan  that  has  grown  up  over  th 
past  decade.  It's  nasty-tasting  median 
but  in  the  end,  it's  good  for  yen. 

BY  RICH  MILLE 

Miller  covers  the  Fed  and  econon 
ics  from  Washington. 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


THE  GE-HONEYWELL  FIASCO: 
WHERE  TO  GO  FROM  HERE 


NEW  PATH: 

The  failure 
of  the  deal 
should  be  a 
wake-up 
call-not  a 
wake.  The 
G-7  summit 
is  a  chance 
to  find  com- 
mon ground 
on  antitrust 
issues 


Jeffrey  E.  Garten  is  dean 
of  the  Yale  School  of 
Management-  A  former 
investment  banker,  Garten 
is  the  author  of  The  Mind 
oftheC.E.O. 
(jeffrey.garten@yale.edu). 


Shortly  after  General  Electric  Co.  and  Hon- 
eywell International  Inc.  announced  their  in- 
tention to  merge  last  fall,  I  suggested  that 
the  new  Administration  in  Washington  support 
an  initiative  to  bring  potentially  diverging  na- 
tional antitrust  policies  closer  together  (BW — 
Nov.  13).  After  all,  transnational  mergers  had 
been  getting  bigger  and  more  complex;  the  ex- 
istence of  over  60  different  antitrust  systems 
was  forcing  global  companies  to  jump  through 
too  many  regulatory  hoops;  and  the  risk  was 
rising  that  national  policies  would  move  in  dif- 
ferent directions,  putting  a  wrench  in  the  wheels 
of  global  investment.  Now  that  the  GE-Honeywell 
deal  has  collapsed,  the  urgency  of  moving  to- 
ward a  more  coherent  global  system  for  mergers 
has  only  increased.  The  next  major  flash  point 
could  be  the  European  Union's  antitrust  judg- 
ment on  Microsoft  Corp.  An  opportunity  to  get 
in  front  of  these  problems  is  coming  up  at  the 
July  20  Group  of  Seven  summit  in  Genoa. 

There  have  been  too  many  unproductive  post- 
mortems on  the  failed  merger  and  not  enough  at- 
tention to  what  should  happen  now.  Some  critics 
wonder,  for  example,  whether  ge  Chairman  Jack 
Welch  tried  to  arrange  the  deal  too  quickly  and 
without  enough  regulatory  due  diligence.  But  a 
number  of  megamergers,  such  as  Boeing-Mc- 
Donnell Douglas,  Daimler-Chrysler,  and  aol- 
Time  Warner,  passed  muster  with  Washington 
and  Brussels,  and  Welch  had  every  reason  to 
believe  the  GE-Honeywell  deal  would  succeed. 

Some  U.  S.  antitrust  experts  criticize  the  eu  for 
favoring  a  policy  that  gives  more  weight  to  pro- 
tecting homegrown  corporate  interests  rather 
than  consumers.  But  the  Europeans  argue  that  to 
safeguard  consumers,  they  need  to  ensure  a  mar- 
ketplace of  many  rivals.  In  any  event,  the  EU  ap- 
proach is  deeply  rooted  in  legal  procedures  and  in- 
stitutions that  differ  from  those  of  the  U.S. 
Charging  that  this  emerging  economic  superpow- 
er is  wrong  and  the  U.S.  is  right  is  a  political 
dead  end.  Both  sides  need  to  find  common  ground. 

A  few  U.S.  senators  have  accused  the  EU  of 
being  protectionist.  These  tend  to  be  the  same 
ones  who  are  strongly  supporting  building  a  wall 
around  the  U.S.  steel  industry. 

Moreover,  in  the  evolving  world  economy, 
there  are  several  thorny  questions  for  which  no 
national  system  necessarily  has  all  the  right  an- 
swers. How  should  antitrust  policy  deal  with 
the  bundling  of  services  and  products,  an  issue 
that  has  arisen  not  only  with  ge  but  with  Micro- 
soft? How  should  officials  think  about  the  ten- 
dency for  monopolies  to  arise  so  quickly  in  tech- 


nology-based industries?  When  national  antitrust 
authorities  think  about  their  jurisdiction,  what  is 
the  legitimate  geographical  scope? 

Most  important,  we  should  look  ahead.  The 
failed  GE-Honeywell  deal  ought  to  be  a  wake-up 
call  that  the  existence  of  different  national  au 
thorities  conducting  independent  investigations 
according  to  different  criteria  is  no  longer  ade- 
quate for  today's  intense  global  economic  inte- 
gration. The  problems  could  get  worse,  too.  Al 
though  the  U.  S.  and  the  EU  collided  this  time,  a 
future  confrontation  could  involve  Japan. 
PREVENTING  A  CHILL.  A  year  ago,  antitrust  offi 
cials  in  Washington  and  Brussels  began  to  talk 
about  a  global  forum  in  which  regulators  could  ex- 
change views  on  their  respective  policies  and  ex 
periences.  This  is  no  longer  enough.  In  the  wake 
of  the  GE-Honeywell  fiasco,  unless  there  is  some 
follow-up  action,  global  CEOs  are  apt  to  tread 
much  more  cautiously,  chilling  the  overall  envi- 
ronment for  cross-border  deals  that  propel  global 
trade  and  investment  and  which  amounted  tc 
well  over  $1  trillion  last  year.  Also,  the  risks  of  a 
widening  gap  between  antitrust  authorities  in  the 
U.S.  and  the  EU  have  grown  because  the  Bush 
Administration  appears  to  favor  a  more  lenient 
policy  than  its  predecessor,  whereas  Brussels'  ac- 
tivism seems  to  be  gaining  steam. 

At  the  G-7  summit,  therefore,  Bush  and  his 
counterparts  should  agree  that  it's  time  for  the 
U.  S.,  the  EU,  and  Japan  to  adopt  a  more  stream 
lined  and  coordinated  approach  to  antitrust.  This 
would  include  common  guidelines  for  investiga 
tions,  including  standards  for  transparency  anc 
agreed  time  limits  for  reviews.  Working  togeth 
er  within  a  common  procedural  framework  couk 
help  narrow  conceptual  policy  differences  b} 
making  them  clearer  and  forcing  regulators  t< 
confront  them  sooner  rather  than  later. 

Leaders  should  also  call  for  an  internationa 
commission,  composed  of  government  officials 
corporate  leaders,  and  legal  and  financial  ex 
perts,  to  assess  the  feasibility  of  several  far 
reaching  policy  changes.  One  example  would  b 
to  create  joint  governmental  teams  to  conduct  se 
lected  antitrust  investigations  of  global  merg 
ers.  Another  would  be  to  establish  regional  anti 
trust  authorities  in  Latin  America  and  Southeas 
Asia  to  reduce  fragmented  oversight.  The  go£ 
would  be  to  enhance  competition  while  avoidin 
a  regulatory  nightmare. 

Rather  than  treat  the  Grc-Honeywell  episode  a 
a  case  study  of  what  went  wrong  in  the  wori 
economy,  why  not  make  it  a  catalyst  for  a  bol 
step  into  the  future? 
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Economic  Trends 


BY  GENE  KORETZ 

WHY  AMERICANS 
GROW  APART 

Behind  the  fraying  social  fabric 

Economists  have  been  paying  a  lot 
of  attention  recently  to  "social  cap- 
ital," a  concept  popularized  by  Harvard 
University  political  scientist  Robert  D. 
Putnam  in  the  book  Bow  ting  Alone.  So- 
cial capital  refers  to  bonds  of  trust  and 
mutual  concern  that  arise  through  vol- 
unteering, socializing,  and  taking  part 

TWO  SIGNS  OF 

WANING  SOCIAL  CAPITAL 
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in  organizations  such  as  church  and  civic 
groups,  bowling  leagues,  PTAs,  and  pro- 
fessional associations. 

Research  suggests  that  social  capital 
pays  off  in  myriad  ways — promoting  the 
transmission  of  new  ideas,  improving 
children's  education,  enhancing  the  effi- 
ciency of  labor  and  capital  markets.  Put- 
nam and  others  find  that  many  activities 
that  build  social  capital  have  been  de- 
clining in  the  U.  S.  for  several  decades. 

What's  behind  such  declines?  While 
Putnam  blames  TV  and  the  aging  of  the 
civic-minded  generations  born  before 
World  War  II,  a  study  by  Dora  L.  Cos- 
ta of  Massachusetts  Institute  of  Tech- 
nology and  Matthew  E.  Kahn  of  Tufts 
University  focuses  on  such  trends  as 
the  huge  rise  in  working  women  and 
the  growing  racial,  ethnic,  and  income 
diversity  in  communities. 

They  report  that  rising  income  in- 
equality has  played  a  big  part  in  eroding 
America's  social  capital  outside  the 
home,  whereas  the  advent  of  the  work- 
ing woman  has  eroded  social  capital  in 
the  home.  And  despite  the  vaunted  ben- 
efits of  rising  immigration  and  ethnic 
diversity,  such  changes  (rather  than 
racial  diversity)  also  appear  to  weaken 
the  ties  that  bind  communities  together. 

Analyzing  copious  survey  data,  the 
two  economists  first  focus  on  a  five- 


percentage-point  drop  since  the  early 
1970s  in  the  share  of  prime-age  adults 
doing  volunteer  work.  The  main  culprit, 
they  find,  is  growing  income  inequality 
in  communities — suggesting,  says  Kahn, 
that  "people  are  more  likely  to  volun- 
teer if  they  can  identify  with  the  eco- 
nomic status  of  those  they're  helping." 

Income  inequality  was  also  the 
largest  contributor  to  an  11-percentage- 
point  decline  in  organizational  member- 
ship from  the  early  1970s  to  the  early 
1990s,  with  the  impact  especially  ap- 
parent in  youth,  sports,  church,  liter- 
ary, and  hobby  clubs.  Increased  ethnic 
diversity  and  the  rising  number  of 
women  in  the  workforce  played  smaller 
roles,  the  authors  report. 

Finally,  the  study  looked  at  a  drop  in 
home-based  social  capital  as  reflected  in 
declines  in  the  frequency  with  which 
people  entertain  at  home  or  visit  friends 
and  neighbors — behaviors  that  enhance 
the  socialization  of  children.  Of  the  pos- 
sible explanations  here,  the  rising  la- 
bor-force participation  of  women  turns 
out  to  be  by  far  the  most  compelling. 

How  worrisome  is  the  decline  in  so- 
cial capital?  Its  purported  effects  on 
economic  performance  were  hardly  no- 
ticeable during  the  booming  1990s.  But 
in  the  slow-growth  era  that  may  lie 
ahead,  note  Kahn  and  Costa,  they  could 
become  painfully  apparent. 


CONSUMERS  TAP 
HOME  WEALTH 

Refinancing  gets  sophisticated 

If  the  economy  avoids  a  recession  this 
year,  it  will  be  largely  because  of  the 
resilient  U.S.  consumer.  One  reason  con- 
sumption has  held  up,  says  economic 
consultant  L.  Douglas  Lee  of  Economics 
from  Washington  Inc.,  is  that  house- 
holds have  been  able  to  tap  the  wealth 
engendered  by  the  continuing  rise  in 
home  prices,  which  have  been  running 
more  than  8%  above  last  year's  levels. 

Lee  notes  that  an  estimated  10%  of 
outstanding  mortgages  have  been  refi- 
nanced since  late  last  year.  More  im- 
portant, much  of  that  has  involved  so- 
called  cash-out  refinancing,  in  which 
owners  increase  their  mortgage  loans. 

He  is  especially  intrigued  by  a  recent 
study  by  MGIC  Capital  Markets  Group 
that  indicates  that  homeowners  who  re- 
financed during  last  year's  fourth  quarter 
added  an  average  $41,000  to  their  first 
mortgage  balances.  Although  the  aver- 
age interest  rate  on  the  new  mortgages 
was  more  than  half  a  percentage  point 


higher  than  the  rate  on  the  old  ones, 
borrowers  used  most  of  the  proceeds  to 
pay  off  even  higher  interest  debt  on 
credit  cards,  auto  loans,  and  secon 
mortgages — and  often  reaped  a  tax  de 
duction  at  the  same  time. 

In  other  words,  homeowners  hav 
gotten  a  lot  more  sophisticated.  They'r 
willing  to  refinance  their  mortgage 
even  when  interest  rates  are  slight! 
higher  because  they  realize  they  ca 
still  save  money  and  boost  cash  flow  b; 
consolidating  other  debts.  "If  even  smali 
declines  in  interest  rates  can  now  trig- 
ger refinancing  decisions,"  says  Lee 
"the  latest  refinancing  boom  is  likely  t(   | 
last  a  lot  longer  than  usual." 


NOTHING  FISHY  IN 
THE  EUROS  SLIDE 

The  black  market  isn't  guilty — yet 


Earlier  this  year,  many  econo 
mists  expected  the  euro  to  ris< 
against  the  dollar.  Since  then,  its  valut 
has  dropped  as  low  as  84.50,  and  on< 
popular  theory  is  that  its  decline  hai 
been  fueled  by  a  rush  by  black  marke 
teers  to  exchange  marks  and  othe: 
euro-zone  national  currencies  for  dol 
lars  before  those  currencies  are  replacec 
by  euro  coins  and  notes  early  next  yeai 

Currency  experts  at  hsbc  Holding 
are  dubious,  however.  If  such  a  scrambl 
out  of  black-market  money  into  dollar 
were  happening,  they  argue,  euro-zon 
coins  and  notes  in  circulation  would  b 
shrinking  significantly.  Instead,  they  es 
timate  that  such  currencies  in  circulatioi 
have  fallen  by  a  mere  5  billion  euros  o 
so  from  last  year's  average  level — mor 
than  half  of  which  is  easily  explainei 
by  the  cessation  of  national  currenc; 
production  by  banks,  the  recent  slow 
down  in  European  economic  growth,  an 
the  actions  of  people  with  legitimate  cm 
rency  holdings. 

The  rest  —  a 
drop  of  at  most  2 
billion  euros — is 
"utterly  insignifi- 
cant as  far  as  the 
euro's  external  val- 
ue is  concerned," 
say  HSBC's  experts. 
What  has  really 
mattered  for  the 
euro,  they  note,  is 
this  year's  142  bil- 
lion-euro outflow  in 
the  form  of  foreign 
direct  and  port  In 
lio  investment. 


HITTING 
NEW  LOWS 


IrjD 


DOLLAR  TERMS 


II "iiiii Minimi 

IAN  5   in  1ULY6 

▲  US  DOLLARS 
n.ii.i  Bloombiri  Flni il  m.hM 


ir 


30  BusinessWeek  /  July  23,  2001 


Business  Outlook 


BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 

THE  PAST  WON'T  BE  PROLOGUE 
IN  THIS  RECOVERY 

The  risks  lie  with  Corporate  America  and  the  market-not  consumers 
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For  forecasters,  the  differ- 
ences in  business  cycles  are 
always  more  illuminating  than  the  similarities.  That's  es- 
pecially true  right  now,  as  the  economy  shows  nascent 
signs  of  turning  around. 

In  past  downturns,  sectors  toppled  like  dominoes. 
First,  housing  collapsed,  then  consumers  stopped 
spending.  Later  on,  companies  cut  capital  spending. 
And  inflation  fears  made  the  Federal  Reserve  a  bit 
tardy  in  cutting  interest  rates. 

This  time,  however,  the 
weakness  hit  at  roughly  the 
same  time,  the  result  of 
sharply  diminished  expecta- 
tions among  both  investors 
and  companies.  The  loss  of 
double-digit  stock  gains  slowed 
consumer  spending  from  its 
boom  times  of  the  late  1990s, 
leading  to  excess  inventories 
and  cutbacks  in  factory  out- 
put. At  the  same  time,  corpo- 
rations, overloaded  with  tech  gear  bought  during  the 
boom,  slashed  capital  spending  as  a  means  to  lift  earn- 
ings. Now,  with  no  recovery  in  profits,  companies  are 
quickly  laying  off  workers  (chart).  Fortunately,  with  no 
inflation  to  worry  about,  the  Fed  has  been  equally 
quick  to  cut  rates,  so  consumer  spending  and  housing 
have  not  been  hit  so  hard  as  to  sink  the  economy. 

The  upshot:  If  last  year  saw  a  new  type  of  slow- 
down, then  this  second-half  recovery  may  not  resemble 
any  of  its  predecessors.  For  one  thing,  housing  and 
autos  won't  provide  their  typical  lift  because  they  did- 
n't go  bust.  More  importantly,  the  risks  to  this  recovery 
will  be  concentrated  in  the  business  sector.  Household 
America  may  be  the  linchpin  to  overall  growth,  but 
Corporate  America  and  the  stock  market  will  constitute 
the  greatest  uncertainty.  In  particular,  if  expectations 
about  second-half  revenues  and  future  profits  don't 
match  reality,  then  businesses  will  be  under  pressure  to 
keep  cutting  costs,  which  could  topple  the  economy. 

WHAT'S  BEHIND  THIS  NEW  ORDER?  For  the  most 

part,  technology,  with  its  rapid  information  flow,  has 
compressed  reaction  times  among  executives,  investors, 
and  policymakers.  Companies  get  ordering  and  inven- 
tory data  at  the  click  of  a  mouse,  so  they  can  rapidly 
adjust  production  schedules.  Likewise,  Wall  Street  in- 
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formation  is  available  on  TV  or  the  Internet.  News 
about  profit  expectations  moves  equity  prices  in 
nanoseconds  at  a  time  when  more  people  than  ever 
have  a  stake  in  the  stock  market. 

Even  the  Fed  has  felt  compelled  to  compress  its  re- 
action time.  It  described  its  first  five  interest-rate  cuts 
of  2001  as  "a  rapid  and  forceful"  response  to  economic 
conditions.  Only  at  its  last  meeting,  on  June  27,  did  the 
Fed  decide  to  dial  back  the  pace  of  easing. 

One  implication  of  all  this 
is  that  various  economic  data 
have  shifted  in  importance. 
For  example,  minor  numbers, 
like  new  orders  for  nondefense 
capital  goods,  have  become 
significant  as  business  demand 
becomes  a  proxy  for  corporate 
confidence.  And  the  inventory 
reports,  usually  a  snoozer  on 
Wall  Street,  may  grab  more 
attention  until  tech  manufac- 
turers have  whittled  down  their  stock  levels. 

Conversely,  the  employment  report,  usually  the 
trendsetter  of  economic  news,  may  be  more  of  a  lagging 
indicator  this  time  around.  Payrolls  may  not  show  any 
healthy  gains  in  the  second  half,  even  if  real  gross  do- 
mestic product  growth  bounces  back  to  around  2J4%. 
Just  like  after  the  1990-91  recession,  businesses  will  be 
keen  to  extract  all  possible  productivity  gains  from 
their  slimmed-down  payrolls  before  adding  new  work- 
ers. But  unlike  a  decade  ago,  productivity  growth  now 
is  quite  high  and  can  account  for  almost  all  of  the 
growth  expected  in  the  second  half. 

THAT'S  ONE  REASON  WHY  the  jobless  rate,  which  hit 
4.5%  in  June,  will  continue  to  inch  higher,  possibly  into 
2002  as  the  recovery  gathers  momentum.  Unemploy- 
ment will  stop  rising  only  when  real  GDP  growth  picks 
up  to  its  sustainable,  noninflationary  rate,  generally 
put  at  about  3lA%. 

In  addition,  the  rise  in  unemployment  has  been  lim- 
ited by  another  oddity  in  this  business  cycle:  Many 
people  who  were  sucked  into  the  labor  force  are  now 
simply  dropping  out  (chart).  The  twin  booms  in  con- 
sumer spending  and  business  investment  created  so 
many  new  jobs  that  the  unemployment  rate  fell  to  a 
thin  3.9%  in  late  2000.  Lured  by  easy  job  opportunities, 
many  people  entered  the  labor  force  who  would  not 
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normally  have  done  so,  such  as  retirees,  students,  and 
those  with  few  skills. 

Now,  as  these  workers  are  being  laid  off,  they  are 
not  looking  for  new  work,  meaning  the  Labor  Dept. 
counts  them  as  "not  in  the  labor  force,"  instead  of  "un- 
employed." As  a  result,  the  percentage  of  the  adult  pop- 
ulation not  in  the  labor  force  has  spiked  up  recently  to 
the  highest  level  in  five  years.  If  all  of  those  workers 
had  remained  in  the  labor  force  unsuccessfully  seeking 
another  job,  the  jobless  rate  would  now  be  5.3%. 

Clearly,  labor-market  conditions  are  easing,  as  the 
June  job  report  shows,  but  the  numbers  say  more 
about  second-quarter  weakness  than  about  prospects  for 
the  second  half.  Total  nonfarm  payrolls  fell  by  114,000 
last  month,  alter  a  tiny  gain  in  May  and  a  165,000-job 
loss  in  April.  As  has  been  true  in  past  months,  the  de- 
clines were  concentrated  in  manufacturing,  where  lay- 
offs totalled  113,000.  But  growth  in  service  payrolls 
has  slowed  as  well,  led  by  steep  declines  in  temp  jobs. 

DESPITE  THE  LAYOFFS,  factory  activity  may  be 
turning  the  comer.  Based  on  a  survey  of  its  members, 
the  National  Association  of  Manufacturers  says  that  fac- 
tory weakness  is  "bottoming  out"  and  "poised  for  a 
modest  recovery"  by  yearend.  Some  80%  of  those  sur- 
veyed foresee  no  inventory  problems  after  August, 
and  they  expect  orders  to  increase  in  the  third  quarter. 
A  key  factor  helping  businesses  to  make  their  re- 
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PAY  IS  STILL  GROWING 
AT  A  HEALTHY  PACE 


HOURLY  EARNINGS  OF 
—   PRODUCTION 
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quired  adjustments  in  inventories  and  equipment  out- 
lays is  that,  even  amid  layoffs,  the  labor  market  is 
still  relatively  tight.  That  means  healthy  pay  raises 
are  providing  a  key  support  for  consumer  spending. 
Hourly  pay  of  production  workers  grew  4.2%  in  June 
compared  with  a  year  ago  (chart),  much  faster  than  in- 
flation. With  fuel  prices  coming  down,  lower  overall 
inflation  will  allow  household  incomes  to  stretch  further. 

If  consumers  seem  to  be  on 
firmer  ground,  the  same  can't 
be  said  for  the  stock  market, 
which  is  the  most  critical  un- 
known in  this  new-era  recov- 
ery. Investors  have  built  ex- 
pectations of  better  demand 
and  profits  into  stock  prices. 
If  those  expectations  are  un- 
fulfilled, another  downshift  in 
the  market  would  crack  con- 
sumer and  business  confidence. 
That  would  cause  more  cutbacks  in  capital  spending  and 
jobs,  knocking  the  props  out  from  under  consumer  de- 
mand. This  is  a  recipe  for  a  classic  recession  that  would 
make  the  2001  slowdown  look  like  a  walk  in  the  park. 

Make  no  mistake,  the  economy  is  still  at  risk.  But  for 
now,  it  looks  like  a  modest  recovery  is  slowly  taking 
shape.  And  after  almost  no  growth  in  the  first  half, 
even  a  slight  upturn  will  feel  a  whole  lot  better. 
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WEAK  FACTORIES,  STRONG  SERVICES:  A  RATE  DILEMMA 


Britain's  two-track  economy  is 
posing  a  dilemma  for  the 
Bank  of  England.  Should  it  ease 
because  the  manufacturing  sector 
is  in  a  recession?  Or  should  it 
tighten  out  of  fear  that  a  vibrant 
service  sector  will  gen- 
erate inflation?  For 
now,  the  Monetary 
Policy  Committee 
(mpc)  seems  content  to 
do  nothing,  as  it  waits 
to  see  which  force  will 
dominate  the  economy. 

Weak  foreign  de- 
mand and  a  strong 
British  pound,  which 
makes  exports  costlier 
abroad,  are  pummeling  factory  or- 
ders and  output.  Industrial  pro- 
duction in  May  plunged  0.9%  from 
April,  led  by  weakness  in  tech 
equipment.  The  1.9%  yearly  de- 
cline was  the  worst  since  1992. 


FACTORY  OUTPUT  FEELS 
THE  GLOBAL  SLOWDOWN 
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The  May  drop  assures  a  third 
consecutive  quarterly  decline  in 
output,  especially  given  the  June 
weakness  in  the  purchasing  man- 
agers' survey  of  manufacturers. 
Weak  global  demand  and  profits 
are  also  hammering 
business  investment. 
Based  on  recently  re- 
vised data  on  gross 
domestic  product,  cap- 
ital formation  posted 
the  largest  drop  in 
seven  years.  Manufac- 
turers' profits  are  suf- 
fering from  a  lack  of 
pricing  power  not 
only  abroad,  but  from 
attractively  priced  imports  at 
home.  In  June,  the  prices  of  goods 
leaving  the  factory  gate  rose  0.4% 
from  a  year  ago,  the  smallest  an- 
nual rise  in  more  than  four  years. 
But  manufacturing  is  only  one- 


fourth  of  British  GDP.  Upbeat  con- 
sumers, powered  by  the  tightest 
labor  market  in  25  years  and  this 
year's  three  quarter-point  cuts  in 
interest  rates,  continue  to  power 
domestic  demand  for  a  wide  range 
of  services  and  new  housing, 
keeping  upward  pressure  on  over- 
all prices.  Underlying  inflation, 
which  excludes  mortgage  interest, 
jumped  to  2.4%  in  May,  threaten- 
ing to  exceed  the  mpo's  2.5%  tar- 
get. Retail  sales  volumes  in  May 
grew  at  the  fastest  yearly  rate  in 
almost  four  years,  and  in  June  a 
key  measure  of  consumer  confi- 
dence rose  sharply. 

So  what's  the  MPc's  next  move? 
Economists  think  continued  ero- 
sion in  global  conditions  might  al- 
low one  more  quarter-point  cut  in 
the  base  lending  rate,  to  5%,  by 
yearend,  but  later  in  the  second 
half  rather  than  sooner. 
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IS  THIS  THE 
BEGINNING 
OF  THE  END? 


If  the  cable  TV 
operations  go, 
AT&T  won't  have 
much  to  sustain  it 

Comcast  President  Brian  L. 
Roberts  couldn't  have  hoped 
for  a  more  receptive  audience. 
Stung  by  the  AT&T  board's  re- 
jection of  his  offer  to  acquire 
the  telecom  giant's  cable  as- 
sets, Roberts  swept  into  New  York  on 
July  9  to  present  the  $41.3  billion  plan  di- 
rectly to  at&t  investors.  "We  fit  like  a 
glove  with  AT&T,"  Roberts  said  to  a  room 
packed  with  500  investors  on  the  top 
floor  of  the  St.  Regis  Hotel.  The  audi- 
ence, along  with  some  1,500  others  lis- 
tening in  via  conference  call,  obviously 
agreed.  AT&T's  stock  jumped  8%  the  fol- 
lowing day.  "The  surprising  thing  about 
the  meeting  at  the  St.  Regis  was  how 
much  support  Roberts  had,"  said  one 
AT&T  investor  who  was  there. 

The  question  is  whether  Comcast 
Corp.  can  turn  that  support  into  victory. 
at&t  Chairman  and  ceo  C.  Michael  Arm- 
strong appears  dead  set  against  a  deal — 
and  for  now,  the  board  looks  as  if  it 
backs  him.  Says  Armstrong  in  his  first 
extended  interview  since  news  of  the  bid 
broke:  "We're  under  no  obligation  to  sell 
Broadband."  But  if  Comcast  and 
Roberts  prevail,  as  it  looks  as  though  it 
might,  the  upstart  cable  operator  will  in 
one  swoop  transform  the  dynamics  of 
the  fledgling  broadband  industry  even  as 


AT&T'S 


it  deals  a  near-death  blow  to  AT&T. 

Already,  at&t's  fast-growing  wireless 
unit  has  been  spun  off.  Without  the  fu- 
ture growth  engine  of  cable  to  pull  along 
the  rest  of  its  remaining  empire,  the  tele- 
com giant's  core  long-distance  and  busi- 
ness-services units  would  be  left  severe- 
ly weakened — and  right  back  where  they 
started  a  decade  ago. 
"The  telephone  business 
may  be  too  small  to 
survive  on  its  own," 
says  Jim  Bitter,  a  tele- 
com analyst  at  Wilm- 
ington Trust  Corp., 
which  holds  about 
500,000  shares.  "Now,  it  looks  like  you 
could  see  the  disappearance  of  this  Amer- 
ican icon  very  quickly." 

It's  not  just  AT&T's  future  that's  at 
stake.  The  embattled  Armstrong  looks 
increasingly  vulnerable.  He  now  runs  the 
very  real  risk  of  losing  control  of  his 
weakened  empire.  With  the  cable  unit 
in  play,  rumors  are  swirling  about  possi- 
ble bids  by  every  industry  player  from 
aol  Time  Warner  Inc.  to  Paul  Allen's 


Who's  Next? 

Comcast's  $41  billion  bid  for 
AT&T's  cable  TV  unit  could  set  off 
a  global  scramble  to  consolidate. 
With  telecom  companies  straining 
under  huge  debt  loads  and  cable 
operators  scurrying  to  reposition, 
here's  what's  on  the  table: 


J 


Charter  Communications.  Sources 
say  Walt  Disney  Co.  is  also  con-  ^ 
sidering  a  counter-offer  with  other 
content  producers.  And  though  Liber- 
ty Media  has  said  it  will  not  bid,  indust] 
insiders  know  never  to  count  out  Johi 
Malone.  And  with  AT&T  Broadband  oi 
the  table,  the  opening  has  other  oppor 
tunistic  investors  eyeing  the  rest  of  tb 
once-mighty  corporation. 

Selling  off  at&t  bit  by  bit  is  a  see 


AT&T's  low  stock  price  makes  long  dist  I 
vulnerable  to  takeover  by  the  Bells  onc<  * 
ulators  grant  more  access.  Global  Cross 
could  snatch  up  its  business-services  u 


BRITISH  TELECOM  may  have  to  part  v 
its  Ignite  broadband  network  in  Europe 
tential  buyers:  U.S.  Baby  Bells. 

CABLEVISI0N,  the  No.  7  player,  migh 
snatched  up  by  AOL  Time  Warner  to  b 
operations  in  New  York  and  Boston. 

COX  COMMUNICATIONS,  the  No  5 
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a  x,  could 
>ine  with  stronger  rival,  Charter 
nunications  No. 4,  to  create  a 
rhouse  in  California,  Georgia  and 
/here. 

rSCHE  TELEKOM  will  likely  sell 

is  in  its  wireless  unit  and  unload  its  re- 

ing  cable  assets  to  raise  cash. 

LDCOM  is  also  vulnerable  to  takeover, 
iternet  backbone  would  fit  well  with  a 
-phone  giant. 


nario  Armstrong 
adamantly  rejects. 
He  insists  that,  with  or 
without  its  cable  assets,  the  com- 
pany has  a  bright  future.  "Let's  talk 
about  the  end  of  AT&T,"  says  Armstrong. 
"You're  not  going  to  end  something  that 
has  a  strong  and  growing  business.  The 
brand  will  survive." 

Outside  the  corridors  of  AT&T's  Basking 
Ridge,  N.J.,  headquarters,  though,  most 
people  think  the  battle  has  clearly  been 
joined.  And  if  AT&T  as  we  now  know  it 
fades  away,  its  demise  will  likely  be  just 
the  start  of  a  wave  of  consolidation  that 
could  rip  through  the  cable  and  telecom 
industries  around  the  globe.  In  the  U.  S., 
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relatively  strong  Baby  Bells,  such  as  sbc 
Communications  or  Verizon  Communica- 
tions, could  snatch  up  troubled  World- 
Com as  well  as  parts  of  AT&T.  Remaining 
midsize  cable  operators,  such  as  Char- 
ter and  Atlanta-based  Cox  Communica- 
tions Inc.,  could  rush  to  embrace  each 
other.  In  Europe,  wounded  giants 
Deutsche  Telekom  and  British  Telecom- 
munications will  likely  be  picked  over 
for  their  broadband  assets.  Investors  such 
as  George  Soros  and  Hicks,  Muse,  Tate  & 
Furst  Inc.  have  already  started  buying 
smaller  distressed  carriers  at  discount 
prices.  "AT&T  is  just  the  beginning," 
says  Francis  Mclnerney,  a  partner  at 
consultant  and  investment  firm  North 
River  Ventures.  "We'll  see  value  in- 
vestors pick  up  a  large  number 
of  telecom  assets  around 
the  world  during  the  next 
6  to  12  months." 
PHILLY  POWER.  For 
Comcast,  a  successful 
deal  would  elevate  a 
family-controlled  busi- 
ness in  Philadelphia  to 
the  top  tier  of  media 
and  communications  gi- 
ants. The  new  company 
would  be  nearly  triple 
the  size  of  the  current 
Comcast.  That  would  make  it 
f  the  country's  largest  provider 
I  of  cable  TV  and  cable-modem  ser- 
'  vice  by  far.  Its  sheer  bulk  would 
give  Comcast  enormous  influence 
over  TV,  media,  and  the  Internet.  It 
would  be  able  to  compete  with  aol 
Time  Warner  and  Microsoft  Corp.  for 
high-speed  Internet-access  customers. 
And  it  could  use  its  expanded  cable  net- 
work as  a  platform  for  advanced  digital 
TV  services,  such  as  e-commerce  and  in- 
stant messaging.  "Everybody  in  cable 
and  satellite  now  has  to  be  asking  them- 
selves: 'Is  this  kind  of  dominant  size  nec- 
essary to  be  in  this  business?,'"  says 
John  B.  Frelinghuysen,  a  media  consul- 
tant at  Booz,  Allen  &  Hamilton  Inc. 
A  LOWBALL  OFFER.  An  AT&T-Comcast 
deal  could  provide  a  clear  benefit  for  con- 
sumers by  speeding  the  rollout  of  broad- 
band services.  With  operating  margins 
more  than  twice  AT&T's  anemic  19%  mar- 
gins, Comcast  will  be  in  a  better  position 
to  subsidize  efforts  to  offer  telephone 
and  broadband  services.  And  the 
economies  of  scale  generated  by  the  new 
company  would  create  cost  savings  that 
might  help  pay  for  speedier  upgrades  of 
homes.  Moreover,  by  having  a  cable  foot- 
print in  8  of  the  top  10  markets  where 
consumers  have  shown  a  willingness  to 
pay  for  broadband  services,  a  combined 
AT&T-Comcast  would  be  able  to  focus 
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sin  hut  on  creating  an  array  of  new  ser- 
vices In  go  over  the  upgraded  broadband 
lines. 

For  new,  the  Comcast  bid  is  the  only 
one  the  table.  Hut  that  could  change 
quickly.  Cox  has  hired  Salomon 
Smith  Barney  to  help  assess  an 
offer.  Disney,  concerned  that  con- 
solidation of  cable  companies 
could  block  its  programs  from 
reaching  TV  audiences,  is  scrambling  to 
put  together  a  consortium  of  other  pro- 
gramming companies  to  make  a  counter- 
bid,  sources  say.  Neither  Disney  nor  Cox 
would  comment.  But  whether  it's  Dis- 
ney or  some  other  company  that  steps 
forward,  a  counteroffer  is  clearly  in  Arm- 
strong's interest.  That  may  be  the  proud 


AT&T'S 

aamaa 


i  EOS  only  chance  of  securing  more  than  a 
token  higher  price — not  to  mention  a 
face-saving  exit  strategy. 

How  much  are  AT&T's  cable  assets 
worth?  Clearly,  Comcast  has  lobbed  a 
lowball  offer — roughly  $4,000  per 
subscriber.  Sources  say  AT&T  is 
unlikely  to  consider  anything  be- 
low $5,000  a  person.  That  would 
add  $13  billion  to  the  purchase 
price,  for  a  total  of  $67  billion,  including 
debt.  A  key  player  in  negotiations  will  be 
Liberty  Media  ceo  John  C.  Malone,  who 
stepped  down  from  the  AT&T  board  on 
July  10.  Malone  is  still  a  force  even  off 
the  board.  He  owns  25  million  shares  of 
the  stock  and  quit  the  board  with  a  letter 
to  Armstrong  calling  Comcast's  bid  "in- 


adequate." Other  investors  agree.  The 
price  should  be  about  20%  higher,  says 
Richard  F.  Lawson  of  Wallace  R.  Weitz  & 
Co.,  which  is  among  AT&T's  largest  in- 
vestors, with  13.3  million  shares. 

Price  aside,  investors  seem  to  want 
the  Roberts  family  in  the  corner  of- 
fice. Most  view  Comcast  as  far  better 
managed  than  at&t's  unit,  "at&t  is  in  a 
very  tough  position  if  it  wants  to  try 
and  demonstrate  that  these  assets 
would  be  worth  more  under  at&t  man- 
agement... it's  a  nonstarter,"  says  fund 
manager  William  C.  Nyregn  of  Harris 
lp  Associates,  one  of  AT&T's  20  largest 
shareholders,  with  18  million  shares. 
The  fallout  from  the  Comcast  bid  may 
include  the  job  of  AT&T  Broadband  ceo 


COMMENTARY 

By  Peter  Elstrom 


HOW  THE  TURNAROUND  CEO' 
FAILED  TO  DELIVER 


It's  hard  to  remember  the  euphoria 
that  greeted  C.  Michael  Armstrong 
when  he  was  named  chairman  and 
chief  executive  of  AT&T  on  Oct.  20,  1997. 
Back  then,  the  long-distance 
giant  had  been  floundering  for 
years  under  his  predecessor, 
Robert  E.  Allen.  With  a  stel- 
lar track  record  from  his  days 
at  IBM  and  Hughes  Electronics 
Corp.,  Armstrong  came  in  as 
the  superman  ceo  who  could 
fix  the  flagship  of  American 
telecom.  The  stock  surged  as 
rumors  of  Armstrong's  appointment 
swirled — and  jumped  another  5%,  to  a 
split-adjusted  $25,  the  day  of  the  an- 
nouncement. "This  is  great  news,"  said 
analyst  David  Otto  of  Edward  Jones  at 
the  time.  "We  have  a  turnaround  CEO  in 
a  turnaround  situation." 

My,  how  things  have  changed  for 
Mike  Armstrong.  Now,  four  years  later, 
all  the  hype  and  outsized  expectations 
have  vanished  right  along  with  the 
stock  market  frenzy  that  helped  propel 
those  hopes.  Armstrong  laid  out  a 
grand  vision  to  remake  AT&T,  over- 
hauled his  strategy  amidst  Wall  Street 
complaints,  and  failed  to  deliver  on  both 
counts.  "He  may  be  a  business-school 
case  study  of  a  successful  GEO  whose 
skills  were  not  transferable,"  says 
Robert  Frieden,  a  professor  at  Pennsyl- 
vania State  University. 


A  series  of  execution  problems  at 
AT&T,  compounded  by  the  telecom  in- 
dustry meltdown,  have  left  the  compa- 
ny down  and  out.  Its  stock,  which 
peaked  at  $49  adjusted  for  splits  and 
the  spin-off  of  AT&T  Wireless  back  in 
1999,  had  tumbled  to  $17.27  on  July  6. 
When  cable  giant  Comcast  Corp.  made 
a  $55  billion  bid  for  at&t's  cable  opera- 
tions on  Sunday,  July  8,  investors 
seemed  ready  to  replace  their  erstwhile 
savior,  at&t's  stock  spiked  20%  over  the 
next  two  days,  to  $20.64.  "Shareholders 
are  angry  at  AT&T  and  Armstrong," 
says  Scott  C.  Cleland,  an  analyst  with 
the  Precursor  Group.  "They  want  some- 
one who  will  create  value  at  the  helm, 
not  someone  who  will  destroy  value." 

That's  why  Armstrong's  days  as  head 
of  AT&T — or  whatever  remains  of  it  af- 
ter the  Comcast  fight — seem  numbered. 


Most  analysts  and  investors  think 
will  ultimately  have  to  sell  the  cab 
unit.  If  that  happens,  the  remainin 
telephone  operations  are  likely  to  1  ' 
scooped  up  by  the  Baby  Bells  or  f< 
eign  acquirers.  Armstrong  had  wai 
to  become  the  ceo  of  the  cable  bus 
ness,  known  as  AT&T  Broadband,  w 
it  was  spun  off  next  year.  Instead, 
mav  have  to  settle  for  a  short  stin 
head  of  AT&T's  telecom  operations 
fore  retirement. 

STUBBORN  CULTURE.  Why  couldn't 
super-CEO  save  AT&T  from  what  lo 
be  an  ugly  demise?  In  reality,  he 
never  have  had  much  of  a  chance 
telephone  giant  was  run  as  a  mon 
for  decades  and,  even  after  its  br 
in  1984,  continued  to  have  the  m; 
ment,  cost  structure,  and  culture 
past.  When  the  Telecom  Act  of  1 
laid  the  groundwork  for  the  Babj 
to  get  into  long  distance,  AT&T's  O 
business  was  doomed.  Armstrong 
grabbed  control,  slashed  costs,  an 
bet  more  than  $100  billion  buying 
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Dan  Somers.  When  asked  if  he  would 
consider  changing  management  at 
Broadband,  Armstrong  replied:  "No 
comment." 

So  how  do  things  proceed  from  here? 
AT&T's  board  will  consider  the  Comcast 
offer  during  a  meeting  on  July  17-18 
in  Denver.  AT&T  says  it  may  spend  as 
much  as  several  weeks  reviewing  it  be- 
fore making  a  decision;  meanwhile,  the 
board  is  clearly  waiting  for  other  bids 
to  materialize.  But  if  Comcast  agrees  to 
up  the  price  and  meet  AT&T's  other  con- 
ditions, even  Armstrong  may  have  trou- 
ble opposing  a  deal.  Aside  from 
price,  AT&T  objects  that  there's 
no  protection  for  investors  if 


Comcast  shares  fall 
too  low  and  that  no 
cash  is  involved.  An- 
other stumbling  block: 
Comcast  would  control 
49%  of  the  voting 
stock. 

One  way  or  another, 

it  seems  likely     that  

AT&T  Broadband  will 
soon  slip  out  of  Armstrong's  grasp. 
Where  will  that  leave  him — and  what 
will  be  left  of  AT&T? 

About  the  only  upside  of  such  a  de- 
velopment would  be  that  $13.5  billion  of 
its  crushing  $47.5  billion  in  debt  would 
shift  to  Comcast.  But  AT&T  would  be  de- 
prived   of    its    best 
growth  engine  during 
an  extremely  weak 
market  for  telecom- 


Malone,  who 
just  quit  the 
AT&T  board, 
is  a  wild  card 


munications. 

Still,  Armstrong  in- 
sists that  AT&T  has  a 
bright  future.  He  says 
sales  of  data  and  con- 
sulting services  to 
businesses  are  growing 
an  average  20%  a  year. 
Later  this  year,  he  ex- 
pects revenue  from 
these  operations  to  exceed  the  sale  of 
long-distance  phone  service  to  businesses. 
And  even  though  the  consumer  long-dis- 
tance unit  is  shrinking  fast,  its  margins 
still  exceed  30%. 

That  may  be,  but  it  is  a  far,  far  cry 
from  the  brave  new  world  Mike  Arm- 
strong wanted  to  build. 

By  Steve  Rosenbush,  with  Tom  Lowry, 
in  New  York,  Ron  Grover  in  L.A.,  and 
Amy  Barrett  in  Philadephia 


MAY  6. 1999  $48 


Inks  deal  to  buy 
MediaOne  for 
$62  billion 

able  businesses  that  he  could  move 
local  telephone  and  broadband  Net 
ces.  But  neither  he  nor  AT&T 
>d  fast  enough:  The  long-distance 
less  collapsed  before  Armstrong 
loped  the  local  phone  and  Net  ini- 
'es.  "I  don't  think  there  are  five 
le  who  could  have  turned  AT&T 
nd,"  says  Ken  McGee,  an  analyst  at 
ner  Group.  "Mike  was  one  of  the 
bilities,  but  he  failed." 
•mstrong  made  plenty  of  mistakes 
;  the  way.  He  fumbled  the  delivery 
ta  services  to  business  customers 
fear.  His  in-your-face  leadership  style 
ated  some  top  execs,  leading  to 
y  turnover.  And  he  misjudged  how 
dy  the  core  telecom  business  would 
iorate.  Last  May,  he  conceded  that 
ompany  was  going  to  badly  miss  its 
rial  targets  for  the  year.  AT&T's  stock 


plunged  14%  in  a 

single  day.  Arm- 
strong admits  that 
he  didn't  foresee  the 
troubles,  but  his  rivals 
didn't,  either.  "This 
company  missed  it,  our 
competitors  missed  it, 
the  whole  industry 
missed  it,"  he  insists. 

All  those  gaffes  pale 
in  comparison  to  what 
will  forever  define  Arm- 
strong's tenure:  his  acquisi 
tions  of  cable  players  Tele- 
Communications  International  Inc. 
(tci)  and  MediaOne  Group.  His  concept 
of  using  the  cable  networks  to  move 
AT&T  into  local  telephone  and  broadband 
services  may 
have  made 
sense,  but  Arm 
strong  couldn't 
execute  fast 
enough  to  satis- 
fy shareholders.  When  the  long-distance 
business  hit  the  skids  last  summer,  the 
new  initiatives  were  suffering  technical 
problems  and  were  too  small  to  make 
up  the  difference.  "He  promised  the 
equivalent  of  the  D  day  invasion,"  says 
Cleland.  "He  was  more  vision  than  exe- 
cution." By  last  October,  under  share- 
holder pressure,  Armstrong  said  he 
would  break  AT&T  up  into  four  pieces, 
opening  the  door  to  Comcast. 

Armstrong  takes  strong  exception  to 
the  argument  that  he  has  failed  to  re- 
make AT&T.  For  starters,  he  says,  it's 
way  too  early  to  discuss  his  legacy, 


"  WAS  THEN:  Armstrong  and  Malone     since  he  is  still  overseeing  AT&T  tele- 


phone and  cable  business.  "Legacy  is 
about  what  you've  done;  I'm  so  con- 
sumed with  doing,"  he  says.  Aside  from 
the  cable  business,  he  points  out  that 
he  has  invested  tens  of 
billions  in  AT&T  Wireless, 
international  networks, 
and  in  local  operations 
for  business  customers. 
"This  is  not  the  AT&T 
communications  compa- 
ny that  we  started 
with,"  he  says.  "This  is  a  powerful, 
state-of-the-art  communications  compa- 
ny." What's  more,  he  says  he  won't  sell 
the  cable  business  to  any  company  that 


»'I*J'M-I*H 
AT&T  says  sales  and 
profit  outlook  dims 
as  long-distance 
business  deteriorates 


JULY  8. 2001  $17 


Comcast  announces 
$41  billion  offer  for 
AT&T's  cable  holdings 


OCTOBER  25, 2000  $18 


Sets  plan  to  split 
AT&T  into  four  pieces 


will  compromise  his 
strategy.  He  wants  to 
make  sure  that  any  ac- 
quirer continues  to  invest  in  the  local 
telephone  and  broadband  Net  services. 
But  Armstrong  may  no  longer  con- 
trol the  unit's  destiny.  Investors  will 
probably  push  him  to  sell  to  the  highest 
bidder.  And  Comcast  does  not  seem  in- 
clined to  invest  heavily  in  the  local 
phone  business.  That  would  be  a  blow 
for  AT&T's  onetime  savior.  He  will  leave 
AT&T  as  something  less  than  the  super- 
man in  pinstripes  that  he  once  was. 

Elstrom  writes  about  tech  and  tele- 
com from  New  York. 
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STRATEGIES 


A  FRANK  TALK 

WITH  MIKE  ARMSTRONG 


AT&T'S 

QUXB 


Comcast's  unsolicited 
$Jt.l  billion  bid  for 
AT&T's  cable  TV  busi- 
ness put  that  unit — 
and  perhaps  the  whole  company — in 
play.  It's  an  unwelcome  turn  for  CEO  C. 
Micltael  Armstrong,  who  attempted  a 
bold  but  risky  strategy  to  reinvent  AT&T 
for  the  Internet  Age.  He  dis- 
cussed these  issues  on  July  11 
with  Telecommunications  Editor 
Steve  Rosenbush  and  Senior 
Writer  Peter  Elstrom. 


leading  edge  example  of  what  we  are 
trying  to  do  throughout  AT&T  Broadband. 
Ninety  percent  of  the  network  and  re- 
gion are  upgraded.  Year-over-year 
growth  is  40%,  and  the  margins  are  40%. 


u 


Investors  are  skeptical  that  you  can 
make  good  on  your  promises,  in  part 
because  the  company  has  had 
execution  problems  in  the  past. 
Why  is  that? 


What's  your  response  to  the  Comcast  offer? 

This  thing  is  48  hours  old.  I  got  it  on 
my  fax  machine  Sunday  night.  At  this 
Lime,  for  sure,  Broadband  is  not  up  for 
sale.  On  the  other  hand,  we  have  got  a 
two-page  unsolicited  offer.  We'll  take  it 
as  a  serious  offer,  and  we'll  discuss  it 
with  the  board. 

Would  you  be  willing  to  sell  Broadband 
under  the  right  circumstances? 

I  would  consider  a  number  of  fac- 
tors. The  price-value  equation,  of 
course,  would  have  to  be  one.  We  would 
also  take  strategic  fit  of  the  two  com- 
panies into  consideration.  AT&T  is  a 
large  public  company.  We  have  to  make 
an  assessment  about  moving  control 
from  public  governance  to  private  fam- 
ily, and  what  the  implications  of  that 


^  You  don't  sell  your  company  if  you  need 

better  management Broadband  will 

create  tremendous  shareholder  value 


are.  I'm  not  judging  it  good  or  bad. 

What  do  you  say  to  investors  who  clear- 
ly believe  Broadband  would  be  better 
managed  in  other  hands? 

You  don't  sell  your  company  if  you 
need  better  management.  I  believe  that 
our  current  plan  for  Broadband  will  cre- 
ate tremendous  shareholder  value.  We 
have  invested  heavily  in  the  company. 
Of  course  that  has  affected  our  margins. 
But  AT&T  Broadband  is  the  fastest-grow- 
ing new  services  provider  of  any  cable 
company.  Also  the  biggest.  Boston  is  a 


mischievous.  Our  margins  are  going  to 
improve  over  time  because  we  have 
most  of  our  [investment]  under  our  belt. 

Won't  AT&T  emerge  from  the  current 
breakup  looking  very  much  like  the  old 
long-distance  company?  Can  it  survive? 

The  company  that  is  going  to  be  Con- 
sumer Services  and  Business  Services  is 
far  different — $46  billion  of  investment  is 
far  more  than  a  few  more  facilities.  It  is 
going  to  have  a  state-of-the-art  network 
and  millions  of  local  [business]  lines.  It  is 
going  to  have  an  intelligent  network.  It 
is  going  to  have  global  presence  in  859 
cities  in  60  countries.  It  is  the  leader  in 
[communications]  solutions  outsourcing, 
This  is  not  the  AT&T  communications 
company  we  started  with.  This  is  a  pow- 
erful, state-of-the-art,  global  communica- 
tions company. 

Let's  talk  about  the  end  of  AT&T.  You're 
not  going  to  end  something  that  has  a  strong 
and  growing  business)  J 

Why  has  AT&T  had  such  a  hard  time 
for  so  long? 

When  we  set  out  on  this  journey  with 
AT&T,  what  we  were  in  1997  was  going 
away.  The  middle  of  the  phone  call  was 
created  by  a  judge.  We  had  to  transforrr 
against  time.  Eight-four  percent  of  th 
revenues  and  100%  of  the  profit  cam* 
from  long  distance.  That's  like  saying  t( 
Lou  Gerstner,  "I  want  you  to  transfom 
IBM.  But  there's  a  little  problem — com 
puters  are  going  away  in  seven  years 
What  we've  attempted  to  do  is  make  ar 
AT&T  for  the  next  century. 

What  sort  of  legacy  will  you  leave? 

I  would  like  to  leave  behind  fou: 

AT&T  companies  that  are  strong,  com 

petitive,  well-managed,  that  are  well 

respected  both  by  our  customers  am 

our  competitors.  [But]  legacy  i 

about  what  you've  done.  I'm  s 

consumed  with  doing.  Being 

baseball  fan,  I  think  we're  in  th 

fourth  inning. 


We  haven't  had  flawless  execu- 
tion, but  we  executed  very  well 
in  wireless.  We  executed  our  network 
transformation  well  over  a  30-month  pe- 
riod, and  we  fixed  execution  in  the  data 
side  of  the  business  over  a  period  of 
quarters — just  as  we  said  we  would. 

Why  are  AT&T  Broadband's  margins  so 
much  lower  than  those  of  Comcast  and 
other  cable  operators? 

Comparing  our  margins,  during  a  pe- 
riod of  integration  and  investment,  to 
something  that  is  m)  years  old  is  a  little 


77 


Is  this  the  end  of  AT&T? 

Let's  talk  about  the  end  of  AT&T 
You're  not  going  to  end  something  ths 
has  a  strong  and  growing  business.  It 
going  to  survive  and  grow.  Will  it  con 
bine  with  someone  in  the  future?  I  doru 
know.  But  the  business,  and  I  believi. 
the  brand,  will  survive.  Brian  Robert 
sent  a  two-page  letter  and  now  th 
AT&T  company  is  going  to  go  away? 
guess  you  can  sell  a  few  newspapei 
that  way. 
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Digex  and  WorldCom  combine  innovation  and  global  resources. 

We've  just  created  an  unstoppable  force:  Your  e-Business. 


Great  news  for  your  e-Business.  Digex  and  WorldCom,  leaders  in  mission-critical  Web  and  application  hosting, 
have  joined  forces.  We  have  united  to  enhance  the  performance  of  your  mission-critical  Web  operation  by 
providing  comprehensive  managed  Web  hosting  now  with  global  Internet  and  data  services.  Our  data  centers  around  the  world  allow 
you  to  easily  scale  your  business  to  meet  new  market  demand — no  matter  where  you  are.  You'll  also  have  the  assurance  of  two  industry 
leaders  working  together  24/7  to  keep  your  site  secure  and  running  at  peak  performance.  It's  an  alliance  that  makes  your  e-Business 
more  powerful  than  ever.  For  more  information  visit  www.digex.com/global  and  www.worldcom.com  or  call  1  -800-455-2968  ext.  654. 


V-- 


WORLDCOM, 


Where  managed  hosting  began. 
Where  managed  hosting  is  going. 
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COMMENTARY 


By  Michael  J.  Mandel 


THE  U.S.  IS  AWASH  IN  FOREIGN  MONEY.  THAT'S  A  PROBLEM 


During  the  boom,  the  U. S.  was  a 
magnet  for  foreign  investors. 
Lured  by  a  soaring  stock  mar- 
ket, strong  growth,  and  the  promise 
of  big  returns  from  new  technology, 
foreigners  poured  $3.7  trillion  into 
U.S.  financial  assets  from  1996 
to  2000,  nearly  triple  the  rate 
of  the  previous  five  years. 
That  money  helped  finance  the 
Information  Revolution. 

Now  the  tech  boom  has  col- 
lapsed— but  the  U.  S.'s  near- 
monopoly  of  global  savings 
continues.  In  the  first  quarter, 
foreign  investment  in  the  U.  S. 
ran  at  a  rate  of  $950  billion  an- 
nually, just  below  the  record 
2000  level.  Although  foreign 
acquisition  of  U.  S.  companies 
has  fallen  sharply  since  1999 
as  merger  mania  has  cooled, 
healthy  portfolio  investment  in 
U.  S.  stocks  and  bonds  has 
filled  the  gap. 

What's  happening  is  that 
foreign  investors  are  staying 
relatively  optimistic  about 
U.S.  economic  prospects,  even 
as  growth  forecasts  for  Europe, 
Japan,  and  East  Asia  are  trimmed. 
Sure,  the  U.S.  economy  and  markets 
are  troubled,  but  many  foreign  in- 
vestors expect  that  the  U.  S.  "will 
pick  up  faster  than  Europe,"  says  Jo- 
hannes Reich,  head  of  strategy  at 
Metzler  Bank,  a  Frankfurt  private 
bank.  In  addition,  the  U.S.  economy 
is  seen  as  more  flexible  and  better 
able  to  make  use  of  information  tech- 
nology than  rivals,  which  means  big- 
ger long-run  productivity  gains. 

The  flow  of  foreign  money  into  the 
U.  S.  also  has  a  certain  self-fulfilling 
quality.  By  providing  financing  for 
home  mortgages  and  corporate  bor- 
rowing, it  has  supported  U.S.  hous- 
ing and  business  construction.  That 
helps  explain  why  U.S.  business  and 
residential  investment  combined  rose 
at  a  2.3%  rate  in  the  first  quarter. 

But  this  dependence  on  foreign 
funds  brings  up  two  problems.  First, 
if  the  U.  S.  continues  to  absorb  most 
of  the  world's  savings,  that  could 
choke  off  investment  elsewhere.  Busi- 
ness and  residential  investment  in  Eu- 


rope and  Japan  fell  sharply  in  the  first 
quarter.  If  that  continues,  the  U.  S. 
would  limp  along  as  the  world's  safe 
haven,  but  global  recovery 
would  be  slowed. 

Alternatively,  if  the 


U.  S.  recovery  is  delayed  longer  than 
expected,  or  if  productivity  falls  off, 
the  U.  S.  may  begin  to  look  less  at- 
tractive compared  with  other  coun- 
tries. Foreign  investors  will  become 
less  willing  to  fund  U.  S.  borrowing, 
which  would  push  up  interest  rates 
and  squeeze  growth.  Moreover,  the 
recent  shift  to  easily  liquidated  port- 
folio investments  makes  the  U.  S. 
more  vulnerable  to  a  sudden  change 
in  sentiment.  A  slowdown  in  the  flow 
of  money  into  the  country  would  pull 

FOREIGN-HELD  ASSETS: 
MAKE  MINE  LIQUID 
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down  the  dollar,  making  foreign  in- 
vestors less  willing  to  hold  U.  S.  fi- 
nancial assets. 

So  far,  the  influx  of  foreign  money 
has  been  a  net  plus  for  the  U.  S. 
Foreign  investors  have  been  buying 
large  quantities  of  the  securities 
issued  by  housing  lenders  Fan- 
nie Mae  and  Freddie  Mac.  These 
foreign  funds  accounted  for 
about  40%  of  home  lending  in 
the  first  quarter,  making  mort- 
gages cheaper  and  easier  to  get. 
EUROPE'S  GLOOM.  Foreign  money 
has  also  helped  insulate  U.  S. 
companies  from  the  effects  of  the 
weak  market.  In  the  first  quar- 
ter, foreign  investors  bought 
stocks  and  corporate  bonds  at  a 
$440  billion  annual  rate.  And  for- 
eign lenders  such  as  the  German 
g   bank  HypoVereinsbank  are  fund- 
■   ing  U.  S.  commercial  construction. 

Meanwhile,  money  is  stream- 
|   ing  out  of  the  rest  of  the  world. 
B    In  the  first  quarter,  Japan  ran  a 
I    current  account  surplus  of 
I  roughly  $100  billion  annually,  al- 
though the  number  shrank 
sharply  in  May  (page  50).  The  flow  of 
money  out  of  the  euro  zone  has  been 
steadily  rising,  too.  In  the  first  four 
months  of  2001,  net  outflows  of  port- 
folio and  direct  investment  from  the 
euro  zone  totaled  $360  billion,  at  an- 
nual rates.  That's  more  than  double  a 
year  earlier,  as  investors  become 
gloomier  about  Europe's  prospects. 
"This  is  the  price  that  Europe  will 
pay  for  not  having  done  restructur- 
ing in  time,"  says  Jacob  A.  Frenkel, 
president  of  Merrill  Lynch  Interna- 
tional in  London. 

That  money  is  mostly  flowing  into 
the  U.  S.  But  the  consensus  about 
whose  economic  future  is  brighter 
has  shifted  repeatedly  in  recent 
years.  Not  too  long  ago,  the  prevail- 
ing view  in  Europe  was  optimism 
about  the  Continent's  prospects  and 
skepticism  about  the  sustainability  of 
U.S.  productivity  gains.  Now,  faith 
in  the  American  economic  revival 
rules.  But  if  that  faith  diminishes,  so 
will  the  influx  of  foreign  capital. 

With  David  Fairlamb 
in  Frankfurt 
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TRADE  RELATIONS 


CALMING  THE  WATERS: 

A  TALK  WITH  THE  U.S.  TRADE  REP 

Zoellick  and  the  EU  are  set  to  announce  a  broad  new  accord 


To  most  folks,  trade  ties  between  the 
U.  S.  and  Europe  look  frayed  these 
days.  But  to  U.  S.  Trade  Represen- 
tative Robert  B.  Zoellick,  all  the  transat- 
matic  static  is  an  opportunity.  A  brainy 
ex-Reagan  Administration  economic  of- 
ficial, Zoellick  is  working  hard  to  ease 
relations  between  the  two  trading  blocs. 
On  July  17,  he  and  European  Union 
Trade  Commissioner  Pascal  Lamy  will 
meet  in  Washington  to  narrow  their  dif- 
ferences on  a  new  trade  round.  In  a 
July  10  interview  with  BusinessWeek 
Washington  Bureau  Chief  Lee  Walczak, 
the  top  U.S.  trade  gun  laid  out  hia 
agenda. 


How  much  has  the  European 
Union's  rejection  of  the  General 
Electric-Honeywell  International 
merger  hurt  relations  between 
the  two  trade  powers? 

It's  not  surprising  that,  as 
economic  integration  deepens, 
you're  going  to  have  conflict,  ge 
[and]  Honeywell  are  now  both 
European  and  American  compa- 
nies, and  competition  authorities 
on  both  sides  of  the  Atlantic 
have  to  assess  their  merger.  In 
this  case,  as  in  other  cases,  there 
will  be  disagreements.  [The  rul- 
ing] reflects  a  mistaken  view  of 
competition  by  the  Europeans. 
But  I  don't  believe  it's  driven 
by  some  anti-American  motive. 


to  discuss  that  but  have  questions  about 
how  dispute  resolution  would  operate. 

But  even  on  the  new  trade  round  you 
mentioned,  there  are  differences.  The 
Europeans  want  a  broad  agenda;  the 
U.S.  seeks  more  limited  objectives... 

This  is  one  of  the  key  questions  we 
have  to  resolve.  The  U.S.  favors  a 
round  that,  in  the  old  days,  would  have 
been  considered  extensive,  including  top- 
ics such  as  agriculture,  industrial  goods, 
services,  improved  transparency,  subsi- 
dies that  affect  the  environment,  etc. 
But  the  eu  and  Japan  want  to  add  oth- 
er items,  including  investment,  compe- 


tioned  the  Europeans  that  raising  ques- 
tions about  tax  systems  could  lead  us  to 
roam  far  afield  and  runs  risks  for  all 
parties. 

How  are  efforts  to  restore  the  Presi- 
dent's fast-track  trade-negotiating  au- 
thority going? 

There's  a  bill  on  the  House  side;  a 
bipartisan  bill  on  the  Senate  side.  On 
the  House  side,  it  was  sponsored  al- 
most totally  by  Republicans.  We've  been 
able  to  regain  some  momentum  in  in- 
ternational trade — launching  the  Free 
Trade  Area  of  the  Americas,  getting 
China  into  the  WTO,  and  moving  for- 
ward on  the  global  round.  We  now  need 
to  convince  Congress  that  we  need  the 
negotiating  authority  that  five  prior 
Presidents  were  granted. 


H  [It]  reflects  a  mistaken 

view  of  competition 

by  the  Europeans. 

But  I  don't  believe 

it's  driven  by  some 

anti-American 

motive  If 


ROBERT  ZOELLICK 


So  everything's  peachy  between 
the  U.S.  and  Europe  on  the 
trade  front? 

EU  Trade  Commissioner  Pascal  Lamy 
and  I  are  working  closely  on  the  launch 
of  a  new  WTO  round  in  November,  and 
in  doing  so  are  trying  to  reverse  the 
stain  of  Seattle's  failure.  We  are  trying 
for  resolution  of  [outstanding]  trade  cas- 
es. The  relationship  is  never  going  to  be 
without  friction,  but  the  question  is:  Can 
we  resolve  disputes  and  keep  our  eye 
on  the  larger  objective? 

If  we  are  such  a  close-knit  bunch,  why 
is  the  U.S.  cool  to  EU  Antitrust  Chief 
Mario  Monti's  call  to  synchronize  anti- 
trust policy? 

The  EU  has  said  that  competition  is 
one  of  the  areas  it  would  like  to  add  to 
the  new  trade  round.  But  it's  a  very 
modest  agenda.  We  have  been  willing 


tition — and  one  that  they  label  environ- 
ment but,  in  fact,  covers  everything 
from  the  role  of  science  in  risk  assess- 
ment to  health  and  other  topics.  If  Eu- 
rope and  Japan  are  willing  to  negoti- 
ate seriously  in  agriculture,  politically 
they  need  to  broaden  [the  agenda]  to 
deal  with  these  other  topics.  We've  been 
having  discussions  with  the  Europeans 
to  see  what  they  need  politically. 

When  the  WTO  ruled  that  U.S.  foreign 
sales  corporations  were  an  illegal  export 
subsidy,  you  called  the  outcome  a  "po- 
tential nuclear  bomb."  Can  you  defuse 
this  threat? 

I  hope  so.  One  of  the  reasons  I  made 
my  point  was  to  emphasize  the  risks  of 
either  side  mishandling  this  issue.  I  cau- 


The  House  GOP  bill  makes  no  conces- 
sion to  labor  and  environmental  protec- 
tions, a  key  demand  of  Democrats.  So 
how  can  you  get  a  deal? 

Look,  while  there  are  many  ways  to 
try  to  support  international  environ- 
ment and  labor  objectives,  you  have  to 
be  very  careful  to  do  so  in  a  way  that 
doesn't  become  a  form  of  protectionism. 
Developing  countries  are  worried  that 
this  is  a  new  way  to  slow  their  growth, 
and  they  have  a  justifiable  concern. 
Ralph  Nader  and  his  minions  are  not 
exactly  out  to  open  markets.  Too  many 
in  the  AFL-cio  leadership  are  still  pro- 
tectionists. What  the  Administration 
talks  about  is  a  toolbox  to  address  labor 
and  environmental  issues  without  re- 
sorting to  sanctions. 
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A  HOLLOW  VICTORY 
FOR  PC  MAKERS 

Microsoft's  looser  licensing  terms  count  for  little  in  bad  times 


For  years,  PC  makers  quietly  fumed 
over  Microsoft  Corp.'s  efforts  to  con- 
trol what  they  could  do  to  spice  up 
their  PCs.  Indeed,  when  Microsoft  was 
preparing  to  release  its  last  consumer 
version  of  Windows  in  the  summer  of 
1998,  executives  from  Gateway,  Com- 
paq, Hewlett-Packard,  and  others  testi- 
fied to  regulators  about  its  heavy-hand- 
ed licensing  terms  for  the  new  program. 
For  good  reason:  Microsoft  had  em- 
ployed a  host  of  tactics  to  force  PC  mak- 
ers to  install  its  software  rather  than  ri- 
vals', especially  its  browser  in  lieu  of 
Netscape  Communications'  navigation 
program.  Nor  could  they  delete  «^ 
Explorer  itself.  The  software  giant  ^ 
also  tried  to  steer  customers  to  its 
own  Net  partners,  which  threatened 
to  cut  PC  makers  off  from  millions  paid 
by  ISPs  and  others  for  pre-installing 
their  software. 

TOO  LATE.  Given  that  backdrop,  Mi- 
crosoft's July  11  announcement  of  looser 
licensing  terms  for  PC  makers  using  its 
next  generation  operating  system,  Win- 
dows XP,  should  have  been  big  news.  Al- 
though Microsoft  originally  planned  to 
prohibit  computer  makers  from  installing 
any  icons  on  the  main  screen — including 
such  non-Microsoft  offerings  as  Intuit 
Corp.'s  Quicken  finance  software  or  aol's 
on-line  service — those  prohibitions  are 
now  gone.  They  can  even  remove  the 
icon  and  Start-menu  listing  for  IE. 

Trouble  is,  Microsoft's  moves  come 
too  late  and  at  the  wrong  time  to  mat- 
ter much.  The  huge  falloff  in  PC  sales 
has  squashed  PC  makers'  independent 
streak.  When  sales  were  brisk,  they 
were  willing  to    fight    for    their 

right     to        i\f\A       innovate.  Now,  all 


their  focus  is  on  cutting  costs. 
Moreover,  identifying,  marketing,  and 
supporting  beyond-the-box  arrangements, 
such  as  letting  e-merchants  download  pro- 
motions to  consumers'  hard- 
drives,  never  generated 
the  revenues 
PC  makers 
hoped.  So 
now,  most  ^ 
are  fine       «  *Jfr\ 


with  Mi- 
crosoft's con 
troversial  j0? 
decision  to  * 
embed  digital  / 
photography  r 
and  videoconfer- 
encing right  into  xp's  innards.  "Ironically, 
[the  right  to  offer  non-Microsoft  software] 
has  become  less  important,"  says  Andrew 
I.  Gavil,  a  Howard  University  Law  School 
professor. 

Today,  PC  makers  want  only  one 
thing:  for  XP,  which  will  be  standard  is- 
sue on  home  pes  after  its  Oct.  25  launch, 
to  come  out  on  time.  With  sales  expect- 


COMPUTER  CRASH 


ed  to  fall  5%  in  2001,  according  to  Mer- 
rill Lynch,  they  want  to  get  shoppers] 
back  into  stores.  No  one  cares  to  waste] 
time  in  a  big  fight  with  the  Seattle  gianll 
as  it  rolls  along  while  they  struggle] 
with  huge  layoffs  and  red  ink.  Indeed! 
on  July  11,  Microsoft  announced  ita 
fourth-quarter  profits  would  slightly  exj 
ceed  expectations.  Says  IDC  analyst 
Roger  Kay:  "The  radicals  among  the  pej 
makers  have  all  disappeared;  orthodoxjfl 
[to  Microsoft's  view  of  the  world]  is  novj 
all  the  rage." 

Just  check  out  Gateway.  For  years 
CEO  Ted  Waitt  was  the  industry's  mos 
vocal  Microsoft  critic.  Now  Gateway  i: 
publicly  congratulating  Microsoft  fo' 
its  cooperative  ways.  "We're  pretty 
excited  about  some  of  the  thing; 
they're  doing,  because  it  lines  up  wit] 
our  strategy,"  says  vice-president  o 
product  marketing  Michael  Ritter. 
So  why  is  Microsoft  finally  offerin 
up  to  PC  makers  control  over  th 
desktop  they  no  longer  seem  t 
want?  Sheer  pragmatism.  The  fac 
is,  the  recent  Appeals  Court  deci 
sion  upholding  the  finding  tha 
Microsoft  had  abused  its  monop 
oly  position  in  Windows  all  bu 
declared  some  of  Microsoft's  pre 
posed  PC  licensing  restriction 
illegal.  And  in  earlier  settlemen 
talks,  Microsoft  had  alread 
agreed  to  give  them  up.  So  th 
company,  knowing  they'd  be  ur 
likely  to  survive  future  settlemer 
talks,  put  them  on  the  table  no\ 
That  way  it  also  avoids  having  t 
rejigger  XP  during  or  after  it 
launch. 
Is  Microsoft  really  giving  up  anj 
thing  of  significance?  PC  makers  won 
likely  leave  off  the  Explorer  browse 
since  it  vanquished  Netscape's  Nav 
gator  long  ago.  And  in  areas  wher 
Microsoft  still  faces  competition,  sue 
as  aol's  instant-messaging,  the  comp; 
ny  is  sticking  by  its  no-delete  clause 
So  the  leap  forward  really  amounts 
not  taking  a  giant  step  back. 

By  Peter  Burrows  in  San  Matt 
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By  Linda  Himelstein 


WEBVAN  LEFT  THE  BASICS  ON  THE  SHELF 

I  confess,  I'm  bummed.  On  July  9,  moving,  more  conservative  strategy.  they  arrived  too  squishy.  "We 

Internet  grocer  Webvan  Group  Webvan  shelled  out  more  than  $25  slipped,"  conceded  CEO  Swan.  "We 

Inc.  called  it  quits.  Sure,  it  was  no  million  for  each  of  its  massive  facili-  had  started  to  think  of  the  customer 

great  shock:  Industry  observers  had  ties  vs.  HomeGrocer's  $5  million  or  as  a  statistic  or  number  instead  of  as 

long  predicted  its  demise.  Still,  as  a  so  for  smaller,  lower-tech  operations,  a  Tom  and  a  Sally." 

regular  customer  since  1999,  I  don't  Webvan's  warehouses  needed  some  So  does  Webvan's  failure  mean 

relish  the  prospect  of  once  again  lug-  1,000  servers  and  16  employees  to  that  online  grocers'  prospects  are  no 

ging  home  diapers  and  jugs  of  water  run  the  back  end,  but  HomeGrocer's  better  than  that  of  a  carton  of  milk 
from  my  neighborhood  past  the  sell-by  date? 

supermarket.  'flMfl  L/  +  Not  necessarily.  Some 

Despite  some  clear  J  ftdkt  believe  it  can  still  be  a 

advantages— backing  ...•*      f       /•&,>,  "J|       solid  business,  though 

from  such  savvy  fi-  ^Pii'/"  .^P       one  that  will  likely  ma- 

nanciers  as  Goldman  xSClW  tuiV  m°re  sl°Wly  than 
Sachs  and  S.^uoia  ^^                         'jltt^                          *        i  anything  Webvan  antici- 
Capital,  a  well-respect-  ^^B^Jfr        Mi              Wk                                   wL  pated.  A  soon-to-be-re- 
ed management  team  fc«*^     .•i!SV/         ?m                          iff     r  leased  study  from  IBM's 
led  until  April  by  for-  ^S^J                   B                         I     dfZjL  consulting  arm  predicts 
mer  Andersen  Consult-  ^WE^^^                             f*^*  that  by  2004,  enough 
ing  chief  George  Sha-  /V^>^1                                        ^"^        £  demand  will  exist  in 
heen,  and  more  than  $1  J*          M^W                                             "~Xi  some  metropolitan  ar- 

billion  in  cash— Web-  ^k^ ^    -  J  '"aS  t0  suPPort  at  Ieast 

m^k  EMMHHrii  profitable  grocers 

was  fundamentally  un-  I^C— ^  M    ^M^  s4^^^^       '"  th°Se  marketSl 

tenable.  It  simply  made       ^^^^H   fel^W  B-r^-  ft  "There  is  demand,  and 

little  sense  to  pour  -^^■W^U  I  '  \ — -  •*  ••-•       there  are  Profitable 

huge  amounts  of  capital  ,„,,—  WayS  °f  servicim?  tihese 

into  the  grocery  busi-  ^I'i^VIl  lilYi^i'M,  eh  A\in?n  T^APTTC  markets,"  says  IBM's 

ness-which  ekes  out  i„'B    "        «t«     .  * Lmbjl)  tOLUb  Ming  Ta&l 

net  margins  averaging  OPERATINGWSS net  sales  The  Net  grocer  dropped  Several  old-fashioned 

barely  over  1%— with-  l"8  ~$12.-9?. $00  $1  billion  onpriceytech  grocery  chains  claim 

out  evidence  that  1999  -153.89  13.31  „___ thpn  r»iit  pn«r«  that  they  are  already 

enough  shoppers  would  9nnn         Zjmm 17r^  8  making  money  at  it. 

change  their  habits.  '  by  switching  to  lower-  Royal  Ahold,  the 

STARK  CONTRAST.  But  *  Mlltas  quality  produce  Dutch-based  chain  that 

Webvan  built  a  huge  in-  Data:  Bloomberg Financial  Markets  now  controls  online  gro- 

frastructure  that  could  cer  Peapod  Inc.,  says 

only  work  if  droves  of  consumers  got  by  with  just  100  servers  and  two     its  Net  business  is  profitable  in 

quickly  embraced  buying  their  peach-      employees,  insiders  say.  And  while         Chicago  and  Massachusetts.  Safeway 
es  and  plenty  more  online.  That  nev-       Webvan  needed  about    4,000  orders        Inc.  is  revamping  its  online  unit, 
er  happened.  What's  more,  Webvan         a  day  to  break  even  per  facility,  GroceryWorks.com,  by  employing  a 

depended  too  much  on  technology  as        HomeGrocer  required  just  1,500.  profitable  business  model  developed 

the  driver  of  its  business  while  over-       "Webvan  took  an  extreme  position,"       by  Tesco  PLC,  the  large  British-based 
looking  the  basics  of  the  grocery  in-        says  Evie  Black  Dykema  of  For-  grocery  chain.  The  difference?  Both 

dustry.  "We  made  the  assumption  rester  Research  Inc.  "They  opted  to       companies  have  eschewed  spending 

that  capital  was  endless,  and  demand      automate  the  entire  business  and  on  new  warehouses  and  building  up 

was  endless,"  new  ceo  Robert  Swan       that  dug  a  very  big  hole."  separate  inventory;  instead,  they  are 

said  in  a  June  interview.  At  the  same  time,  many  of  Web-         servicing  online  orders  through  es- 

Bad  assumptions  both.  In  its  short      van's  managers  were  so  enamored  of      tablished  stores.  Rather  than  a  brave 
life,  Webvan  burned  through  more  the  company's  original  vision  that  the     new  market  to  conquer,  they  see  on- 

than  $1  billion  building  automated  cost-cutting  measures  it  did  finally  line  shopping  simply  as  one  more 

warehouses  and  pricey  tech  gear.  take  were  steps  that  grocery  veter-        channel  to  serve  existing  customers. 

Never  was  the  overspending  clearer  ans  would  have  known  to  avoid.  For  For  now,  that  looks  like  the  most 
than  when  Webvan  merged  with  ri-  instance,  Webvan  switched  to  lower-  likely  path  to  online  grocery  prof- 
val  HomeGrocer.com  last  year.  Its  quality  produce  suppliers  in  Califor-        itability.  In  the  meantime,  it's  back 

go-for-broke  approach  stood  in  stark       nia,  turned  off  customers.  I,  for  one,       to  the  checkout  line  for  me. 
contrast  to  HomeGrocer's  slower  stopped  ordering  cucumbers  because  With  Gerry  KJiermmich  in  New  York 
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By  Mark  Hyman 


ELY  CALLAWAY:  HE  DID  IT  HIS  WAY 


Ely  Callaway  was 
irascible,  amusing, 
loquacious,  entire- 
ly innovative,  and  as 
smart  a  businessman 
as  ever  swung  a  sev- 
en iron.  When  the 
founder  of  Carlsbad 
(Calif.)-based  Call- 
away Golf  died  last 
week  at  82,  it  became 
clear  how  big  a  divot 
his  departure  will 
make  in  the  world  of 
golf.  Testimonials 
flowed  from  archrivals 
in  the  golf-equipment 
biz  and  star  players 
who  swung  Callaway's 
classy  clubs.  Many  re- 
membered him  as  a 
friend,  a  mentor, 
and — most  of  all — a  maverick. 

Here's  one  more  label  that  fits 
Callaway:  lightning  rod.  He  seemed 
to  attract  controversy  the  way  Tiger 
Woods  attracts  corporate  sponsors. 
And  when  controversy  didn't  find 
him,  he  sought  it  out.  List  the  major 
flaps  in  golf  in  the  past  two  decades, 
and  Callaway  played  a  role  in  nearly 
all  of  them.  His  last  battle  was  his 
biggest:  seeking  to  overturn  the  ban 
on  his  erc  II  driver,  a  club  that  lets 
a  golfer  wallop  a  ball  into  low  orbit. 
But  over  the  years,  there  were 
countless  other  dustups. 
LAST  LAUGH.  Heaven  help  a  rival 
manufacturer  whose  ads  took  even  a 
veiled  swipe  at  Callaway  Golf.  Two 
years  ago,  after  upstart  Orlimar  Golf 
Co.  cited  stats  that  implied  that 
more  pga  Tour  pros  were  packing  its 
up-and-coming  clubs  than  Callaway's, 
he  pounced,  deriding  the  claims  as 
"the  most  misleading  campaign  I 
have  ever  seen  in  any  field  in  my 
young  life."  Callaway  had  the  last 
laugh,  as  he  often  did:  After  he  filed 
suit,  Orlimar  revised  its  ads. 

Callaway  was  63  when  he  started 
in  the  golf  business.  He  had  been  a 
textile  exec  at  Burlington  Industries 
Inc.  and,  later,  ran  his  own  winery  in 
Southern  California.  In  L982,  he 
bought  an  obscure  golf-equipment 
manufacturer;  nine  years  later,  ('ail- 


away  Golf  introduced  a  metal  wood 
with  a  swollen,  odd-looking  head. 
Callaway  called  it  "Big  Bertha,"  after 
a  World  War  I  cannon. 

To  those  who  would  have  been 
happy  keeping  golf  as  a  rich  man's 
game,  Callaway  and  Big  Bertha  ru- 
ined the  sport.  That's  because  to- 
gether, they  started  a  revolution.  Pro 
golfers  liked  the  feel  and  distance 
they  got  from  the  newfangled  club. 
And  Bertha,  which  came  along  just 
as  baby  boomers  were  hitting  their 
middle  years,  contributed  to  a  surge 
of  interest  in  golf  and  helped  it  shed 
its  elitist  image.  By  1997,  Callaway 
was  the  largest  American  manufac- 
turer of  golf  clubs,  with  sales  of 
$842.9  million.  "Callaway  is  one  of 
the  strongest  brands  in  golf,  from 
basically  nothing  10  years  ago,"  says 
Nike  Inc.  Golf  President  Bob  Wood. 

Along  with  his  golf  clubs,  Call- 
away sold  pizzazz.  LPGA  star  Annika 


At  63,  he  started 

Callaway  Golf  and  set 

about  revolutionizing 

a  stodgy  sport 


Sorenstam  appeared 
in  his  ads — and  so  did 
Bill  Gates  and  Celine 
Dion.  People  had  to 
have  a  Callaway  club 
the  way  they  had  to 
have  a  red  convert- 
ible. "He  was  a  natur- 
al salesman  who  took 
advantage  of  every- 
thing that  came  his 
way,"  says  Frank 
Thomas,  former  tech- 
nical director  of  the 
U.  S.  Golf  Assn.,  who 
sometimes  clashed 
with  Callaway. 

What  exactly  are 
golfers  buying  when 
they  lay  out  $500  or 
more  for  one  of  Call- 
away's magic  wands? 
Many  believe  Callaway  clubs  slice  a 
few  shots  off  their  scores.  The  com- 
pany founder  never  made  any  such 
claim — but  he  never  suggested  that 
golfers  were  getting  shortchanged. 
"If  our  clubs  didn't  assist  the  aver- 
age golfer  in  hitting  more  pleasing 
shots,  then  why  do  we  sell  as  many 
as  we  do?"  Callaway  asked  in  a  1998 
BusinessWeek  story. 

Big  Bertha  begat  another  club, 
Great  Big  Bertha,  and  finally  Biggest 
Big  Bertha.  But  it  wasn't  until  earli- 
er this  year,  when  he  rolled  out  the 
ERC  II,  a  driver  with  an  even  larger 
sweet  spot,  that  Callaway  again  ruf- 
fled feathers.  The  USGA,  the  govern- 
ing body  for  golf  gear,  put  the  thin- 
faced  metal  wood  through  a  battery 
of  tests  and  flunked  it,  saying  the 
ERC  II  didn't  conform  to  rules  limit- 
ing a  "spring-like  effect."  Callaway 
howled  in  protest — and  kept  howling 
right  up  until  the  day  in  April  when 
he  went  in  for  the  checkup  that  re- 
vealed pancreatic  cancer. 

Callaway  won't  be  around  to  see 
that  fight  to  the  end.  But  his  name 
won't  be  forgotten  soon.  There  are 
too  many  Callaway  clubs  rattling 
around  in  too  many  golf  bags  for 
that  to  happen. 

Hyman  is  a  contributing  editor 

for  sports  business. 
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In  Business  This  Week 
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MERRILL  CLAMPS 
DOWN  ON  ANALYSTS 

\m  RRILL  LYNCH,  THE  COUN- 
try's  largest  retail  broker, 
took  a  step  to  restore  in- 
vestors' faith  in  Wall  Street's 
stock  recommendations.  On 
July  10,  the  firm  prohibited 
its  analysts  from  purchasing 
shares  in  companies  they 
cover.  If  the  analysts  already 
own  stock  in  the  industries 
they  rate,  they  must  either 
sell  the  securities,  transfer 
them  to  a  managed  account, 
or  abide  by  stricter  disclo- 
sure rules.  Last  month,  Mer- 
rill began  to  disclose  on  the 
front  page  of  all  its  research 
reports  that  the  firm  "has  or 
may  have"  investment  bank- 
ing relationships  with  the 
companies  that  its  analysts 
are  ranking.  Credit  Suisse 
First  Boston,  Citigroup,  J.  P. 
Morgan  Chase,  and  Goldman 
Sachs  all  say  that  they  too 
are   reviewing  policies   re- 


CLOSING    BELL 


SPEED  BUMP? 

The  record  earnings  run  of 
wireless-software  maker 
Comverse  Technology  stopped 
July  11.  Shares  fell  33%,  to 
$25.97,  after  it  warned  that 
earnings  will  drop  22%  this 
year.  Previously  the  company 
posted  annual  sales  jumps  of 
about  35%.  While  manage- 
ment says  earnings  will  re- 
sume growth  next  year,  ana- 
lysts say  there's  no  guarantee 
until  customers  start  spend- 
ing again. 
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garding  the  stock  ownership 
of  their  analysts. 


I  BUSINESSWEEK 
SOURCE  IS  FINED 

SIAR  CAPITAL  HEAD  JACK 
Silver  was  fined  $50,000  by 
the  Securities  &  Exchange 
Commission  on  July  5.  Ac- 
cording to  the  sec's  complaint, 
not  only  was  Silver  late  in 
registering  his  holdings  in 
printing-technology  outfit 
TransAct  Technologies,  which 
were  above  5%,  but  he  also 
neglected  to  notify  the  SEC  in 
a  timely  manner  when  he  sold 
the  shares,  between  August 
and  late  October,  1997.  Silver 
was  quoted  in  Business  Week's 
Sept.  22,  1997,  "Inside  Wall 
Street"  column,  when  he  cited 
TransAct  Technologies  as  a 
takeover  candidate.  The  sec 
alleges  that  Silver  sold  Trans- 
Act stock  at  about  the  time 
the  BusinessWeek  story  ap- 
peared, knowing  that  no 
takeover  would  occur.  Silver 
did  not  admit  or  deny  the 
sec's  allegations.  Although  the 
SEC  said  the  BusinessWeek  in- 
terviews took  place  months 
prior  to  publication,  they  ac- 
tually occurred  within  the  pre- 
vious week,  according  to 
columnist  Gene  Marcial. 


A  MARRIAGE  MADE 
IN  THE  OIL  FIELD 

ON  JULY  10,  NEW  YORK-BASED 
Amerada  Hess,  an  integrated 
oil  company  and  one  of  the 
East  Coast's  biggest  gasoline 
retailers,  agreed  to  buy  Dal- 
las-based Triton  Energy  for 
$8.2  billion  in  cash  and  debt. 
The  $45-a-share  offer  repre- 
sents a  50%  premium  to 
Triton's  shareholders  and  un- 
derscores how  far  the  oil  ex- 
ploration and  production  com- 
pany has  come  since  1998, 
when  it  lacked  funds  to  de- 
velop oil  fields.  Triton  regained 
its  footing,  thanks  to  new 
leadership,  a  massive  oil  dis- 
covery in  Equatorial  Guinea, 
and  strong  crude  oil  prices. 


HEADLINER:  WALTER   ISAACSON 


TO  DO:  REVIVE  CNN 


THE  JOB  OF  BUILDING  A 

larger  and  more  loyal  audi 
ence  for  CNN  falls  to  a  vet- 
eran print  journalist  who 
got  his  start  covering 
the  cops  in  his  na- 
tive New  Orleans. 
Walter  Isaacson, 
Time  Inc.'s  edi- 
torial director, 
was  promoted 
July  9  to  ceo  of 
the  cnn  News 
Group. Isaacson, 
49,  succeeds  Tom 
Johnson,  who  retired. 
Isaacson's  challenges 
include  winning  back 
viewers  who  have  been 
snagged  by  aggressive 
competitors  such  as  Fox 
News,  msnbc,  and  CNBC 
He  also  inherits  a  staff 
whose  morale  was  dam- 
aged by  parent  aol  Time 


Warner's  decision  earlier 
this  year  to  cut  more  than 
10%  of  CNN's  4,000-person 
workforce. 

To  attract  viewers 
Isaacson  will  put 
together  an  hour- 
long,  prime-time 
news  show  whose 
content  will 
sometimes  draw 
on  Time  Inc.'s 
magazines.  And  he 
will  relaunch  CNN's 
Headline  News,  giving 
it  "much  more  urgency." 
To  further  cut  costs,  he's 
also  considering  an  alliance 
with  cbs  News,  "cnn  won't 
just  be  content.  It'll  be 
about  good  reporting," 
Isaacson  says.  But  will 
viewers  stay  tuned  with- 
out constant  crises? 

Tom  Lowry 


SEARS  TAKES  OFF 
ITS  MAKEUP 

SEARS  ROEBUCK  CEO  ALAN 
Lacy  made  his  boldest  move 
yet.  On  July  10,  the  retailer 
said  it  would  exit  the  cos- 
metics and  skin  care  business 
and  scrap  its  joint  venture 
with  Avon  Products.  Sears' 
$45  million  in  annual  beauty- 
care  sales  mostly  came  from 
its  Circle  of  Beauty  brand. 
Started  by  Lacy  predecessor 
Arthur  Martinez,  the  brand 
was  unprofitable,  according  to 
analysts.  The  move  is  a  set- 
back for  Avon,  which  last 
year  trumpeted  its  plan  to 
launch  BeComing,  a  new 
brand,  through  Sears  and 
J.  C.  Penney. 


THE  FED  GETS 
ANOTHER  BANKER 


BANKERS  HAVE  LONG  GROUSED 

that  the  Federal  Reserve 
Board  didn't  have  anyone  with 
nitty-gritty  flnandal-regulat  ion 


expertise.  On  July  10,  howe\ 
er,  President  Bush  nominate 
former  American  Banker 
Assn.  President  Mark  Olsoi 
58,  to  the  seven-person  boan 
Having  most  recently  serve 
as  a  staffer  on  a  Senate  Banl 
ing  subcommittee  on  secur 
ties,  Olson  is  the  secon 
banker  recently  nominated.  O 
June  8,  Bush  tapped  Susa 
Schmidt  Bies,  executive  vic( 
president  of  First  Tennesse 
National  in  Nashville.  The 
expertise  could  be  crucial  t 
the  Fed's  new  role  as  "un 
brella  supervisor"  for  the  1 
nancial  industry. 


ETCETERA... 


■  Compaq  Computer  lower* 
second-quarter  profit  figure 

■  Troubled  Xerox  eliminah 
its  dividend. 

■  The  I'DA  delayed  approv 
of  <  renentech's  asthma  druj 

■  California  and  power  con 
panics  failed  to  reach  a  coi 
promise  on  outstanding  bill 
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WHAT'S  GREENER  AND  HAS  LEGS? 
BUSH'S  ENERGY  PLAN 


For  much  of  George  W.  Bush's  first  six  months,  energy  pol- 
icy has  been  an  oily  albatross  around  his  neck.  The  Pres- 
ident's plans  to  step  up  drilling  on  federal  lands,  expand 
nuclear  power,  soften  environmental  safeguards,  and  increase 
refinery  capacity  were  panned  by  the  public  and  marked  the 
abrupt  end  of  his  honeymoon.  With  Bush  being  bashed  as  a 
shill  for  Big  Oil,  you'd  think  his  energy  plan  would  be  dead 
and  buried.  Well,  think  again. 

Three  unexpected  events  have  converged  to  alter  the 
landscape  dramatically.  First,  Bush  has  re- 
sponded to  slipping  polls  by  shifting  his 
rhetoric  from  boosting  the  energy  supply  to 
energy  efficiency  and  conservation — which  puts 
him  on  the  same  page  as  congressional  De- 
mocrats and  gop  moderates.  "Their  energy 
policy  is  no  longer  exclusively  supply-oriented," 
says  Representative  Sherwood  L.  Boehlert 
(N.  Y.),  a  prominent  pro-environment  Republi- 
can. "The  policy  that's  evolving  will  be  signif- 
icantly improved." 

In  addition,  the  falling  prices  of  natural  gas 
and  gasoline  in  recent  weeks  have  alleviated  the 
crisis  atmosphere  on  Capitol  Hill  and  prompted 
both  sides  to  tone  down  the  blame  game. 

Finally,  because  of  the  Democratic  takeover 
of  the  Senate,  Jeff  Bingaman  (N.M.),  a  busi- 
ness-friendly consensus-builder,  replaces  pro- 
oil  stalwart  Frank  H.  Murkowski  (R-Alaska)  ~ 
atop  the  Senate  Energy  Committee.  Says  American  Gas 
Assn.  lobbyist  Rick  Shelby:  "There's  a  real  basis  for  optimism 
in  terms  of  being  able  to  hammer  out  a  compromise." 

The  endgame  for  the  energy  bill  can  be  compared  with  an- 
other issue  close  to  Bush's  heart:  education.  Just  as  the  Pres- 
ident backed  away  from  school  vouchers  for  private  and  re- 
ligious schools,  he  may  give  up  on  drilling  Alaska's  Arctic 
National  Wildlife  Refuge  and  on  protected  federal  lands. 

At  the  same  time,  Democrats  appear  prepared  to  give 


ground  on  three  of  Bush's  top  priorities:  increased  oil  and  gas 
drilling  in  the  continental  U.  S.,  incentives  to  expand  refinery 
capacity,  and  the  reauthorization  of  the  about-to-expire  Price- 
Anderson  Act,  which  protects  nuclear  power  generators  from 
excessive  liability.  "My  view  is  that  about  90%  of  what  is  in 
his  so-called  energy  plan"  is  acceptable,  Bingaman  says. 

On  July  25,  the  Energy  Committee  will  take  up  a  Binga- 
man bill  that  could  become  the  vehicle  that  all  sides  use  to 
ride  to  the  finish  line.  Still,  Democrats  will  push  for  more  con- 
servation provisions  than  the  White  House  is 
ready  to  embrace.  They'll  try  to  force  auto 
makers  to  boost  fuel  efficiency.  And  they'll  cre- 
ate incentives  for  companies  to  build  more-ef- 
ficient appliances. 

GLARING  OMISSION.  There  is  increasing  evi- 
dence that  the  White  House  is  losing  its  fight- 
ing spirit  over  what  once  was  a  cornerstone  of 
the  Bush  agenda.  On  July  9,  Bush  urged  Con- 
gress to  act  on  his  top  priorities:  education,  a 
patients'  bill  of  rights,  and  faith-based  initia- 
tives. The  glaring  omission  of  energy  left  many 
industry  reps  quaking  in  their  boots.  "We're 
concerned  that  the  White  House  is  backing 
off,"  says  one  lobbyist.  And  Senate  Majority 
Leader  Tom  Daschle  told  BusinessWeek  on 
July  10  that  "there's  a  good  deal  of  consulta- 
tion" between  the  White  House  and  Democrats. 
"I'm  hopeful  we  can  find  as  much  opportunity 
on  energy  as  we  did  on  education,"  he  said. 

With  an  attitude  like  that,  the  outcome  could  be  an  energy 
plan  that  generates  broad  bipartisan  support — as  long  as 
the  White  House  remains  willing  to  settle  for  a  bit  less  than 
a  full  tank.  Bush  would  get  most  of  what  he  wants,  he  could 
declare  victory  over  the  energy  crisis,  and  he  could  insulate 
himself  from  charges  that  he  is  a  pawn  of  Big  Oil.  It  seems 
like  a  no-brainer. 

By  Laura  Cohn,  with  Lorraine  Woellert  and  John  Carey 


eady  to  deal 


CAPITAL  WRAPUP 


OUTREACH,  MICROSOFT  STYLE 

►Microsoft,  it  seems,  will  be  Microsoft. 
Because  Microsoft  has  been  declared 
an  unlawful  monopolist  by  the  Circuit 
Court  of  Appeals  in  Washington,  few 
experts  think  the  company  can  per- 
suade the  Justice  Dept.  to  drop  its 
landmark  case  outright.  But  such  dim 
prospects  haven't  deterred  a  Micro- 
soft-funded group  called  Americans  for 
Technology  Leadership  (atl).  Created 
in  1999  to  develop  grassroots  support 
for  the  software  giant,  it  recently 
launched  one  of  its  most  aggressive 


campaigns,  atl  has  engaged  telemar- 
keters to  make  unsolicited  calls  seek- 
ing permission  to  use  selected  citizens' 
names  on  letters  to  Congress  demand- 
ing that  Justice  drop  its  antitrust  case. 
The  callers  offer  to  draft  the  missives, 
route  them  to  the  appropriate  politi- 
cians, and  pay  the  postage. 

What  makes  the  campaign  particu- 
larly odd  is  that  it  comes  as  concilia- 
tory moves  are  being  made  by  Mi- 
crosoft headquarters.  On  June  27,  the 
company  announced  that  its  upcoming 
Windows  xp  would  not  include  a  con- 
troversial feature  called  Internet  Ex- 


plorer Smart  Tags.  And  on  July  11 — 
the  same  day  a  BusinessWeek  re- 
porter received  one  of  the  phone  so- 
licitations— Microsoft  announced  it 
would  give  computer  makers  greater 
latitude  to  install  non-Microsoft  icons 
on  the  Windows  desktop. 

Will  ATI.  change  its  hardball  tactics? 
"Microsoft's  competitors  do  the  same 
type  of  thing,"  says  atl  President 
Jonathan  Zuck,  who  calls  the  campaign 
part  of  "an  ongoing  effort  to  reach  out 
to  the  general  public  and  encourage 
them  to  let  their  opinions  be  known." 
By  Dan  Carney 
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International  Business 


HONG  KONG 


A  CITY 
UNDER  SIEGE 

Hong  Kong  is  losing  its  advantages 


In  late  May,  the  Hong  Kong  govern- 
ment unveiled  a  multimillion-dollar 
rebranding  exercise  that  featured  a 
dragon  logo  and  the  slogan:  "Hong 
Kong — Asia's  World  City."  The  idea  was 
to  remind  the  international  business 
community  that  Hong  Kong  is  not  just 
another  Chinese  metropolis.  But  for 
many  of  Hong  Kong's  7  million  resi- 
dents, the  move  seemed  more  like  an 
act  of  desperation. 

In  fact,  the  administration  of  Chief 
Executive  Tung  Chee-hwa  is  plenty 
worried.  After  weathering  the  Asian 
crisis,  the  city  is  fast  losing  its  compet- 
itive advantage.  "With  the  mainland 
changing  and  growing  so  fast,  we  have 


TALE  OF  TWO  CITIES: 

A  Price  Comparison 


HONG  KONG              SHANGHAI 

PRIME  OFFICE 
SPACE  (RENT) 

$6.30/sq.ft.      $1.90 

TWO-BEDROOM               «.,  *nn/mn 
APARTMENT                     $3,500/m0. 

$1,000 

PERSONAL                       «..,  cnn/mn 

assistant                $3,500/mo. 

$500 

INTERNATIONAL             $14,500- 

school                    $16,000/yr 

$17,000- 
20,000 

BUSINESS  LUNCH          *R1 
FOR  TWO                         *D ' 

$24 

TAXI  TO  AIRPORT          <4R 
FROM  DOWNTOWN       *W 

$24 

COMMERCIAL                  Up  tO 
BROADBAND                   $390/1110. 

$180 

OFFICE  BLESSING          (-«.*/       ft 
(BY  GEOMANCER)          3UC/Sq.Tt. 

60 

Data:  BusinessWeek 

to  compete  for  shelf  space,"  explains 
newly  appointed  Financial  Secretary 
Antony  Leung.  He  adds:  "People  see 
that  our  cousins  in  the  north  are  moving 
faster  than  us." 

Therein  lies  the  great  irony:  As  Hong 
Kong  enters  its  fifth  year  as  a  Special 
Administrative  Region  of  China,  the 
motherland,  besides  being  the  city's 
No.  1  partner,  is  increasingly  its  greatest 
competitor,  too.  With  cities  from  Shang- 
hai to  Beijing  to  Shenzhen  vying  for  a 
piece  of  the  action,  Hong  Kong  is  losing 
its  monopoly  on  China  trade. 

Signs  of  the  challenge  are  every- 
where. Multinationals  such  as  Compaq 
Computer  Corp.  and  IBM  are  shifting 
people  and  offices  across  the 
border.  China's  industrial  giants 
are  tapping  the  Shanghai  equi- 
ties market  instead  of  the  Hong 
Kong  Stock  Exchange.  Hong 
Kong's  pollution  and  high  costs 
have  undercut  its  appeal  as  a 
place  to  live  and  work.  And 
China  is  closing  the  infrastruc- 
ture gap,  having  plowed  billions 
into  ports,  roads,  and  telecom. 
BODY  BLOWS.  To  be  sure,  Hong 
Kong  isn't  about  to  fade  into 
oblivion.  With  China  predicting 
that  its  economy  will  grow  7% 
a  year  for  the  next  decade, 
Hong  Kong's  slice  of  the  pie, 
though  shrinking,  should  still 
be  considerable.  China's  acces- 
sion to  the  World  Trade  Orga- 
nization will  give  Hong  Kong 
at  least  a  short-term  lift.  And 
despite  absorbing  body  blows 
since  the  handover,  Hong 
Kong's  legal  system  and  civil 
freedoms  remain  in  place — a 
matter  on  which  Tung  was  ea- 
ger to  reassure  President 
George  W  Bush  during  a  mid- 
July  visit  to  Washington. 

While  the  city  has  reinvented 


PRIZED  ASSET 

While  Hong  Kong  remains  the 
world's  No.  1  port,  Chinese 
rivals  are  gaining 

itself  over  and  over,  there's  no  guaran- 
tee that  it  can  this  time.  Never  before 
has  Hong  Kong  faced  competitive  pres- 
sure on  so  many  fronts.  All  sorts  of 
things — from  salaries  to  rents  to  feng 
shui  experts — are  cheaper  on  the  main 
land  (table).  The  city  remains  the 
world's  No.  1  port,  but  even  there  the 
mainland  is  becoming  a  force.  And  the 
rapid  development  of  mainland  stock 
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markets  is  putting  the  Hong  Kong  Ex- 
change in  the  shade.  Last  year,  230  com- 
panies listed  in  China.  By  comparison, 
only  43  listed  on  Hong  Kong's  big  board. 
What's  more,  having  established  their 
credibility  by  listing  in  Hong  Kong  and 
New  York,  Chinese  heavyweights 
PetroChina  Co.  and  China  Petroleum  & 
Chemical  Corp.  are  tapping  the  Shang- 
hai market  with  billion-dollar  offerings. 
That  means  the  fat  underwriting  fees 

j  for  such  deals  will  not  go  to  Hong  Kong 

securities  houses  but  to  Chinese  firms. 

While  the  corporate  defections  don't 

amount  to  an  exodus,  some  big  names 

■  are  starting  to  shift  their  operations. 

]  Hong  Kong  apparel  maker  Giordano  has 


based  its  international  it  operations  in 
neighboring  Guangzhou  city  and  named 
a  mainlander  to  head  them  up.  "We've 
found  this  team  much  more  effective 
than  the  previous  setup  in  Hong  Kong," 
says  Giordano  President  Peter  Lau.  "I 
suppose  it  is  the  devotion  to  their  work, 
as  opposed  to  the  Hong  Kong  staff, 
whose  focus  was  on  short-term  pay." 
dhi.  Worldwide  Express  Inc.  is  eyeing  a 
move  to  nearby  Shenzhen,  where  costs 
are  a  fraction  of  Hong  Kong's.  "If  we 
don't  get  a  more  favorable  cost  position 
[in  Hong  Kong],"  says  Ross  Allen,  op- 
erations director  for  Asia-Pacific,  "we 
won't  be  investing  here." 

Often,  it  just  pays  to  be  close  to  the 
action.  Investment  house  clsa  Global 
Emerging  Markets  is  moving  its  equity 
team  from  Hong  Kong  to  Shanghai. 
"China  is  now  more  open,"  says  clsa 
Chairman  Gary  Coull. 
"Information  is  more  ac- 


game  by  providing  just-in-time  deliv- 
ery for  the  likes  of  computer  assem- 
blers. On  the  environmental  front,  the 
government  is  forcing  diesel  taxis  to 
switch  to  cleaner  fuels  and  has  initiated 
talks  with  Guangdong  province  to  tack- 
le cross-border  pollution.  It  also  has  set 
in  motion  educational  reforms  that  are 
supposed  to  foster  creative  thinkers. 

But  staying  competitive  will  require 
bolder  moves  from  a  leadership  that 
has  become  complacent  over  the  years. 
For  starters,  the  government  needs  to 
loosen  immigration  laws  to  attract  IT 
engineers  and  managers  from  the  main- 
land, a  controversial  matter  in  a  city 
where  unemployment  is  stuck  at  4.6% 
and  the  economy  is  expected  to  grow 
1.5%  this  year.  Opening  the  border  24 
hours  a  day  also  would  further  inte- 
grate the  city  with  Guangdong,  forcing 
competition  on  monopo- 
RcBnANDINu  blU  [istic  retailers  and  bring- 


cessibie  than  ever."  And  Financial  Secretary 

when    China  joins   the 


new  logo 


WTO,  more  finance  com- 
panies will  follow  suit — 
as  Beijing  opens  its  se- 
curities markets  to 
foreigners. 

Alcatel  Asia  Pacific 
President  Ron  Spithill 
has  been  running  things 
from  Shanghai  since  last 
year.  "We  chose  Shang- 
hai as  a  place  with  the 
most  powerful  vision  in 
the  region  to  be  a  lead- 
ing center  of  technology," 
he  says.  Spithill  also 
lauds  the  city  for  ag- 
gressively wooing  foreign 
companies  and  providing 
top-notch  infrastructure. 
Next  to  China,  Hong 
Kong  looks  as  if  it  has 
been  standing  still.  While 
its  best  resource  has  al- 
ways been  its  people,  the 
schools  turn  out  rote  thinkers  who 
speak  lousy  English.  Even  top  univer- 
sities underwhelm.  "These  students  are 
not  stacking  up,"  says  a  U.S.  invest- 
ment banker.  Despite  moves  to  clean 
up  the  air  and  water,  the  environment 
continues  to  give  foreign  companies 
pause.  One  is  Walt  Disney  Co.,  which 
aims  to  open  a  theme  park  by  2006. 
"We  hope  to  see  the  environment  im- 
prove [by  then],"  says  Steve  Tight,  head 
of  Hong  Kong  Disneyland. 

It's  not  as  though  the  Tung  adminis- 
tration is  sitting  idly  by.  In  response  to 
rapid  development  of  container  handling 
facilities  in  Guangzhou,  the  Ports  & 
Maritime  Board  is  staying  ahead  of  the 


ing  down  prices  in  a  city 

that  is  still  one  of  the 

Leung  paintS  the  City  S   world's  most  expensive. 


And  to  develop  as  a  re- 
gional air  hub,  the  city 


will  have  to  pursue  an  open-skies  policy 
that  allows  carriers  to  pick  up  more 
passengers  in  Hong  Kong. 

Above  all,  Tung  will  have  to  make 
choices  that  will  hurt  the  city's  various 
business  lobbies.  If  Hong  Kong  doesn't 
start  making  some  serious  progress 
soon,  its  rebranding  exercise  will  be  an 
expensive  waste  of  time. 

By  Frederik  Balfour  and  Mark  L. 
Clifford  in  Hong  Kong 
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For  an  interview  with  Financial  Secretary 

Antony  Leung,  please  go  to 

www.businessweek.com. 
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COMMENTARY 


By  Brian  Bremner 


RISING  IMPORTS  WONT  SINK  JAPAN 


With  its  anemic- 
growth,  crum- 
bling domestic 
companies,  and 
mountain  of  bank  debt, 
Japan  has  been  the  sad 
joke  of  the  global  economy 
for  years.  But  not  in  one 
regard.  Year  after  year 
during  its  decade-long 
slide,  the  country  has  run 
up  a  huge  current-account 
surplus.  That's  a  measure  of 
all  the  money  a  country 
brings  in  from  abroad 
through  trade,  service,  and 
investment  flows.  A  quarter 
century  of  exporting  Toyotas 
and  Sony  gadgets  has 
brought  Tokyo  a  surplus  of 
roughly  $1.6  trillion — a  source  of 
national  pride. 

But  what  if  Japan's  ex- 
port machine  falters?  These  days, 
the  nation's  press  is  full  of  dire  pre- 
dictions that  Japan — gasp! — may 
turn  into  a  net  importer  of  goods  and 
services  and  become  dependent  on 
foreign  capital  to  pay  for  the  foreign 
wares  it  increasingly  covets.  In  other 
words,  it'll  become  just  like  that  oth- 
er global  debt-head,  the  U.  S. 
SEISMIC  SHIFT.  It's  easy  to  see  why 
the  Japanese  are  obsessing  over 
these  dry  trade  figures.  Data  re- 
leased July  12  show  that  the  surplus 
for  May  fell  a  staggering  46%  from  a 
year  ago.  Despite  the  yen's  12%  de- 
preciation against  the  dollar  over  the 
past  year,  Japanese  exports  are 
down  15%  to  the  U.  S.  through  May. 
Meanwhile,  even  though  Morgan 
Stanley  &  Co.  forecasts  that  the 
overall  economy  will  contract  0.8%  in 
2001,  import  volumes  will  clock  near- 
ly 5%  growth.  The  fear  is  that  if 
Japan  has  to  borrow  abroad  to  pay 
for  imports,  rates  will  rise  so  much 
they  will  smother  the  weak  economy. 

Scary  scenario.  But  the  Japanese 
should  calm  down.  The  data  do  in- 
deed show  a  seismic  shift  in  the 
economy.  The  decline  in  the  surplus, 
however,  may  actually  indicate  that 
Japanese  companies  are  finally  get- 
ting serious  about  adopting  global 
business  practices.  The  surge  in 
Japan's  imports  stems  largely  from  a 


shift  to  overseas  manufacturing.  The 
bulk  of  them  are  items  like  high- 
powered  lenses  destined  for  Canon 
digital  cameras  and  liquid  crystal  dis 
plays  for  NEC  mobile  phones. 

Japan's  manufacturers  are  going 
offshore  to  flee  an  ex- 
pensive labor  force.  A 
personal  computer 
that  costs  $1,800  to 
make  in  Japan  costs 
only  $1,140  to  contract 
out  in  Taiwan  and  re- 
ship  back  to  Tokyo  for 
sale.  That's  why  top 
computer  makers  such 
as  Fujitsu  Ltd.  and 
Toshiba  Corp.  have 
announced  plans  to 
triple  their  outsourc- 
ing work  in  the  next  several  years, 
from  the  current  10%  of  production 
to  30%.  Thus,  economists  project 
Japan's  current-account  surplus  will 
be  sliced  in  half,  to  $54  billion,  by 

ml,  compared  with  2000  (table). 
And  the  forces  pushing  the  surplus 
down  will  assert  their  influence  even 
Fapan's  economy  recovers. 


A  FALLING  CURRENT 
ACCOUNT  SURPLUS 


There's  nothing  intrinsically  wrong 
with  this  development.  Japanese 
companies  need  to  outsource  to  stay 
competitive.  Companies  should 
focus  the  efforts  of  their  well-paid, 
well-trained  Japanese  workers  on 
making  more  complex  products  like 
high-end  liquid  crystal  display  pan- 
els and  digital  TVs,  while  other 
workers  should  enter  the  service 
economy.  This  shift  occurred  in 
the  U.S.  and,  by  and  large,  pro- 
duced a  healthier  economy. 
Japan  should  let  China,  already 
home  to  one-fifth  of  Japanese  con- 
sumer-electronics parts  and  com- 
ponent plants,  handle  the  job  of 
producing  cheap  goods. 
AGING  POPULATION.  On  top 
of  that,  since  stepped-up 
deregulation  in  Japan  has 
encouraged  a  flood  of 
imports,  consumers 
now  spend  2%  less  of  their 
income  on  clothing  and  food  than 
they  did  last  decade.  Shoppers  can 
buy  $15  dress  shirts  imported  from 
China  instead  of  $50  shirts  made  lo- 
cally. Besides,  as  seniors  living  on 
fixed  incomes  proliferate  in  Japan, 
they  will  need  cheaper  goods  and 
services  to  prevent  living  standards 
from  falling. 

But  what  about  the  fear  that  the 
surpluses  will  turn  into  deficits — 
and  that  the  need  for 
foreign  capital  to  fi- 
nance the  trade  deficit 
will  send  Japan's  long- 
term  bond  yields  soar- 
ing? This  prospect  is 
largely  a  fiction.  That's 
because  Japan  has  its 
own,  almost  bottom- 
less source  of  capital 
overseas:  the  earnings 
from  thousands  of 
Japanese  plants 
abroad  as  well  as  the 
payout  from  huge  investment  in 
U.S.  Treasuries  and  European 
bonds.  Instead  of  worrying  about  its 
surplus,  Japan  should  turn  its  vast 
talents  to  rebuilding  the  rest  of  its 
creaking  economy. 

Bremner  covers  Japanese  finance 
from  Tokyo. 


'97      '98      '99 
▲  BILLIONS  OF  DOLLARS  EST. 

Data:  Japan  finance  Ministry,  Merrill  Lynch  &  Co. 
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IN  THE  ROUND: 

An  amusement 
park  near 
Seoul  features 
PC  game  stalls 


SOUTH  KOREA 


THE  CHAMPS 
IN  ONLINE  GAMES 


NCsoft  and  other  makers  are  gaining  players-and  going  global 


When  Choi  Joon  II  stopped  show- 
ing up  for  dinner,  his  father 
knew  he  had  do  something.  The 
1 16-year-old  Korean  lad  had  become  ad- 
dicted. No,  not  to  drugs,  but  to  an  on- 
line role-playing  game  called  Lineage, 
in  which  players  battle  for  supremacy  in 
the  ever-shifting  environment  of  a  me- 
dieval kingdom.  While  other  parents 
complained  to  the  authorities  about  the 
game  and  its  maker  NCsoft,  Joon  Il's 
father  took  another  tack.  He  created 
his  own  online  character — a  knight 
named  Blazing  Sword — and  joined  in. 
"It  was  impossible  to  talk  to  Joon  II," 
says  Choi  pere.  "So  I  decided  to  play 
the  game  and  talk  to  him  in  cyber- 
space." Now,  Dad  is  hooked,  too. 

If  NCsoft  gets  its  way,  millions  around 
the  world  will  be  similarly  mesmerized. 


The  company  is  riding  Korea's  online- 
gaming  wave,  which  has  taken  off 
thanks  largely  to  the  nation's  early  com- 
mitment to  ultrafast  broadband  connec- 
tions. Combined  sales  of  Korea's  online- 
game  companies  surged  ninefold,  to  $148 
million,  last  year,  and  the  state-funded 
Korea  Game  Promotion  Center  (kgpc) 
sees  sales  growing  by  50%,  to  $223  mil- 
lion, this  year,  kgpc  President  Sung  Jae 
Hwan  expects  the  game  industry  "to 
emerge  as  an  engine  of  the  Korean 
economy"  and  turn  the  nation  into  a 
leader  in  broadband  applications. 

To  be  sure,  Korean  gaming  is  a  min- 
now by  global  standards:  Japan 
and  the  U.S.  dominate  the  $18 
billion  industry.  But  NCsoft  be- 
lieves it  has  a  headstart  in  a 
business  that  will  become  the 


KOREAN  GAMING:  A  BRIEF  HISTORY 


1996  Nexon  develops  the  world's  first  multiuser  graphic  game,  Nexus. 

1997  Online  gamers  total  3.7  million.  Game  sales:  $2.3  million. 


1998  The  popularity  of  intergalactic-conquest  game  StarCraft  fuels  the 
spread  of  PC  salons.  Sales:  $4.6  million. 

1999  At-home  broadband  service  to  households  drives  sales  to  $15.5 
million.  Players:  7.2  million. 

2000  Lineage  game  makes  NCsoft  a  phenomenal  success.  The  number  of 
PC  parlors  tops  20,000.  Sales:  $148  million. 

2001  Korean  games  move  overseas.  Sales  expected  to  rise  to  $225  million. 

Data:  BusinessWeek,  Korea  Game  Promotion  Center 


mainstream  gaming 
genre  in  the  coming 
years  as  the  rest  of  the 
world  gets  wired  for 
broadband  and  online 
games  gradually  dis- 
place the  console-  and  PC-based  variety. 
"Human  beings  want  to  interact  with 
other  human  beings,"  says  Kim  Taek 
Jin,  NCsoft's  chief  executive.  "Gaming 
with  another  person  is  more  fun  than 
playing  against  a  machine." 

Lineage's  runaway  success — as  many 
as  110,000  people  play  it  at  a  time — 
has  spawned  a  host  of  Korean  imita- 
tors. In  the  second  half  of  this  year 
alone,  five  outfits,  including  Actoz  Soft, 
Taewool,  and  J.  C.  Entertainment,  are 
planning  ipos.  But  for  now,  NCsoft  dom- 
inates Korea's  game  industry,  with  45% 
of  the  market,  followed  by  Nexon  Inc., 
with  a  20%  share. 

FAR  HORIZONS.  Indeed,  no  Korean  game 
maker  is  better-positioned  financially  to 
expand  globally.  Last  year,  NCsoft's  op- 
erating profit  surged  eightfold,  to  $23 
million,  on  sales  of  $45  million.  User 
fees  of  $21  a  month  account  for  30%  of 
revenues,  with  the  rest  coming  from  PC 
salons,  where  Koreans  last  year  dropped 
$862  million.  Already,  2001  revenues 
have  matched  those  for  all  of  last  year. 
And  NCsoft's  stock  is  up  96%  this  year. 
The  challenge  for  NCsoft  is  to  repeat 
Lineage's  success  beyond  its  home  turf. 
The  signs  are  encouraging:  Since  launch- 
ing the  game  in  Taiwan,  NCsoft  has 
earned  $3.5  million  in  royalties  and  lured 
75,000  gamers  at  a  time.  Heartened  by 
the  response,  NCsoft  and  its  Taiwan 
partner,  Gamania  Digital  Entertainment 
Co.,  started  marketing  Lineage  in  Hong 
Kong  this  month.  "The  venture  will 
serve  as  a  bridgehead  for  advancing 
into  China,"  says  NCsoft's  Kim.  NCsoft 
also  plans  to  launch  a  version  of  Lineage 
in  Japan  this  year. 

NCsoft  has  big  plans  for  the  U.  S.,  too. 
In  May,  it  recruited  Richard  Garriott, 
the  U.  S.  game  programmer  best 
known  for  Ultima  Online,  and  19 
others  from  Destination  Games 
Inc.  in  Austin,  Tex.  NCsoft  paid 
Destination  $33.4  million  in  stock 
and  cash  for  Tabula  Rasa,  the  next- 
generation  Internet  game  being 
developed  by  Garriott's  team.  It's 
a  plucky  strategy  for  an  upstart. 
But  NCsoft's  ceo  exudes  confidence. 
One  day  soon,  says  Kim,  "I'd  like 
to   see   my  company   competing 
neck  and  neck  with  Sony  and  Mi- 
crosoft." He's  off  to  a  good  start. 
By  Moon  Ihlwan 
in  Seoul 

GAUZY  FIGURE:  Top  game 
Lineage  can  draw  110,000 
players  at  one  time 
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3  pounds.  Two  inches  thin.  Introducing  the  LP  130  InFocus    projector. 

So  light  you  can  take  it  anywhere.  So  powerful  it  can  take  you  anywhere. 
When  image  is  everything— Project  yourself"  with  1100  lumens  of  brightness 
and  integrated  video  all  designed  in  a  sleek,  easy-to-use  projector.  For  more 
details,  including  a  3-D  view,  visit  www.infocus.com/bw  or  call  1-888-lnFocus. 
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FRANCE:  THIS  SCANDAL  COULD  HAND 
THE  PRESIDENCY  TO  JOSPIN 


Along  with  fireworks  and  a  military  parade  down  the 
Champs  Eh/sees,  the  French  expect  a  nationally  televised 
speech  by  their  President  as  part  of  the  annual  Bastille 
Day  celebration  on  July  14.  Usually,  it's  a  stress-free  assign- 
ment. But  this  year,  it's  a  safe  bet  that  President  Jacques 
Chirac  would  rather  skip  the  festivities. 

That's  because  he  is  facing  the  worst  political  crisis  of  his 
scandal-plagued  six  years  in  office.  In  early  July,  reports 
surfaced  that  Chirac  used  more  than  $300,000  in  cash  to  pay 


"L'affaire  des  voyages"  is  politically  more  treacherous  for 
Chirac  than  other  scandals  that  have  dogged  him  in  office. 
He's  also  under  investigation  for  alleged  illegal  financing  of  his 
RPR  party  while  he  was  Paris  mayor  from  1977-85.  But  he  had 
never  been  accused  of  benefitting  personally — until  now. 
"This  could  damage  Chirac's  ability  to  be  a  candidate,"  worries 
Herve  Morin,  a  parliamentarian  from  the  rightist  udf  party. 

But  the  Right  faces  a  dilemma.  Although  Chirac  looks 
like  damaged  goods,  no  other  conservative  has  the  stature  to 


for  luxury  vacations  that  he  took  with  his  fam- 
ily and  close  aides  in  the  mid-1990s  when  he 
was  mayor  of  Paris.  Chirac  has  not  commented, 
although  his  aides  have  said  the  money  came 
from  family  savings  and  "secret  funds"  the 
government  made  available  for  his  use  while  he 
was  Prime  Minister  from  1986-88. 

Most  French  aren't  satisfied  with  that  ex- 
planation. It  has  long  been  known  that  the 
government  annually  gives  the  President  and 
Prime  Minister  about  $60  million  in  cash  to 
use  at  their  discretion.  But  most  people  as- 
sumed the  money  was  spent  largely  on  official 
activities.  Many  are  shocked  by  the  idea  that 
Chirac  might  have  salted  away  funds  to  sup- 
port a  lavish  lifestyle  on  leaving  office.  A  recent 
poll  shows  48%  of  respondents  would  support 
impeachment  proceedings  against  Chirac. 
neck  and  neck  That's  why  he  is  under  in-  - 
tense  pressure  to  address  the  scandal  in  his  Bastille  Day 
speech.  If  he  stonewalls,  his  popularity  rating  could  plummet, 
analysts  say.  It  has  already  fallen  to  48%  from  60%  a  year 
ago.  Leading  rightists  now  say  openly  that  Chirac  may  be  too 
weakened  to  fend  off  a  challenge  by  Socialist  Prime  Minister 
Lionel  Jospin  in  presidential  elections  next  May.  Until  re- 
cently, Chirac  and  Jospin  were  neck-and-neck  in  the  polls.  But 
a  new  survey  by  the  bva  group  shows  Jospin  ahead  by  four 
points. 


_ 


CHIRAC:  Dirty  hands'! 


make  a  serious  run  for  the  presidency.  France 
has  no  presidential  primaries,  and  the  top  two 
vote-getters  in  the  first  round  of  balloting  will 
face  each  other  in  a  runoff.  Two  other  right- 
ists— Francois  Bayrou  of  the  udf  and  Alain 
Madelin  of  the  Liberal  Democracy  party — plan 
to  run.  But  neither  scores  much  above  5%  in 
the  polls.  "Chirac  is  the  only  strong  personali- 
ty they  have,"  says  Michel  Gurfinkel,  editor  of 
the  right-leaning  magazine  Valeurs  Actuelles. 
On  the  Left,  Jospin  seems  to  be  gearing  up 
for  an  ugly  election  fight.  He  has  ordered  gov- 
ernment auditors  to  conduct  a  study  on  the 
use  of  secret  funds  and  report  findings  by 
yearend.  This  could  provide  him  with  ammuni- 
tion against  Chirac  just  as  the  campaign  revs 
up.  "It's  going  to  be  a  gutter  battle,"  says 
Franz-Olivier  Giesbert,  director  of  Le  Point 
-  magazine. 

Apart  from  wanting  to  govern  France  for  five  more  years, 
Chirac  has  another  reason  for  aiming  to  stay  in  power:  He  is 
immune  from  prosecution  as  long  as  he  is  in  office.  Prosecu- 
tors may  not  even  be  able  to  compel  him  to  testify.  But 
Chirac's  wife,  daughter,  and  associates  are  already  being 
subpoenaed.  That  could  produce  still  more  damaging  revela- 
tions. The  coming  months  are  shaping  up  to  be  an  obstacle 
course  that  could  defeat  even  the  famously  skillful  Chirac. 
By  Carol  Matlack,  with  David  Vannier,  in  Paris 


GLOBAL  WRAPUP 


IRAQ  FAVORS  RUSSIA 

►  Saddam  Hussein's  anger  over  a  U.  S. 
and  British-led  push  to  revamp  the 
decade-old  U.  N.  sanctions  regime 
against  Iraq  could  give  a  boost  to 
Russian  companies  eager  to  develop 
Iraqi  oilfields.  Iraq's  Trade  Ministry 
announced  on  July  9  that  it  would  stop 
giving  preferential  treatment  to 
France,  after  the  French  backed  so- 
called  "smart  sanctions,"  which  would 
tighten  import  controls  on  equipment 
that  could  be  used  for  military  purpos- 
es. Instead,  Iraq  will  give  greater  pri- 


ority to  trade  with  Russia,  which 
threatened  to  veto  the  plan. 

Although  Russian  oil  majors  have 
long  wanted  to  produce  oil  in  Iraq, 
they  so  far  have  honored  U.  N.  sanc- 
tions against  such  activities.  But  com- 
panies such  as  Lukoil,  which  has  ob- 
tained licenses  for  Iraq's  rich  West 
Qurmah  oilfield,  are  positioning  them- 
selves to  cash  in,  figuring  sanctions 
eventually  will  be  loosened.  Russian  oil 
companies  "are  flush  with  cash"  and 
see  Iraq  as  "a  natural  expansion  plat- 
form," says  a  Moscow  oil  analyst. 

The  French  shouldn't  be  counted 


out  yet,  though.  Russian  oil  companies 
alone  won't  be  able  to  provide  the  in- 
vestment needed  to  revive  Iraq's  de- 
crepit oil  industry.  And  Iraqis  are 
more  likely  to  welcome  investment 
from  the  French  than  from  companies 
in  the  U.  S.  and  Britain.  That  could 
still  benefit  France's  TotalFinaElf, 
which  has  long  had  its  eye  on  develop- 
ing big  fields  in  southern  Iraq.  Mean- 
while, Iraq  is  expected  to  channel  a 
large  chunk  of  the  trade  allowed  under 
the  U.  N.'s  just-renewed  oil-for-food 
program  to  neighboring  Turkey,  Syria, 
and  Jordan — as  well  as  Russia. 
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^pto  combat  competitors  you  can't  yet  see. 

T  IT  DONE  for  TXU,  a  Fortune  100  energy  company, 
ijating  new  strategies  to  counteract  the  threat 
egulation  and  the  influx  of  unexpected  competitors. 

iTUV  GHOSHAL,  IBM  Business  Consultant 
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THE  WORLD  HAS  CHANGED. 

The  clear  line  between  business  strategy  and  technology 
strategy  is  gone.  So  is  the  notion  that  technology 
implementation  follows  leisurely  behind  business  strategy. 

The  best  businesses  in  the  world  today  treat  technology 
advantage  as  an  ongoing  business  strategy.  They  expect  to 
execute,  upgrade  and  innovate  constantly. 

And  they  find  great  people. 


YOU  NEED  GREAT  PEOPLE. 

People  who  can  move  easily  between  concepts  of 
technology  and  concepts  of  business. 

People  like  Koustuv  Ghoshal. 

And  thousands  of  other  strategic  consultants  at  IBM  who 
provide  concrete  business  models,  focused  strategies 
and  real-life  solutions  for  companies  in  dozens  of  industries. 

Including  yours. 


IBM  Business  Consultants.  Ask  for  strategy  at  (800)  IBM-7080. 
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Hasso  Plattner,  SAP's  hard-driving  co-CE( 
discovered  he  couldn't  fix  his  conroanv  alone 


By  Steve  Hamm 


When  German  software  giant  SAP 
runs  into  a  glitch,  Hasso  Platt- 
ner, its  red-meat-for-breakfast 
co-ceo,  figures  out  what  is 
wrong  and  fixes  it  with  his  own  bare 
hands,  if  necessary.  That's  how  he  re- 
sponded in  February,  1999,  after  he  got 
the  bad  news  at  an  executive  retreat 
that  the  company  was  hopelessly  be- 
hind on  the  Internet.  Unless  SAP  did 
something  fast,  this  would  end  its  era  of 
dominance  as  the  leading  maker  of  run- 
the-company  software  applications  for 
the  world's  big  corporations. 

Plattner  reacted  like  a  man  shot  out 
of  a  cannon.  In  a  matter  of  days,  a  se- 
ries of  frenetic  brainstorming  sessions 
yielded  a  brand-new  strategy,  which  he 
personally  christened  mysAP.com.  sap's 
array  of  software  programs  would  be 
made  Net-ready  before  the  end  of  the 
year,  and  millions  of  office  workers  from 
Berlin  to  Bangkok  would  tap  into  the 
Net  and  their  own  companies'  networks 
on  computer  screens  with  SAP's  logo  on 
them.    "We    want    to    be    the    portal 


through  which  businesspeople  access 
everything,"  he  said  later.  "It's  like 
aol — for  corporations." 

It  was  a  grand  vision  befitting  one  of 
the  software  industry's  most  successful 
leaders.  Problem  was,  it  didn't  work. 
When  mysAP.com  arrived  seven  months 
later,  customers  were  confused  about 
what  the  products  did,  and  the  $50  mil- 
lion ad  campaign  flopped.  In  the  compa- 
ny's crucial  Americas  region,  revenues 
actually  declined  3%  in  the  first  quarter 
of  2000.  So  Plattner  did  something  com- 
pletely out  of  character:  He  admitted 
that  he  and  SAP  couldn't  handle  this  on 
their  own. 

FLEXIBILITY.  What  followed  is  one  of  the 
most  surprising  personal  odysseys  in  the 
annals  of  tech.  As  one  of  the  top  two 
executives  at  sap  since  its  1972  founding, 
Plattner  had  built  a  corporate  culture  in 
his  own  image:  engineering-focused,  head- 
strong, and  determined  to  do  it  all  with- 
out help.  That  stiff  spine  made  sap  into 
the  third-largest  software  company  in 
the  world.  But  Plattner  realized  after 
mysAP.com  was  slow  to  take  off  that  it 
wasn't  enough  just  to  Web-ize  his  prod- 


ucts. Unless  he  and  his  company  started 
doing  things  differently,  both  could  be 
washed  up.  Now  he's  busting  apart  the 
edifice  he  built  piece  by  piece — keeping 
what's  good  and  rejecting  the  rest. 

It's  all  about  being  flexible.  SAP  usee 
to  build  nearly  all  its  core  technology  it 
self.  Now  it  has  deals  with  upstart 
Commerce  One  Inc.  for  business-to-busi- 
ness Web  software.  Convinced  that  its 
way  was  always  best,  sap  used  tc 
sti-ong-arm  customers  to  buy  one  mas 
sive  conglomeration  of  bolted-togethei 
software  programs — applications  thai 
did  everything  from  managing  financial; 
and  human  resources  to  planning  anc 
manufacturing.  Now  SAP  makes  it  easiej 
for  customers  to  pick  and  choose  be 
tween  sap  products  and  software  sole 
by  others.  And  Plattner  once  figure< 
he  could  have  the  last  word  on  market 
ing.  Today  he  relies  on  a  pro — Martii 
Homlish,  formerly  of  Sony  Corp. — an< 
took  the  surprising  step  nl'  moving  mar 
keting  from  Germany  to  Manhattan. 

His  efforts  arc  starting  to  paj  o 
In  the  first  quarter,  sap's  revenues  giv\ 
a  more  than  respectable  29' r,  to  $!.:>< 


Plattner  insists  that  companies  will  buy  their  e-busim 
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billion.  And  sap  logged  $106  million  in 
profits,  more  than  double  the  quarter  a 
year  earlier.  Analysts  forecast  the  com- 
pany will  meet  its  goal  of  attaining  bet- 
ter than  21%  revenue  growth  for  the 
first  three  quarters  of  this  year.  ABN 
AMRO  expects  sap's  profits  to  rise  from 
$596  million  last  year  to  $800  million 
this  year  and  $1.1  billion  the  next.  A 
humbler  Plattner  is  making  his  company 
a  force  to  fear  in  e-business. 

That's  humbler,  not  humbled.  Plattner 
can't  suppress  his  I-told-you-sos. 
"People  say  we're  back,"  says  Plattner,  a 
pit  bull  of  a  man  with  a  squared-off  jaw. 
"We  were  never  gone."  He  predicts  cor- 
porations will  buy  e-business  software  to 
make  themselves  more  efficient  and  to 
goose  revenue  growth.  As  evidenced  by 
SAP's  strengthening  sales,  he  believes 
they're  relying  more  on  large,  well 
established  software  makers  such  as 
sap,  rather  than  the  upstarts. 

If  he's  right,  the  corporate  computing 
world  is  about  to  be  turned  on  its  head. 
For  much  of  the  1990s,  big  companies 
dominated  the  landscape.  After  browser 
maker  Netscape  Communications  Corp. 


burst  on  the  scene  with  its  vision  of 
Internet  computing,  the  biggies  seemed 
to  be  on  a  path  to  irrelevance.  Dozens 
of  upstarts  emerged  as  the  darlings  of 
corporate  software  buyers.  Ariba  Inc. 
was  the  pioneer  of  procurement  over 
the  Web.  Commerce  One 
was  first  to  set  up  ex- 
changes linking  buyers 
and  sellers  over  the  Net. 
Now  the  old  gunfighters 


he  has  retooled  before.  In  the  late  1980s, 
when  sap  was  a  maker  of  software  for 
mainframe  computers,  he  transformed 
it  within  two  years  into  a  maker  of  ap- 
plications running  on  networks.  Back 
then,  though,  he  was  the  pioneer.  Now, 
he's  playing  catch-up.  His  challenge  is  to 
leapfrog  nimble  competitors  and  start 
setting  the  pace  again. 

Plattner  has  much  to  prove,  sap's 
share  price  is  hovering  around  $30,  less 
than  half  its  peak  of  $84  in  March,  2000. 
Its  relatively  healthy  revenue  growth 
may  be  misleading  because  its  first-quar- 
ter results  came  off  that  bad  year-ago 
quarter,  sap's  core  market  for  corpo- 
rate-finance and  human-resources  soft- 
ware, where  it  has  a  dominating  32% 
share,  is  growing  at  less  than  10%  per 
year,  and,  overall,  only  30%  of  its  sales 
are  to  new  customers.  Moreover,  it's 
still  a  minor  player  in  newer  markets 
such  as  customer  management,  which 
includes  sales  force  automation  and  e- 
tailing.  That  sector  is  growing  at  a  40% 
clip.  Last  year,  according  to  amr  Re- 
search, sap  grabbed  just  2%  of  the  mar- 
ket, while  leader  Siebel  Systems  Inc. 
had  a  17%  share. 

FANTASTIC  FOUR?  Plattner  is  acutely 
aware  of  his  problem,  and  he's  work- 
ing on  it.  He  has  targeted  a  quartet  of 
product  areas  that  he  hopes  will  spark 
growth:  customer  management,  supply- 
chain  management,  e-marketplaces,  and 
corporate  portals,  which  allow  employees 
of  corporations  to  tap  easily  into  internal 
data  through  the  Web. 

Besides,  he's  happiest  when  he's 
wrestling  with  a  challenge.  That  spirit 
permeates  his  life — from  the  boardroom 
to  his  world-class  racing  yacht,  Morning 
Glory.  He'll  keep  fighting  even  when 
the  stakes  are  impossibly  low.  For  in- 
stance, last  year,  during  a 
break  from  the  annual 
meeting  of  the  company's 


nr 


HEADQUARTERS 


Walldorf,  Germany 


investment  arm,  SAP  Ven- 
tures, Plattner  arranged 


are  staging  a  counter-at ■ - a  race  between  teams  of 


tack,  and  the  upstarts  are 
hurting.  In  April,  Ariba 
laid  off  one-third  of  its 
staff.  Lawrence  J.  Elli- 
son, chairman  of  sap  rival 
Oracle  Corp.,  also  says 
corporate  customers  now 


MAIN  BUSINESS  Enter- 
prise software  for  big 
corporate  tasks  such  as 
managing  inventories  or 
taking  customer  orders 


investors  in  rented  yachts 
in  San  Diego  harbor.  At 
one  point,  with  Plattner 
at  the  helm,  his  boat  was 
on  a  collision  course  with 
another.  "Hasso's  yelling 
at  the  other  guy  that  we 


2000  REVENUES 

prefer  dealing  with  es-      $; p-9  billion  na(j  ^e  right  of  way.  In 

tablished  companies.  "It      2000  NET  INCOME  tne  encJ>  tne  other  guy 

will  be  us  and  sap,  sap      $595  million  turned  off.  We  missed  by 

and  us,"  he  predicts.  a  few  feet,"  recalls  Gor- 

Still,  it  will  be  extremely  difficult  for      don  Hull,  a  venture  capitalist  at  cmea 


Plattner  to  remake  sap  into  one  of  the 
leaders  in  the  next  era  of  computing. 
Thanks  to  the  dot-com  collapse,  he  has  a 
chance  to  make  up  lost  ground.  Indeed, 


Ventures  in  San  Francisco.  "He's  got 
nerves  of  steel.  I  wouldn't  want  to  com- 
pete with  him." 

Plattner's  passions  have  a  way  of 


eftware  from  large  players,  not  upstarts 
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getting  the  besl  of  him.  Take 
the  famous  mooning  incident. 
In  1996,  during  a  race  off 
Hawaii,  the  mast  of  Plattner's 
boal  broke  and  one  of  his 
crewmen  was  injured.  The 
way  Plattner  tells  it,  the  shore 
crew  of  Ellison's  racing  yacht. 
Sayonara,  buzzed  by  in  a 
dinghy,  but  rather  than  stop- 
ping to  help,  they  circled 
Morning  Glory  taking  videos. 
(Ellison  denies  his  crew  ig- 
nored a  call  for  help.)  "It  was 
the  most  unsportsmanlike 
thing  I've  ever  seen,"  says 
Plattner.  "I  showed  my  behind 
to  their  video  camera." 
"STREET  FIGHTER."  That  out- 
there  personality  seems  rooted 
in  his  childhood.  Born  in  1944 
in  Berlin,  Plattner's  earliest 
memories  are  of  sailing  with 
his  parents,  Horst  and  Inge,  on 
the  lakes  around  the  rubble-strewn  city. 
His  father,  an  eye  surgeon,  did  not  fight 
in  the  war.  Still,  there  was  a  sense  of 
peril.  Plattner  remembers  seeing  British 
jets  landing  with  provisions  during  the 
1948  airlift  that  broke  Russia's  Berlin 
blockade,  and  he  saw  one  plane  crash. 
Rather  than  becoming  fearful,  he  grew 
up  confident.  "I'm  a  Berliner — fast,  loud, 
obnoxious,  industrious,  brutally  open," 
he  brags. 

The  battler  in  him  emerged  during 
adolescence.  After  his  parents  divorced, 
he  was  sent  at  age  15  to  a  strict,  mili- 
tary-style boarding  school  in  Bavaria. 


PLATTNER'S 

UPHILL 

BATTLES 

SAP's  Hasso  Plattner 
has  made  significant 
progress  in  turning 
the  company  into  a 
major  player  in 
e-business  software. 
Now  he  must  focus  on 
linking  engineers  and 
clients  and  capturing 
new  growth  markets 


GAINING  IN  NEW  MARKETS 


With  SAP's  core  financial 
and  human-resources 
software  market  growing  at 
less  than  10%  a  year, 
Plattner  must  find  new 
turf.  SAP  is  off  to  a  slow 
start  in  the  exploding  mar- 
ket for  customer-manage- 
ment software,  with  just 
a  2%  share.  It's  doing 
better  in  supplier  manage- 
ment, where  this  year 
it's  expected  to  have  a 
9%  share  and  trail  only 
i2  Technologies. 


CHANGING  CULTUR    I 


SAP  has  long  been  dom  <•■ 
ed  by  its  engineering  te  I 
which  have  been  slow  tt 
change.  So  Plattner  set  m 
handful  of  startups  in  tl  : 
U.  S.  and  Germany  to  si  $ 
late  innovation.  He's  al:  ■; 
urging  SAP  engineers  t(  L 


spond  to  customer  req 
Habits  die  hard,  and  PI 
ner's,  too:  He  insists  th  i 
no  need  to  throw  out  h 
to-use  SAP  software  toe 
that  customers  have  co 
plained  about. 
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It  was  like  moving  from  Manhattan  to 
Texas  overnight.  "I  had  to  become  a 
street  fighter,"  he  recalls  during  a  recent 
dinner  of  beef-cheek  ravioli  at  Babbo,  a 
trendy  New  York  restaurant.  Despite 
jet  lag  and  an  overstuffed  day  of  meet- 
ings, Plattner  is  full  of  energy.  His  eyes 
grow  wide  and  he  fingers  scars  on  his 
wrist  and  hand  as  he  tells  how  upper- 
classmen  picked  on  him  because  he  was 
a  city  slicker.  "Once  I  pushed  a  big  guy 
into  a  glass  cabinet,  and  it  shattered.  I 
still  have  the  scars,"  he  says. 

Other  early  influences  shaped  Platt- 
ner's career.   He  worshiped  John   F. 


HASSO  PLATTNER 


BORN  Jan.  21,  1944,  Berlin.  can't  control  my  frustration,"  he 

EDUCATION  Degree  in  communica-  sa^: 

tions  engineering  from  Karlsruhe  SOUTH  AFRICAN  CONNECTION 

University,  1968.  He  fell  in  love  with  the 

CAREER  Joined  IBM  as  a  "consultant  "f ural  bfQu^ of„Souhth 

in  1968.  Left  in  1972  to  form  SAP.  Afr'ca  m  197°  after  h's     kt 

Now  co-chairman  and  co-CEO  with  mother  moved  there.  Bought 

u«r,r,;™  i/-*,-,,-^™.,™  a  South  African  resort,  Fan- 
Henning  Kagermann.  .    .     -.^^o   „.,  . 
••• ■■■ court,  in  1992.    Africa 

EARLY  INFLUENCES  At  15,  after  touches  me,"  he  says.  "At 

his  parents  divorced,  he  was  sent  to  night,  there's  this  thought  in 

a  strict  boarding  school  in  Bavaria  your  brain  that  a  million 

where  he  had  to  punch  his  way  out  years  ago  we  started  here." 

of  confrontations  with  upperclass-  ""'"'" ,".'"",:' 

men.  "I  fought  for  survival,"  he  says.  SA,LING, For  *ea!S'  he  ha* 
- competed  in  yacht  races.  In 

HOW  HE  MANAGES  He  roils  people  1996,  after  his  mast  broke 
with  new  ideas  and  ways  of  doing  before  the  famous  Sydney- 
things.  While  he  believes  in  building  Hobart  race,  he  arranged  for  a  Qantas 
a  consensus,  he  sometimes  brow-  transport  to  detour  and  bring  him  a 
beats  subordinates.  "I  probably  put  spare  mast.  He  quickly  made  repairs 
too  much  temperament  into  it.  I  and  won  the  race  in  then-record  time. 


Kennedy.  "He  had  a  vision,"  Plattnei 
says,  shifting  into  a  nasal  Boston  ac 
cent  to  mimic  Kennedy's  voice:  "W< 
want  to  get  to  the  moon  in  10  years.' 
For  a  kid  growing  up  in  beaten-dowi 
Germany,    Kennedy   represented   th< 
promise  of  a  new,  can-do  era.  Whei 
Kennedy  was  shot,  Plattner  was  devas 
tated.  "I  couldn't  believe  it,"  he  says, 
went  to  bed  and  listened  to  the  radio. 
Plattner  followed  in  the  footsteps  of 
grandfather  and  studied  engineering- 
intent  on  being  where  the  action  was 
The  future,  it  turned  out,  was  to  b 
built  on  electronics.  In  college,  Plattne 
studied  telecommunications,  since  a  com 
puter  science  program  wasn't  availabk 
Upon  graduating,  he  got  a  job  as  a  sale 
consultant  for  IBM  in  Mannheim,  Gei 
many.  That  didn't  last  long.  He  left  wit 
four  colleagues  in  1972  to  form  sap  afte 
they  were  rebuffed  b 
IBM  when  they  suggeste 
creating  a  financial-sofl 
ware  package  for  corp( 
rations.  Their  novel  idei 
to  replace  expensive  cu 
torn  applications  with  of 
the-shelf  packages.  Sine 
then,  Plattner  has  bee 
the  company's  cheerleade 
and   visionary,   mappin 
out  technology  and  stra 
egy    while    the    origin 
chairman,  Dietmar  Hop 
managed    the    busines 
Plattner  became  the  No.  1  executive 
1998  when  Hopp  resigned  and   lias  r 
mained  sap's  spark  plug. 

Sometimes,  though,  he  has  boon  n 
sludge  that  clogs  up  its  engine.  This 
the  dark  side  of  Plattner.  Even  thouj. 


I  he 
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BlRGING  PARTNERSHIPS  GETTING  WITH  THE  WEB 


•  used  to  do  everything 
If.  But  after  being 
with  e-commerce  soft- 
i,  Plattner  forged  a  key 
ince  with  Commerce 
last  year  that  made 
'  a  player  in  e-market- 
es.  This  spring  it 
ed  with  Yahoo!  to 
ite  corporate  portal 
ware.  Both  alliances 
promising,  but  SAP  still 
a  long  way  to  go  to 
)me  a  leader  in  these 
nesses. 
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customers  complained  for  years  about 
how  difficult  sap's  products  were  to  use, 
Plattner  didn't  launch  a  campaign  to  fix 
that  until  1998.  He  long  refused  to  be- 
lieve that  marketing  was  important,  and 
that  cost  sap  dearly  in  the  competition 
with  image-savvy  Ellison.  Plattner's 
pride  in  sap  sometimes  blossoms  into 
full-blown  arrogance.  At  a  software  in- 
dustry conference  in  Monterrey,  Calif., 
in  1998,  "Hasso  shocked  people  by  say- 
ing he  didn't  believe  sap  had  to  form  al- 
liances with  anybody,"  recalls  Mark  B. 
Hoffman,  CEO  of  Commerce  One. 

Plattner's  change  of  heart  has  been 
remarkable.  In  early  2000,  even  as  he 
was  forming  SAPMarkets,  an  indepen- 
dent e-marketplace  subsidiary  in  San 
Francisco,  he  accepted  an  invitation 
from  Hoffman  to  talk  about  creating  a 
partnership  between  SAPMarkets  and 
Commerce  One.  Ultimately,  over  sev- 
eral months  of  talks,  the  two  decided  on 
an  unusually  close  relationship  in  which 
they  would  co-engineer  a  new  suite  of 
integrated  products.  Plattner  recalls  that 
a  high  school  art  teacher  taught  him  to 
be  flexible.  "He  said:  'When  you  reach 
the  point  that  you  don't  change  your 
mind  anymore,  you  know  you're  old,'" 
recalls  Plattner.  Now  it's  one  of  Platt- 
ner's mantras.  "We  have  to  be  able  to 
adapt  to  new  situations,"  he  says. 

Plattner's  ongoing  project  is  turning 
sap's  engineering  culture  inside  out.  In 
spite  of  his  push  for  alliances  and  a 
program  of  setting  up  nimble,  indepen- 
dent subsidiaries,  the  organization  re- 
mains insular  and  slow  to  change  its 
ways.  His  goal  is  to  make  sure  sap's 
products  are  created  with  maximum  in- 
put from  customers — rather  than  in 


cloistered  isolation 
by  engineers  at  the 
labs  in  Walldorf, 
Germany,  sap's  en- 
gineering groups 
are  now  plugged 
into  the  sales 
organizations.  SAP 
America,  for  in- 
stance, has  lined  up 
100  customers  to 
be  "development 
partners"  that  ac- 
tually help  write 
code.  Customers 
appreciate  the  way 
Plattner  is  operat- 
ing. Enporion,  an  e- 
marketplace  for  the 
utilities  industry, 
uses  software  from 
Commerce  One  and 
SAP.  "I  give  Hasso 
Plattner  a  lot  of 
credit,"  says  Michael  Johnson,  its  chief 
information  officer.  "He  saw  he  had  to 
transform  his  company  [so  it  could]  ad- 
dress e-commerce  between  companies 
and  between  industries." 
CORPORATE  COOKERY.  That  kind  of 
overhaul  takes  dogged  persistence.  In- 
side sap,  Plattner  is  like  a  chef — con- 
stantly stirring  the  pot.  He  spends 
about  one-third  of  his  work  time  in  Cal- 
ifornia, one-third  on  the  road  visiting 
customers  and  sap  offices,  and  the  rest 


SAP  was  late  to  the 
Internet,  but  toward  the 
end  of  1999,  Plattner 
delivered  mySAP.com,  a 
version  of  the  company's 
software  for  big  corporate 
jobs  that  could  be  viewed 
via  Web  browsers.  After  a 
lag,  the  product  took  off, 
driving  sales  growth  29% 
last  quarter.  SAP  will  soon 
ship  application-server 
software  that  will  help  cor- 
porations create  e-business 
programs  quickly. 
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the  organization — calm  and  efficient. 

Since  he  vowed  to  change  his  ways, 
Plattner  doesn't  try  to  do  everyone 
else's  jobs.  Kagermann,  for  instance, 
runs  sales  and  finance.  That's  not  to  say 
that  Plattner  sits  back  passively  and 
watches  how  others  work.  He  has  been 
the  acting  ceo  of  SAPMarkets  since  it 
was  formed.  And  Plattner  personally 
manages  the  relationship  with  Com- 
merce One,  making  sure  it  doesn't  fall 
apart — which  happens  to  most  high-tech 
alliances.  "He's  absolutely  the  change 
leader  at  sap,"  says  Jack  Barr,  a  former 
top  sales  executive  at  sap  America  who 
is  now  head  of  sales  at  e-commerce 
startup  Atlas  Commerce  Inc.  "He's  the 
guy  who  saw  what  was  happening  and 
would  drive  in  that  direction." 

Sports  is  how  Plattner  burns  off  ex- 
cess energy.  He's  an  avid  golfer.  He 
owns  a  golf  resort,  Fancourt,  in  South 
Africa,  which  he  adopted  as  a  second 
country  after  his  mother  moved  there  in 
1970.  He  has  a  practice  hole  in  back  of 
his  250-year-old  house  in  Schriesheim,  40 
kilometers  from  Walldorf.  He  skis,  snow- 
boards, and  plays  tennis. 

Plattner  is  ultraprotective  of  his  fam- 
ily. He  won't  permit  interviews.  Partly 
it's  out  of  concern  for  their  safety,  he 
says.  But  he  also  has  some  regrets 
about  the  effect  of  his  career  on  family 
life.  He  and  his  wife,  Sabine,  are  sepa- 
rated. Neither  of  his  two  daughters,  one 
studying  biology  and  the  other  a  bud- 


"He  creates  stressful  situations. 
He  fuels  the  discussions 
with  provocative  statements" 


back  at  headquarters  in  Walldorf.  At 
the  home  office,  he  typically  arrives 
around  10  a.m.,  often  with  a  new  idea 
he  wants  to  try  out  on  his  colleagues. 
The  planned  schedule  usually  gets 
thrown  out,  replaced  by  impromptu 
meetings  in  his  fourth-floor  office. 

While  Plattner  believes  in  obtaining 
consensus  among  his  lieutenants,  he 
doesn't  care  how  much  he  irritates  peo- 
ple along  the  way.  In  fact,  his  con- 
frontational style  is  deliberate.  "He  cre- 
ates stressful  situations.  He  fuels  the 
discussions  with  provocative  statements. 
Sometimes  he's  rigid,  even  rude.  But  it's 
about  getting  people  engaged  so  they 
can  be  creative,"  says  Wolfgang  Kemna, 
ceo  of  sap  America,  a  13-year  sap  vet- 
eran. Co-ceo  Henning  Kagermann, 
whom  Plattner  elevated  to  work  along- 
side him  in  1998,  is  his  counterweight  in 


ding  actress,  is  interested  in  following 
his  footsteps  into  business.  "They  saw 
the  stress  on  me,  the  absence  from 
home,  all  the  things  that  come  with  my 
kind  of  successes,"  he  says. 

With  a  10%  stake  in  SAP  worth  $4.5 
billion,  Plattner  has  been  richly  reward- 
ed. Now  he's  giving  some  of  his  money 
away  to  help  places  with  big  problems — 
including  $6  million  to  combat  aids  in 
South  Africa  and  $55  million  to  the  Uni- 
versity of  Potsdam  in  former  East  Ger- 
many. "I  want  to  engage  in  battles  and 
win  them,"  he  says.  "You  have  goals. 
Now  the  goal  is  to  pass  Siebel." 

At  the  rate  Siebel  Systems  is  grow- 
ing, though,  that  will  remain  an  unat- 
tainable goal  for  a  long  time.  But  given 
Plattner's  ferocious  personality,  it's  un- 
likely he'll  give  up  trying. 

With  Stephen  Baker  in  Paris 
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Ferdinand  Piech 
has  powered 


to  the  top  slot  in  Europe. 

Now  he  is  stepping  down, 

and  troubles  are  building. 

What's  next? 

Volkswagen  ceo  Ferdinand  Piech  has  every  reason  to  feel  satisfied.  The  Austrian  engi- 
neer and  scion  of  one  of  Europe's  most  noted  automotive  dynasties  is  less  than  a  year 
from  retirement  as  chief  of  the  German  carmaker.  As  he  looks  back,  Piech  can  boast  of 
I  one  of  the  great  turnarounds  in  automotive  history.  Since  taking  the  top  job  at  the 
Wolfsburg  headquarters  in  1993,  his  engineering  brilliance  has  helped  resurrect  Volks- 
wagen quality  and  turn  models  such  as  the  Golf  and  Passat  into  all-time  best-sellers. 
Piech's  relaunch  of  the  Beetle  has  cemented  vw's  hold  in  the  U.S.  market.  Only  vw  has 
successfully  revived  a  communist-era  carmaker,  Skoda  of  the  Czech  Republic.  Even  now, 
as  the  global  car  industry  lurches  through  a  stressful  year,  vw  expects  profits  to  grow:  In 
2000,  they  more  than  doubled,  to  $1.8  billion,  on  sales  of  $76  billion.  And  before  Piech  steps  down,  VW  will 
launch  his  pet  project,  the  powerful  Dl  sedan,  the  company's  first  foray  into  the  luxury  market  under  the  VW 
name.  He  even  seems  to  have  settled  on  his  heir  apparent — Bernd  Pischetsrieder,  the  former  boss  of  hmw  and 
a  supremely  able  executive  in  his  own  right. 

Looks  like  a  job  well  done.  Piech  has  already  rewarded  himself  by  buying  a  102-foot  yacht  to  sail  around 
the  world  with  his  family.  The  boat  is  the  talk  of  nautical  circles.  The  gossip  is  that  the  $15  million  yacht,  be- 
ing built  by  t\\e  top-notch  Dutch  shipyard  Jongert,  will  be  one  of  the  most  powerful,  best  designed  private  ves- 
sels ever  launched,  a  fitting  tribute  to  Piech,  who  is  passionate  about  superbly  crafted  objects. 
RAIDERS?  And  so  another  corporate  chieftain  prepares  to  sail  off  into  the  sunset.  End  of  story?  Hardly.  In 
recent  weeks,  Piech,  64,  has  not  acted  like  an  exec  who's  winding  down,  a  boss  whose  company  is  going  from 
"strength  to  strength.  If  anything,  he's  behaving  like  a  CEO  in  the  midst  of  a  full- 
blown crisis,  a  corporate  hero  surrounded  by  dim-witted  underlings  and  hostile 
outside  forces.  Piech  has  publicly  lambasted  the  management  of  vw's  Audi  lux- 
ury car  division  for  timid  product  choices.  He  has  discussed  the  potential  value 
of  spinning  off  Audi,  a  potentially  huge  transaction  in  the  global  auto  industry. 
He  has  mused  aloud  that  vw  needs  a  major  management  realignment.  Musi 
amazing,  he  frets  that  vw  could  be  a  takeover  candidate,  "a  tempting  worm"  to 
other  companies  on  the  prowl,  vw  officials  have  even  named  Ford  Motor  Co.  as 


BLAZE  OF  GLORY 

As  Piech  drives  off, 
VWs  market  share  is 
up,  and  profits 
doubled  last  year 
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If  he  can  boost  the  stock,  Piech  will  be  a  shoo-i 


p 


a  potential  suitor.  Execs  at  beleaguered  Ford,  meanwhile, 
wonder  what  the  Germans  are  smoking.  "There's  another 
agenda  here,"  says  a  senior  Ford  of  Europe  manager. 

If  there  is  another  agenda,  it's  Piech's.  Discussing  the  like- 
lihood of  takeovers  and  restructurings  is  a  classic  way  to  talk 
up  a  company's  stock  price.  Yet  many  investors  are  mystified 
by  the  idea  of  Piech  as  the  shareholder's  friend.  Historically, 

Piech — who  will  not 
even  reveal  how  much 
vw  stock  he  owns,  al- 
though it's  believed  to 
be  negligible — has  shown  scant  regard  for  boosting  share- 
holder value.  So  wary  investors  and  auto  execs  wonder 
whether  his  talk  is  a  drive  to  bid  up  the  price  and  leave  in  a 
blaze  of  glory,  which  in  turn  would  allow  Piech  to  exert 
power  after  retirement. 

How?  After  he  steps  down  as  boss,  Piech  wants  to  be 
named  chairman  of  vw's  supervisory  board,  a  position  that 


Cover  Story 


must  be  approved  by  a  majority  c 

shareholders.  If  he  can  goose  th 

stock,  Piech  should  be  a  shoo-in  fo 

chairman,  a  seat  that  gives  him  pow 

er  to  influence  management  and  e> 

ecutive  appointments.  That  coul 

create  complications  for  his  succes 

sor.  "The  new  ceo  will  have  a  bi 

handful  of  challenges,"  says  one  for*» 

mer  board  member.  "But  the  on 

[challenge]  that's  make-or-break  wi 

be  managing  Piech." 

SQUELCH.  Piech,  by  the  way,  is  nc 

talking  for  this  story.  Most  outsider 

don't  want  to  talk  on  the  recor 

about  Piech,  either.  But  the  que 

tion  remains:  Would  the  continue" 

presence  of  Piech  be  good  for  vw 

Piech  the  engineer  has  always  e> 

celled.  "He  is  completely  focused  o 

the  product.  He  lives,  breathes,  love 

cars,"  says  a  former  manager  of  vw 

vast  Wolfsburg  assembly  plant  i 

Lower  Saxony.  The  vw  he  has  r« 

vived  is  in  many  ways  the  legac 

of  the  best  of  the  old  Europe.  I 

makes  products  that  are  the  envy  < 

rivals,  employs  thousands  of  worker  p 

for  life,  and  enjoys  the  protectio 

of  the  government:  The  state  ( 

Lower  Saxony  owns  18.6%  of  v 

Piech  is  close  to  German  Chancelk  fc 

Gerhard  Schroder,  who  as  Pri 

Minister  of  Lower  Saxony  sat  on  vw's  supervisory  board.  ( 

Chancellor's  office  now  employs  Audis  in  its  fleet.) 

But  Piech  the  executive  will  bequeath  quite  a  number 
problems  to  the  company's  next  boss,  vw,  Europe's  large; 
carmaker  and  the  fourth-largest  globally  in  terms  of  vehic 
sales,  has  long  struggled  to  improve  profitability  and  pr 
ductivity.  The  company's  ambitious  push  to  drive  the  branj^ 
upmarket  risks  hurting  its  existing  premium  marque,  Au 


UPWARD  SWOOP 

Next  spring,  a  new 
VW  luxury  car  will 
take  on  Mercedes 
in  the  $50,000- 
plus  category 


ANOTHER  TRIP  DOWN  MEMORY  LANE 


Is  Volkswagen  about  to  tap  into 
America's  '60s  nostalgia  again?  Its 
first  retro-hit,  the  new  Beetle,  has 
paid  off  handsomely  for  the  German 
company.  A  wonderfully  detailed  varia- 
tion of  the  sturdy  little  classic — with 
frills  such  as  a  dashboard  bud  vase — 
the  new  Beetle  is  vw's  third-best-selling 
car  in  the  U.  S.,  after  the  Jetta  and 
Passat. 

Inspired  by  the  bug's  success,  Volks- 
wagen has  created  a  21st  century  up- 
date of  its  old  vw  bus,  which  was 
launched  in  1950  but  didn't  enter  the 
public  con  -s  until  a  decade  or 

more  later.  If  you're  over  40,  you  re- 
member the  bus  as  the  archetypal  vehi- 
cle for  hippie  road  trips — you  know, 
guitar  in  the  back,  Jefferson  Airplane 
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on  the  AM  radio,  the  distinctive  rattling- 
sound  of  an  air-cooled  engine  as  the  bus 
tools  down  Highway  1  in  California. 

That's  the  nostalgia  inspiring  the  re- 
make. So  far,  the  Microbus,  conceived 
by  vw's  design  studio  in  Simi  Valley, 
Calif.,  is  only  a  show  vehicle.  But 
chances  look  good  that  the  studio  will 
develop  a  Microbus  for  the  market.  VW 
expects  to  reach  a  decision  before  the 
end  of  the  year.  "We've  had  a  very  pos- 
itive reaction,"  says  marketing  chief 
Robert  Biichelhofer. 

SUV  FATIGUE.  It's  no  coincidence  VW  un- 
veiled the  Microbus  in  Detroit  at  the 
January  car  show.  "The  U.  S.  is  its  tar- 
get audience,"  says  Goldman,  Sachs  & 
Co.  analyst  Max  Warburton.  The  Mi- 
crobus, which  is  roughly  the  same  size 


)r  chairman  of  the  supervisory  board 


VW  has  far  too  many  highly  paid  workers  at  its  German 
plants.  Yet  politics  prevents  a  radical  restructuring.  Many  out- 
■de  shareholders,  who  have  seen  the  stock  stagger  back 
down  to  1997  levels,  distrust  the  numbers  they're  given  by 
th<'  company.  Finally,  some  former  execs  say  Piech  cows 
subordinates,  squelching  debate  at  vw's  top  levels. 

All  these  issues  loom  just  as  uncertainty  is  mounting  about 
what  will  hapf>en  next.  The  supervisory  board,  which  oversees 
the  management  board  in  German  companies,  is  not  expect- 
ed to  announce  a  successor — probably  Pischetsrieder — until 
November.  Meanwhile,  the  industry  picture  is  darkening. 
Sales  are  soft  in  the 


$4  billion,  thanks  to  its  Porsche  businesses. 

But  Piech  is  driven.  Unlike  many  other  auto 
chiefs,  he  calls  the  shots  on  product  design  and 
engineering.  And  if  you  work  for  Dr.  Piech,  you  had  better 
get  it  right.  In  Wolfsburg,  executives  joke  that  pep,  the 
acronym  for  the  product  development  process  (Produktent- 
wicklungsprozess)  really  stands  for  Piech  entscheidet  per- 
sbnlich — Piech  decides  himself.  And  he  can  do  it  fast.  He  is 
said  to  have  sketched  out  the  Audi's  all-wheel-drive  system  on 
the  back  of  an  envelope. 

Wben  Piech  isn't  drawing  up  the  plans,  he's  examining 


U.S.,  Europe,  and 
South  America.  The 
last  thing  vw  needs  is 
a  messy  transfer  of 
power  at  the  moment 
it  should  be  building 
on  Piech's  gains. 

Without  question, 
those  achievements 
have  been  consider- 
able. Volkswagen's  four 
main  brands — vw, 
Audi,  Seat,  and  Sko- 
da— have  taken  19%  of 
the  European  auto 
market,  a  gain  of  some 
three  points  in  eight 
years,  mostly  at  the 
expense  of  General  Motors  Corp.  and  Ford.  Not  bad  for  a 
company  that  eight  years  ago  suffered  from  quality  problems 
and  a  paucity  of  hit  models.  In  South  America,  vw  vehicles 
account  for  one-quarter  of  car  sales,  and  in  China,  one-half. 

Piech  had  a  dynastic  interest  in  seeing  vw  revive.  His 
grandfather  Ferdinand  Porsche,  founder  of  the  sports-car 
maker,  designed  the  first  Beetle  in  the  1930s,  and  his  father, 
Anton  Piech,  ran  the  factories  during  the  Third  Reich.  Anton's 
son,  after  working  for  Porsche,  switched  to  Audi,  which  he 
eventually  headed,  and  then  moved  on  to  vw  itself.  Ferdinand 
Piech  certainly  doesn't  need  to  work.  His  clan  is  worth  about 


CHALLENGES  FACING  VW'S  NEXT  BOSS 

►  A  slowdown  in  the  U.S.  and  European  car  markets 

►  Nimble  archrivals  in  Europe — PSA  Peugeot  Citroen,  Ford 
of  Europe,  and  Renault — are  closing  the  quality  gap 

►  Fierce  competition  for  the  Chinese  market 

►  Luxury  auto  makers  such  as  BMW  and  Mercedes  are 
moving  downmarket  into  VW's  core  segments 

►  Icy  relations  with  investors 

►  Possible  interference  from  retiring  CEO  Ferdinand  Piech, 
who  will  probably  chair  the  supervisory  board 


PISCHETSRIEDER  LOOKS  LIKE  THE  HEIR  APPARENT 


them  with  a  gimlet  eye.  No  screaming,  of  course:  That's  not 
the  way  for  Piech,  an  Austrian  blueblood.  One  former  trans- 
mission-plant manager  said  Piech  would  tour  the  factory  qui- 
etly, reviewing  production  data  sheets  and  zeroing  in  in- 
stantly on  any  numbers  suggesting  something  was  amiss  in 
the  manufacturing  process.  "He's  the  only  person  whose  very 
presence  on  the  floor  would  make  my  stomach  begin  to  hurt," 
says  this  manager. 

Terrifying,  yet  inspiring.  Under  Piech's  tutelage,  vw  sweats 
the  small  stuff.  Check  this  out,  says  one  rival  exec:  On  VW 
models,  the  gap  between  body  panels — say  between  the  front 


as  the  current  Euro  van,  about  15  feet 
long,  is  expected  to  be  priced  at  about 
$35,000,  the  premium  end  of  the  mini- 
van  market.  The  company  also  hopes  to 
benefit  from  drivers  who  are  showing 
signs  of  suv-fatigue.  Sport-utility  sales 
are  down  7.5%  in  the  U.  S.  so  far  this 
year.  "It's  going  to  come  down  to  how 
they  position  it,"  says  Wes  Brown,  a 
consultant  at  Nextrend  Inc.,  an  auto-re- 
search firm  in  Thousand  Oaks,  Calif. 

The  Microbus'  exterior  is  quite  faith- 
ful to  the  old,  oblong-shaped  vw  bus, 
which  was  a  popular  family  hauler  in 

the  U.S.  as  well  as 


SNEAK  PEEK 

The  Microbus, 
like  the  new 
Beetle,  targets 
U.S.  nostalgia 
for  the '60s 


a  flower-power  mo- 
bile. But  the  interi- 
or has  been  trans- 
formed to  resemble 
the  inside  of  a 
space  vehicle. 
That's  important, 
since  the  cutting- 


edge  features  inside  the  bus  are  likely 
to  appeal  to  Europeans,  who  look  back 
less  than  fondly  on  their  austere  post- 
war landscape.  Although  vw  sells  seven 
times  as  many  vehicles  in  Europe  as  it 
does  in  the  U.  S.,  Americans  buy  twice 
as  many  Beetles  as  Europeans. 

Selling  nostalgia  certainly  does  not 
mean  selling  old  technology.  The  Mi- 
crobus would  utilize  new  safety  systems, 
for  example,  to  help  prevent  rollovers. 
The  show  bus  features  rotating,  remov- 
able seats  with  video  screens  in  the  seat 
backs  and  a  table  that  folds  out  of  one 
of  the  middle  seats  with  a  monitor  for 
DVD  movies,  games,  or  Web  surfing.  A 
seven-inch  screen  in  the  front  provides 
an  extensive  view  of  what's  happening 
on  the  road  behind  the  Microbus,  all 
captured  by  a  camera.  A  clever  touch, 
for  those  who  want  to  look  back. 

By  Christine  Tiemey  in  Frankfurt 
and  Joann  Muller  in  Detroit 
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]\  "Shareholders  are  second-class  citizens 
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fender  and  wheel  panel — has  been  cut  to  1  mil- 
limeter. That  puts  them  in  a  league  with  the  in- 
dustry's best. 

Obsession  with  detail  is  one  reason  vw  has  succeeded  so 
brilliantly  in  reviving  its  tort  ones  in  the  U.S.,  where  the 
vw  brand  was  road  kill  a  decade  ago.  Last  year,  VW  and 
Audi  sales  in  the  U.S.  jumped  14%,  to  437,000  units,  for  a 
combined  2.5%  market  share.  That's  up  from  a  microscopic 
()..»',  in  1993.  Although  vw  trails  its  Japanese  rivals,  it's  the 
only  European  mass-market  carmaker  in  the  U.S. 

The  top  vw  brands  in  the  U.S.  are  the  Jetta,  Passat,  and 
the  new  Beetle,  a  remake  of  the  humble  bug  so  beloved  of 
'60s  youth.  Part  of  vw  success 
lies  in  its  quirky  features.  At 
night,  the  dashboard  instru- 
ments the  driver  looks  at,  such 
as  the  speedometer  and  clock, 
light  up  in  red,  while  those  the 
driver  touches,  such  as  the  ra- 
dio, are  backlit  in  blue.  "It 
gives  the  vehicle  some  soul, 
which  many  of  vw's  competi- 
tors   lack    horribly," 
says  Wes  Brown, 
a  consultant  at 
Nextrend  Inc.,  a 
Thousand  Oaks 
(Calif.)  auto-re- 
search firm. 

Delivering 
the  soul  stuff  is 
good  for  prices.  A  well 
equipped  Passat  can  top 
$29,000  in  the  U.  S.,  making  it 
one  of  the  most  expensive  cars 
in   its   segment.    In    Europe, 
meanwhile,  the  $15,300  Golf 
compact  commands  a  premium 
of  some  20%  over  other  cars 
in  its  class.  "Very  wealthy  peo- 
ple will  buy  a  Golf.  You  never 
rub   people   the   wrong   way 
with   a   Golf,"   says   Joachim 
Rebmann,  the  owner  of  Auto- 
haus  Rebmann,  a  vw  and  Audi 
dealership  in  Stuttgart. 
PET     PROJECT.     Piech 
wants  to  extend  the  VW 
magic — in  several  direc- 
tions. On  the  drawing 
board  is  a  21st  century 
remake  of  the  old  vw 
bus,  the  chariot  of  hip- 
piedom    in    the    1960s 
(page  62).  And  in  the 
power    category,    a 
$35,000  super  Passat  will  soon 
be  on  the  autobahn,  ecjuipped 
with    an    eight-cylinder,    W- 
shaped  engine  that  delivers  su- 
per acceleration.  "They've  fit  a 
huge  engine  into  a  medium-size 
bay,"  says  Goldman,  Sachs  & 
ilyst  Max  Warburton. 

Dear  to  Piech's  heart  is  the 
Dl,  which  launches  in  Europe 

'.,  2001 


next  spring.  This  is  the  first  Volkswagen  luxury  car  and  the 
cornerstone  of  Piech's  efforts  to  move  upmarket.  Positioned  to 
compete  with  the  stately  Mercedes  S-Class  in  the  $50,000- 
plus  segment,  the  sleek  Dl  recalls  the  swooping  lines  of  BMW 
sedans,  while  the  interior  is  a  rich  mix  of  walnut  and  leather. 
Piech  took  an  obsessive  interest  in  the  Dl's  top  engine,  a  direct- 
injection  diesel-fueled  V-10  monster.  And  the  Dl  is  not  the  only 
new  model  for  the  ruling  classes.  Piech,  who  bought  the  Bent- 
ley  and  Bugatti  brands,  is  preparing  a  $700,000,  800-horse 
power  Bugatti  able  to  go  from  0  to  60  mph  in  four  seconds. 

This  is  impressive  stuff.  So  why  do  many  investors  have 
such  uneasy  feelings  about  VW?  "Shareholders  are  second- 
class  citizens  in  this  company,' 


k 


SISTERS  UNDER  THE  SKIN? 

By  building  more  than  60  models  on  four  main 

platforms,  or  chassis  components,  Volkswagen  saves 

up  to  $1.5  billion  a  year.  That's  gr eat-as  long  as  the 

customer  can't  tell.  Here  are  four  top  VW  sellers  that 

share  the  same  platform,  even  though  they  occupy 

different  market  segments. 

SKODA  S  NEW  OCTAVIA  offers  great 
value  for  money  under  VW's  Czech 
badge.  Problem:  The  Octavia's 
sales  may  be  eating  into  the 
Golf's  customer  base. 

U.S.:  Not  Available 
EUROPE:  $11,600 


VW'S  GOLF,  now  in  its  fourth 
generation,  is  Europe's  best-sellin 
car  despite  a  sticker  price  20% 
higher  than  rivals  in  its  class 
The  challenge  is  to  keep  it 
fresh  and  prevent  lower- 
priced  rivals  from  grabbing 
market  share. 

U.S.:  $15,600 
EUROPE:  $15,300 


THE  VW  BEETLE,  a  robust 
update  of  VW's  original  sedan, 
has  registered  a  so-so 
performance  in  Europe.  But 
its  clever  design  and  marketing 
have  been  a  hit  in  the  U.S. 

U.S.:  $16,450 
EUROPE:  $16,200 


THE  MUSCLEBOUND  AUDI  TT 

has  been  so  successful  that 
it  has  inspired  a  new  car 
that  mimics  the  TT's 
styling,  the  Lexus 
SC430  coupe. 

U.S.:  $33,775 
EUROPE:  $26,700 


says  Simon  Waxley,  a  fund 
manager  at  Liverpool  Ltd 
Partnership,  which  owns  just 
under  2%  of  vw's  preferred 
shares.  Strong  language — and 
this  from  a  guy  who  sees  some 
value  in  VW 

To  the  frustration  of  Waxley 
and  other  investors,  vw  has 
shown  little  interest  in  givin 
them  the  data  they  hunger  for. 
The  company  does  not  disclose 
operating  profits,  for  example 
and  it's  hard  to  figure  out  how 
VW  calculates  earnings.  "It 
looks  like  their  market  domi- 
nance is  paying  off,  but  I  see 
some  investors  who  are  stil 
mistrustful  as  to  whethei 
these  are  real  or  pumped-ur 
earnings  because  of  Dr 
Piech's  desire  to  depart  r 
on  a  high  note,"  says 
John  Lawson,  chie 
4  car  analyst  a 
Schroder  Salomoi 
Smith  Barney.  H< 
estimates  VW 
profit  margin  was 
1.9%  in  1999,  rising 
to  3.6%  in  2000.  Other  ana 
lysts  think  it's  even  thinner 
Investors,  meanwhile,  are  frus 
trated  that  vw  is  not  able  evei 
to  reach  its  own  announcec 
target  of  a  6.5%  return  oi 
sales.  Last  year,  its  return  oi 
sales  was  4.1%. 

Investors  have  long  har 
bored  the  suspicion  that  Piecl 
and  his  top  managers  care  lit 
"or  the  margins.  As 
result,  VW  stoel 
has  one  of  tli 
lowest  price 
earnings  ratio 
in  the  •  Euro 
pean  auto  sei 
tor:  Based  o 
projected  200 
earnings,  it's  between  7  an 
8,  compared  with  industry  a\ 

erages   of   1:5   to    14,   aeronlin 


mis  company,"  one  fund  manager  says  of  VW 


I  Merrill  Lynch.  Even  poor  old  DaimlerChrysler  has  a  p-e  of 
16.  vw's  market  capitalization  of  $17.6  billion  is  a  fifth  less  than 
bmw's.  even  though  Volkswagen  generates  more  than  twice  as 
Tiuch  revenue.  In  the  second  half  of  2000,  vw's  shares  rose 
Em)  10%,  thanks  to  a  $2  billion  share  buyback,  but  they  have 
Tiostly  drifted  sideways  this  year.  At  $45,  vw  stock  is  about 
Kere  it  was  in  the  spring  of  1997.  Rolf  Drees,  a  financial  an- 
dyst  at  Germany's  third-largest  fund,  Union  Investment, 
.vhich  owns  a  1%  stake  in  vw,  says  the  return  on  vw  stock  in 
he  three  years  to  the  end  of  2000  was  an  average  annual 
M%,  using  dividends  plus  the  change  in  the  stock  price. 
Eat's  jusl  a  third  of  the  15.3%  return  on  the  blue-chip  dax  in- 
lc\  over  t  he  same  period. 

HARD  SLOG.  A  swift  boost  to  the  stock  is  a  hard  feat  to  pull 
jff.  The  government  of  Lower  Saxony,  the  biggest  investor, 
worries  more  about  jobs  than  shareholder  value.  Five  of 
»v\'s  seven  German  factories  are  located  in  Lower  Saxony, 
uid  they're  among  the  least  productive  in  Europe.  According 
;o    World    Markets    Re- 
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prove,  it  seems  that  some  potential  vw  and  Audi  customers  in 
Europe  end  up  going  for  lower-priced  Skodas  and  Seats. 
Since  1996,  Skoda's  share  of  the  European  market  has  more 
than  doubled,  to  1.5%,  while  the  vw  brand's  share  dipped 
slightly.  "Skoda's  image  of  'value  for  money'  is  too  close  to 
vw's  brand  image,  which  hasn't  been  moved  upmarket  fast 
enough,"  says  a  Ger- 
man auto  consultant. 

VW  also  has  gaps  in 
its  product  lineup.  It  has  nothing  to  offer  in  the  category  of 
compact  minivans — the  scaled-down  versions  of  minivans 
that  are  popular  in  Europe.  A  sport-utility  vehicle  will  not 
come  out  until  2002.  "We're  [also]  missing  some  niche  mod- 
els— sports  car,  roadster,  another  convertible,"  says  Jiirgen 
Lehmann,  manager  of  the  Autohaus  Moltke  dealership  in 
Stuttgart,  vw  has  to  sort  out  these  issues  while  the  compe- 
tition gets  tougher.  According  to  market  researchers  J.D. 
Power  &  Associates,  Renault,  Peugeot,  and  Ford  of  Europe 

have  closed  the  quality 


jearch  Center  in  London, 
3roduction  at  the  Wolfs- 
jurg  plant  runs  at  46  cars 
jer  worker  per  year,  corn- 
Dared  with  101  at  Nissan 
Motor  Co.'s  British  factory 
n  Sunderland. 

Piech  would  love  to 
:hange  that.  In  1993,  to 
juy  labor  peace,  he  cut 
;he  workweek  at  vw's 
jrerman  plants  from  35 
lours  to  28.8.  That  saved 
50,000  jobs.  But  now  vw 
workers  can  make  up- 
wards of  $34  an  hour. 
Piech  is  trying  to  push 
;hrough  a  plan  to  lower 
;he  base  wages  of  new 
German  workers  and  link 
;hem  to  output  instead  of 
lours.  If  this  doesn't  suc- 
:eed,  vw  threatens  to  put 
tew  projects  in  places 
such  as  the  Czech  Repub- 
ic,  where  wages  are  less 
;han  one-third  German 
evels.  Cutting  such  a  deal 
s  turning  into  a  hard  slog. 
The  unions  concede  they 
leed  to  be  more  flexible. 
But  they  are  resisting 
nanagement's  demands  to 


VW  HAS  STRONG 
MARKET  SHARE... 


EUROPEAN  MARKET  SHARE 


OTHER 

JAPANESE 
7.7 


...EARNINGS  ARE  ON 
THE  RISE... 


RENAULT 
10.6% 


GM 
10.8% 


Data:  European  Car  Makers'  Assn  (ACEA) 


...MARGINS 
ARE  FIRMING... 


'97      '98      '99 
A  BILLIONS  OF  DOLLARS 


...BUT  THE  STOCK 
PRICE  IS  WEAK 


JULY  11, '01 


Data:  Volkswagen,  Bloomberg  Financial  Markets,  Schroder  Salomon  Smith  Barney,  JCF  Group 


gap  with  VW.  What's 
more,  luxury  auto  makers 
are  venturing  downmar- 
ket. Mercedes  is  expand- 
ing the  $18,000  A-Class, 
while  BMW  has  rolled  out 
a  $14,000  Mini  and  has  a 
compact  in  the  works. 

With  the  markets  weak- 
ening, vw's  next  ceo  will 
find  it  hard  to  keep  boost- 
ing profits,  especially  if  vw 
produces  too  many  cars 
this  year.  According  to 
Merrill  Lynch  &  Co.  vw's 
factory  sales  to  dealers 
rose  by  4.6%,  whereas 
dealers'  sales  to  customers 
nudged  up  only  0.7%  in 
the  first  quarter.  And  pro- 
duction jumped  13.4%, 
Merrill  Lynch  reports. 
"There's  a  big  disparity 
between  what  they're  pro- 
ducing and  what  they're 
selling,"  says  analyst  Zee 
Tull.  Higher  sales  to  deal- 
ers boost  short-term  prof- 
its, and  the  first-quarter 
results  were  impressive, 
surging  57%,  to  $330  mil- 
lion. But  "payback  can  be 
brutal"  if  production  must 


ncrease  the  workweek  to  more  than  40  hours  during  peak 
jroduction  without  paying  overtime. 

Profitability  has  remained  an  issue  even  though  Piech  has 
worked  hard  to  cut  costs  in  other  ways.  Soon  after  he  arrived, 
le  decided  to  build  all  Skoda,  Seat,  vw,  and  Audi  cars  on  four 
shared  platforms,  or  chassis  components.  The  Golf,  Skoda  Oc- 
-avia,  Beetle,  and  even  the  Audi  tt  roadster  share  platforms. 
Hie  strategy  has  helped  save  up  to  $1.5  billion  a  year.  Now, 
/W  plans  to  share  brakes,  transmission,  and  other  systems. 
*We  can  save  billions  of  marks  with  these  strategies,"  says 
Vlartin  Winterkorn,  vw's  research  and  development  chief. 

Sharing  the  ingredients,  however,  may  have  harmed  some 

,--ji  )f  vw's  own  marques,  as  some  consumers  conclude  that  cars 

sharing  platforms  are  sisters  under  the  skin.  Although  hard  to 


be  slashed  later,  according  to  the  Merrill  report,  vw  says  the 
gap  between  production  and  sales  narrowed  in  April  and  May, 
and  the  company  predicts  its  half-year  results  will  show  pro- 
duction and  sales  in  closer  alignment. 

Piech  has  vowed  to  cut  costs  by  about  $1  billion  this  year. 
He  has  not  specified  how.  A  less-than-premium  stock  perfor- 
mance is  not  an  immediate  threat  to  the  company.  But  if  vw 
ever  wants  to  use  its  stock  to  acquire  another  carmaker  or 
expand  further  into  the  truck  business,  it  needs  a  high  share 
price.  Also,  the  European  Union  is  scrutinizing  a  German  law 
that  specifically  bars  any  vw  shareholder  from  voting  more 
than  20%  of  the  stock.  If  the  law  is  repealed,  vw  could  be  vul- 
nerable to  outside  pressure.  For  the  time  being,  Lower  Sax- 
ony's clout  and  the  voting  limits  shield  vw's  management.  "If 
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The  once-exclusive  five  nines.  Soon  they  will  be  everywhere. 

99.999%  uptime.  For  a  server  operating  system,  it's  a  measure  of  reliability  that  translates  into 
just  over  five  minutes  of  server  downtime  per  year.*  For  your  business,  that  means  servers  are  u 
and  running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  usually  start  und 
ideal  lab  conditions.  But  where  are  these  five  nines  when  your  business  needs  them?  If  you're 
using  Microsoft*  Windows  2000  Server-based  solutions,  they  may  be  closer  than  you  think.  Tod 
Starbucks,  FreeMarkets  and  MortgageRamp,  an  affiliate  of  GMAC  Commercial  Mortgage,  are  usir 

& '  Windows  2ooo 

Server  Family 

•This  level  ol  availability  Is  dependent  on  many  (actors  outside  o(  the  operating  system,  Including  other  hardware  and  software  technologies,  mlsslorwrltlcal  operational  processes  and  professional  services.  ©  2001  Microsoft  Corporation.  All  nglils  reserved.  Microsoft 
Windows,  and  the  Windows  logo  are  either  registered  trad- Wl  i  Microsoft  Corporation  In  the  United  State*  anrJ/rjr  other  rountnes    '  il  nrmlu.  K  m.- H  hm-ir,  in,.*  h.  ihr  ii.nlrHi.nl.    ,.hi,( [,,  ,  m,  .«hi  i 


Windows  2000  Server-based  systems  designed  to  deliver  99.999%  server  uptime.  Of  course,  not  all 
installations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The  Windows  2000  Server  family 
can  help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry  leaders  such  as  Compaq,  Dell, 
Hewlett-Packard,  IBM,  Unisys,  Stratus  and  Motorola  Computer  Group  can  work  with  you  to  deliver 
solutions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions  you  can  count  on,  visit 
microsoft.com/windows2000/servers  Software  for  the  Agile  Business. 


Microsoft 


VW's  board  is  "not  sufficiently  profit-oriented" 


you  look  at  the  supervisory  board,  you  see  all  the  union 
and  local  state  people. . .it's  not  sufficiently  profit-ori- 
ented," says  Union  Investment's  Drees. 

It  all  spells  a  big  headache  for  Piech's  successor. 
While  speculation  lingers  that  Pischetsrieder  might  be 
upstaged  at  the  last  minute,  the  bigger  issue  is  whether 

he  or  any  new  ceo 
will  be  able  to  set  his 
own  strategy  and  un- 
leash more  of  vw's 
earnings  potential.  At  the  least,  Piech's  presence  in  the  back- 
ground will  complicate  the  succession. 

Pischetsrieder  has  sterling  qualifications.  He  played  an 
important  role  in  revamping  BMW's  factories  into  models  of 
flexibility  and  efficiency.  Piech  hired  him  last  July  and  named 
him  head  of  Seat,  vw's  Spanish  brand,  and  put  him  in  charge 
of  group  quality.  That  was  after  Pischetsrieder  lost  his  job  at 


m 
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BMW,  taking  the  fall  for  the  acquisition  of  Rover,  the 
floundering  British  carmaker. 

Critics  say  Pischetsrieder  was  dominated  by  BMW's 
fj  supervisory  board  chairman,  Eberhard  von  Kuenheim, 
who  had  been  ceo  for  23  years  and  fully  backed  the 
Rover  acquisition.  As  the  deal  soured,  detractors  dubbed 
Pischetsrieder  "der  Zauderer" — the  ditherer.  Former  col- 
leagues say  Pischetsrieder  is  very  much  his  own  man,  but 
there's  some  doubt  whether  he  will  be  able  to  stand  up  to 
Piech.  In  a  long  year  as  heir  apparent,  Pischetsrieder  has  dis- 
creetly withstood  the  glare  of  publicity.  That's  probably 
smart.  But  the  uncertainty  about  vw's  next  boss  adds  to 
the  doubts  surrounding  the  future  of  one  of  Europe's  great 
companies. 

By  Christine  Tierney,  with  Andrea  Zammert  in  Frank- 
furt, Joann  Muller  and  Katie  Kerwin  in  Detroit,  and  bureau 
reports 


THE  PEOPLE'S  CARMAKER  IN  CHINA,  FOR  NOW 


Zhen  Zhijun  is  ready  to  buy  his 
first  car,  and  the  34-year-old  fi- 
nancial adviser  at  Shanghai's  Jubo 
Investment  Co.  likes  the  slick  look  of 
Volkswagen's  $29,000  Passat.  On  a 
salary  of  $1,200  a  month,  the  price  is 
steep.  But  Zhen  plans  to  get  a  5.9% 
car  loan,  which  local  banks  are  push- 
ing as  a  way  to  boost 
domestic  consumption. 
Zhen  isn't  interested  in 
any  brand  but  vw, 
which  goes  by  the  name 
of  Dazhong,  or  "the 
masses,"  in  Chinese.  "I 
know  I'll  get  good  after- 
sales  service  with  Volks- 
wagen, and  besides,  the 
European  design  looks 
cool,"  he  says. 

Hot  models.  Reliable 
service,  vw  has  worked 
out  a  winning  formula 
in  China.  It  got  in  early 
and  now  has  a  53%  share  of  a  rapid- 
ly growing  market.  Last  year,  car 
sales  rose  8%,  to  628,659;  they  are 
projected  to  increase  14.5%  this  year. 
Competition  is  heating  up,  of  course, 
and  vw  probably  won't  hold  on  to 
that  huge  share.  Ford  is  moving  into 
Chongqing  to  turn  out  a  budget  car, 
and  Toyota  will  start  turning  out  a 
compact  in  Tianjin.  But  with  the 
market  expanding,  vw  should  still  get 
its  share  of  the  booty. 
REVVED  UP.  It  didn't  necessarily  have 
to  turn  out  this  way.  vw  was  the  first 
foreign  carmaker  to  set  up  a  joint 
venture  in  China  back  in  1985,  in 
Shanghai.  But  getting  in  first  in  Chi- 
na has  often  proved  foolish:  Many 
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early  joint  ventures  were  ill-advised 
partnerships  between  overconfident 
foreigners  and  inexperienced,  often 
greedy  locals. 

VW,  however,  played  its  cards 
right — and  enjoyed  a  bit  of  luck.  It 
hooked  up  with  powerful  local  part- 
ners at  a  time  when  there  was  little 


competition  but  a  surging 
demand  for  cars.  Better 
yet,  the  government  in 
Shanghai  shielded  VW 
from  central  government 
meddling  and  gave  the 
joint  venture  quite  a  bit 
of  business  at  a  time 
when  most  cars  were  bought  by  in- 
stitutions rather  than  individuals. 
Now,  for  2001,  vw's  two  joint  ven- 
tures will  turn  out  more  than 
400,000  Audis,  Jettas,  Passats,  San- 
tanas,  and  Polos.  "Everybody  in 
China  knows  Volkswagen,"  says 
Credit  Suisse  First  Boston  analyst 
Catherine  Zhu. 

VW  can  expect  to  remain  the  mar- 


STEPPING  ON  IT 

In  Shanghai, 
90%  of  the 
taxis  are 
VW  Santanas 


ket  leader  in  China  for  a  few  more 
years.  Other  carmakers  will  find  it 
hard  to  beat  vw's  prices,  kept  lower 
by  the  fact  that  90%  of  its  cars' 
parts  are  locally  produced.  Competi- 
tor General  Motors  Corp.'s  new 
$44,000  Buick  GS  sedan  has  only  60% 
of  its  components  made  in  China,  and 
its  sales  have  been  dis- 
appointing. 

But  imports  of  cheap- 
er parts  and  even  cheap- 
er cars  are  likely  to  rise, 
which  will  blunt  vw's 
edge.  "With  China's  WTO 
entry,  the  pressure  from 
imported  cars  will 
grow,"  admits  Johannes 
Wyrwoll,  executive  di- 
rector of  finance  at  saic- 
Volkswagen  Sales  Co. 
Customs  duties  make 
imports  cost  70%  to  80% 
more  than  cars  built  in 
China,  but  if  China  en- 
ters the  World  Trade  Or- 
ganization, lower  duties 
will  boost  the  cost  by 
only  25%. 

To  keep  its  advantage, 
vw  will  probably  have  to 
cut  prices  and  offer  even 
better  after-sales  service.  It  might 
even  consider  bringing  the  lower- 
priced  Skoda  brand  to  China.  "It's 
imperative  to  strengthen  our  position 
and  bring  in  new  products,"  says  vw 
board  member  Robert  Buchelhofer. 
Image-conscious  consumers  like  Mr. 
Zhen  are  waiting. 

By  Alysha  Webb  in  Shanghai, 
with  Michael  Shari  in  Singapore 
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TIME  TO  REEL  IN  THE  PORTALS? 
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Financial  portals  are 
looking  a  lot  like  brokers 
these  days.  Regulators 
wonder  if  it's  time  for  action 

From  their  earliest  days  on  the  In- 
ternet, financial  portals  have  been 
among  the  financial-service  indus- 
try's most  valued  allies.  Mi- 
crosoft's msn  MoneyCentral,  Yahoo!  Fi- 
nance, and  aol's  Personal  Finance 
channel  opened  the  financial  world  to 
millions  of  people  by  offering  volumi- 
nous free  information  about  the  stock 
market,  banking,  and  insurance.  Banks 
and  brokers  eagerly  sought  them  out 
as  places  to  advertise,  planting  "trade 
now"  buttons  that  linked  customers  to 
their  own  sites. 

But  are  financial  portals  too  power- 
ful? Securities  regulators  worry  that 
independent  portals — those  not  oper- 
ated by  regulated  brokers — look  and 
operate  so  much  like  brokers'  sites  that 
it's  hard  to  tell  them  apart.  So  they 
are  considering  whether  to  issue  new 
regulations  to  make  sure  consumers 
understand  the  differences.  Some  bro- 
kers, long  worried  about  the  portals' 
growing  clout,  say  they  wouldn't  mind 
added  oversight.  Their  fear:  that  portals 
are  turning  into  more  foe  than  friend. 
"The  online  portals  have  morphed  into 
fairly  sophisticated  [sites],  and  sudden- 
ly a  former  affiliate  has  turned  into  a 
competitor  instead  of  a  partner,"  says 
Michael  Hogan,  general  counsel  of  on- 
line broker  csFBdirect  Inc. 
MICROSOFT  STEPS  UP.  The  competitive 
heat  is  getting  more 
intense  as  Microsoft 
Corp.  prepares  to  roll 
out  an  upgraded  fi- 
nancial portal  some- 
time around  July  25 
and  a  new  operating 
system,  Windows  XP, 
on  Oct.  25.  The  new 
version  of  Microsoft's 


THE  BATTLE  FOR  EYEBALLS 


Investors  turn  to  financial  portals 
more  than  brokers'  sites 


SITE 


AOL  PERSONAL  FINANCE 
MbNEYCENTRALMSNXbM 


QUICKEN.COM 


tional  financial  services  provided  both 
by  Microsoft  and  third  parties.  Includ- 
ed will  be  online  payments  by  e-mail 
and  personalized  financial  planning  that 
gives  specific  stock  recommendations. 
In  the  future,  these  services  will  be 
closely  linked  to  Microsoft's  Passport 
system,  a  central  log- 
on for  visiting  online 
services  provided  by 
Microsoft  and  its 
partners,  including  e- 
mail,  online  credit- 
card  shopping,  and 
numerous  other  fi- 
nancial services. 
A  Microsoft  spokes- 


NUMBER  OF  PEOPLE  VISITING 

IN  JUNE  (MILLIONS) 


12.2* 


2.0 


MoneyCentral  portal,      ^muivm i'l man  says  the  Passport 

which   is   visited  by      .f.'^'TTCOJVI  1.9  log-on  and  Windows 

log-on  will  appear  sep- 
arately in  Windows. 
Even  so,  some  com- 
petitors fear  that  the 


more  than  5  million 
people  a  month 
(table),  will  have  a 
wide  range  of  addi- 


ETRADE.COM  1.6 

SCHWAB.COM  6.9 

*May      Data:  Nielsen  NetRatings,  Jupiter  Media  Matrix 


bundling  of  Microsoft-approved  financial 
products  with  Passport  could  make  big  «  fa 
inroads  into  their  businesses.  Peter  Thiel,  H 
chief  executive  officer  of  e-mail  payments  f  \ 
specialist  PayPal  Inc.,  believes  that  if  il- 
Microsoft's  new  e-mail  payment  system 
using  Citibank's  C2IT  is  too  closely  linked 
to  Windows  XP,  "that  would  be  a  massive 
antitrust  problem."  Microsoft  marketing 
executive  Chris  Jolley  says  the  company 
has  no  interest  in  holding  people's  money 
(as  PayPal  does).  "There  is  no  connection  u 
between  XP  and  C2IT,"  says  msn  Group 
Product  Manager  Bob  Visse. 

Other  portals,  struggling  to  replace 
dwindling  ad  spending  by  brokers,  are 
also  piling  on  services.  Yahoo!  Finance 
offers  cash  transfers  between  multiple 
financial  accounts,  while  AOL  subscribers 
can  make  payments  by  e-mail  through 
Citibank,  and  subscribers  to  Intuit  \ 
Inc.'s  Quicken.doc  can  get  personalized 
investment    recommendations     from 
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m I'd wcr.com,  a  retirement  advice  site. 
Portals  also  offer  information,  such  as 
'whisper  numbers"  about  forthcoming 
earnings  announcements,  which,  due 
io  regulatory  fears,  brokers  don't 
publish. 

MISLEADING?  The  pressing  question, 
*ays  Securities  &  Exchange  Commis- 
sion acting  Chairman  Laura  S.  Unger, 
is  whether  portals  are  now 
crossing  the  line  into  ar- 
eas that  should  be  regu- 
lated. "Do  investors  under- 
stand that  when  they  visit  a 
portal,  most  often  it's  not  reg- 
istered, so  they  don't  have  the 
same  investor  protections?"  she 
asks.  The  sec  in  September 
plans  to  release  a  report  on  por- 
tals that  may  recommend  new 
rules.  Unger  says  her  main  con- 
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cern  is  that  payments  made  by 
brokers  to  portals  shouldn't  en- 
courage trading  or  the  publica- 
tion of  misleading  material. 
Lawyers  at  brokerage  houses 
say  one  possible  move  would  be 
to  eliminate  "pay-for-perfor- 
mance"  that  rewards  portals 
based  on  trades  executed  or  ac- 
counts opened,  and  to  require 
detailed  disclosure  of  financial 
arrangements  between  brokers 
and  portals. 

Charles  Schwab  &  Co.,  is  en- 
couraging regulators'  scrutiny. 
"Our  concern  is  that  if  portals 
step  over  the  line  [into  broker- 
age], we  may  get  held  liable  for 
that,"  says  general  counsel  W. 
Hardy  Callcott.  But  most  portal 
ixecs  insist  that  worries  are  overblown. 
So  far,  there  have  been  no  investor 
awsuits  related  to  portals,  says  Steven 
N.  Stone,  an  attorney  for  several  por- 
als.  What's  more,  says  America  On- 
ine  Vice-President  Craig  Gibson,  peo- 
)le  understand  that  portals,  like 
nagazines  and  newspapers,  are  not 
xrokers.  Besides,  he  says,  "We're  not  in 
he  business  of  banking,  brokerage,  or 
jiving  investment  advice — we're  a  pri- 
nary  source  of  information." 

Brokers  and  regulators  alike  seem 
;ager  to  keep  any  new  rules  on  portals 
o  a  minimum.  At  present,  portals  are 
)ublishers  and  brokers  are  regulated 
businesses.  But  if  portals  get  much 
leeper  into  giving  specific  advice  to 
ndividual  investors  or  into  sharing  the 
ees  from  trading,  their  unregulated 
ide  could  come  to  an  abrupt  end. 

By  Geoffrey  Smith  in  Boston,  with 
Christopher  H.  Schmitt  in  Washington 


By  David  Henry 


FOR  ACCOUNTANTS, 
A  MAJOR  CREDIBILITY  GAAP 


In  today's  financial  climate,  audi- 
tors' reports  have  about  as  much 
credibility  as  buy  recommenda- 
tions from  Wall  Street  analysts.  Last 
year  there  were  156  restatements  to 
correct  corporate  earnings  reports, 
up  from  104  in  1997,  according  to  the 
Securities  &  Exchange  Commission. 
They  cost  investors  an  estimated 
$31.2  billion  in  market  value.  The 
question  "where  were  the  auditors?" 
is  asked  more  and  more. 

It's  being  asked  now  of  Deloitte  & 
Touche,  which  certified  financials  of 
Pre-Paid  Legal  Services  Inc.  The 
company  announced  on  June  28  that 
sec  accountants  insist  it  correct  its 
books.  A  restatement  could 
half  the  earnings  Pre-Paid 
ported  in  the  last  two  years 
and  three-fourths  of  its 
worth.  The  stock  fell  20% 
the  next  two  weeks.  The 
controversy  erupted  in 
November  with  a  re- 
port by  Off  Wall 
Street,  a  research 
service  catering  to 
short-sellers. 

At  issue  is  Pre- 
Paid's  practice  of  de- 
ferring the  expense  of 
commissions  it  pays 
now.  The  gambit 
boosts  current  earnings 
and  creates  an  asset 
that's  whittled  down  lat- 
er as  the  expense  is  rec- 
ognized. Pre-Paid  says 
it  complies  with  general- 
ly accepted  accounting 
principles  (GAAP)  and 
logically  aligns  the  ex- 
pense with  future  rev- 
enue. Deloitte  approved 
the  practice  after  a  pre- 
vious version  was  squashed  by  the 
SEC.  Pre-Paid  had  switched  its  audit- 
ing to  Deloitte  in  1994,  replacing 
Price Waterhouse,  after  the  sec  re- 
fused to  allow  it  to  issue  new  securi- 
ties unless  it  quit  the  deferrals. 
WIGGLE  ROOM.  "You  can  interpret 
GAAP    any    way    you    want,"    says 
Melanie  Lawson,  financial  analyst  at 
Pre-Paid.  Deloitte  even  backed  Pre- 
Paid's  financials  in  April  after  the  SEC 
began  investigating  in  January.  Citing 
professional  restrictions  against  dis- 


cussing clients,  Deloitte  declined  com- 
ment, but  noted  that  the  issue  is  not 
resolved. 

GAAP  may  be  open  to  interpreta- 
tion, but  Deloitte  is  risking  its  credi- 
bility. "It  is  unbelievable  that  once 
challenged  by  the  SEC,  they  maintain 
this  is  justifiable,"  says  Douglas  R. 
Carmichael,  accounting  professor  at 
Baruch  College.  The  sec  has  taken  a 
dim  view  of  deferring  expenses  as 
assets  in  other  cases.  In  a  March 
speech,  sec  chief  accountant  Lynn  E. 
Turner  said  the  tactic  is  one  of  four 
"key  ingredients  that  have  gone  into 
cooking  the 
books"  in  re- 
cent years. 
Pre-Paid's 
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ON  THE  BOOKS 

Deloitte  says  it  used 
"generally  accepted 
accounting  principles" 
at  Pre-Paid.  But  they 
aren't  being  accepted 
by  the  SEC 
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case  seems  part  of  a 
trend  where  auditors 
help  clients  report 
what  they  want  while 
technically  complying 
with  gaap.  "Auditing 
has  become  a  compli- 
ance exercise,"  says 
Paul  B.  Miller,  ac- 
counting professor  at 
the  University  of  Colorado  at  Col- 
orado Springs.  Trouble  is,  accounting 
firms  have  slashed  prices  for  audits, 
making  them  loss  leaders  for  selling 
consulting  services.  They  forget  that 
the  goal  of  audits  is  to  ensure  com- 
panies present  results  forthrightly 
and  earn  investors'  trust  and  a  lower 
cost  of  capital.  Until  accountants 
take  that  to  heart,  investors  and 
companies  alike  will  pay  the  price. 

Henry  covers  finance  and  markets. 
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A  storm  of  disappointment  is  hitting 
Wall  Street.  On  Apr.  4— a  date 
widely  regarded  by  strategists  as  a 
bottom — the  stock  market  em- 
barked on  a  hoped-for  recovery.  A  sorry 
first  quarter  behind  it  and  three  interest- 
rates  cuts  still  ahead,  prospects  looked 
good:  By  June  7,  the  Nasdaq  composite 
index  had  soared  38%,  and  the  Dow 
Jones  industrial  average  and  the  Stan- 
dard &  Poor's  500-stock  index  had  both 
leaped  by  about  16% — wiping  out  almost 
all  of  the  year's  losses. 

Then,  day  by  day,  the  mar- 
ket began  to  lose  its  nerve.  In 
just  one  month,  it  has  lost  al- 
most half  of  the  advances  made 
from  its  April  low.  The  market 
seems  to  be  second-guessing  it- 
self: Are  swelling  layoffs  and  un- 
employment rates  taking  their 
toll?  Will  they  push  the  economy 
into  a  recession?  Why  haven't 
low  inflation  and  favorable  in- 
terest rates  jump-started  the 
economy?  Is  monetary  policy 
broken? 

NO    "ABYSS."    The    bulls— and 
they're  all  over  Wall  Street — are 


egy  &  Investment  Group,  in  fact,  found 
that  six-month  outlooks  are  more  up- 
beat than  they  have  been  since  1994. 
Says  Goldman,  Sachs  &  Co.'s  chief  U.  S. 
strategist,  Abby  Joseph  Cohen,  many 
stocks  have  already  reached  their  lows 
in  the  "unsustainably  bad"  first  half. 
"We  think  the  markets  will  be  moving 
higher,"  she  said  at  a  July  10  analysts 
meeting.  "We  don't  think  we're  on  the 
edge  of  an  economic  abyss." 

However,  the  bulls  may  be  in  de- 
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HOW  EARNINGS  ESTIMATES  HAVE  BEEN  SLASHED 


S&P  500 
ESTIMATES  AS  OF 


TECH  SECTOR 
ESTIMATES  AS  OF 


APRIL  1 


JULY  9 
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nial.  They  seem  to  be  suffering  from 
the    same    overconfidence    that    has 
struck  their  Wall  Street  cousins — ana 
lysts  who  forecast  earnings.  Analysts 
have  failed  to  accurately  forecast  how 
the  slowdown  has  hit  the  bottom  line 
(table),  and  earnings  estimates  for  2001 
for  the  overall  market  and  the  tech 
sector  continue  to  be  slashed.  More 
over,  since  February,  both  the  S&P  500 
and  the  Nasdaq  composite  index  have 
traded  below  their  40-month  moving  •v 
averages.  The  last  time  both  in- 
dexes traded  that  low  was  i 
1982  and  1990,  respectively.  Says 
Research   Manager  Joseph   W. 
Sunderman,  at  Schaffer's  Invest 
ment  Research:  "When  there's  a 
break  below  this  average,  it's  P* 
better  not  to  gamble  on  a  up  leg  || 
in  the  market." 

Even  consumers'  resiliency  is 
cracking.  According  to  the  Con 
ference  Board's  most  recent  re- 
port, people  are  starting  to  cut 
back  on  such  big-ticket  purchases 
as  homes,  cars,  and  appliances 
"We're  teetering  on  the  brink  of  a 
recession,"  says  money  manager 
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resolute  about  a  recovery.  They      SECOND  Quarter -6.3%. ...  -17.3%...  ..734.5....  -63.5.  Guy  R.  Elliffe.  "Nevertheless,  the 

say  low  inflation  and  falling  rates      THIRD  QUARTER  +1.6        "~-6~9 -23.1       -STd"  market  has  lived  the  recovery^ 

means  good  times  by  yearend.      FOURTH  QUARTER       +12.6       ~"+k~.2 +0.6       -25?6"  without  ever  having  gone  through 

They   believe   consumers   will      rl hV VVa r ~ 9h7Ti "n"n* ~tCi oVV akL£~  ^hc  downturn." 

keep  the  faith.  A  poll  of  56  eq-  ^HftJSHlflH?- .......M.......A2........I?Ai..„^5i5.          Elliffe's  views  shouldn't  be  tak 
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uity  firms  by  International  Strat-  en  lightly.  He  s  one  in  a  three- 
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■an  investment  team  at  Oakland's 
Calif.)  Jurika  &  Voyles — ranked  No.  1 
n  BusinessWeek's  survey  of  40  invest- 
ienl  strategists  who,  in  December, 
■99,  pegged  where  the  markets  would 
je  a  year  later.  Few  at  that  time  bet 
;hat  the  Nasdaq — then  at  a  new  high  of 
1,(KK)  and  headed  higher — would  retreat 
0  ::.()()(),  a  slim  83  points  off  Elliffe's 
arget.  The  firm's  calls  on  the  Dow  and 
he  SAP  500  were  a  negligible  2%  off 
he  mark.  Eighteen  months  later,  Jurika 
i.  Voyles  is  still  bucking  Wall  Street 
fjsdom:  Elliffe  and  colleagues  forecasts 
he  Dow  will  close  at  9250  and  the  Nas- 
laq  ;it  1X00  by  yearend. 
TOO  DEAR.  The  bulls-and-bears  battle 
oday  is  not  over  New  Economy  stocks, 
)ut  over  old-fashioned  cyclicals — where 
ipbeat  strategists  say  to  put  your  mon- 
;y.  Cyclical  stocks — like  consumer  goods 
ind  basic  materials — are  usually  the 
irst  to  zoom  in  recoveries:  "It's  the  start 
>f  a  brand-new  market  cycle,"  says  USB 
'iper  Jaffray  market  strategist  Brian 
J.  Belski,  who  favors  International  Pa- 
)er  and  Alcoa.  Prudential  Securities'  di- 
rector of  technical  analysis,  Ralph  J. 
Vcampora,  likes,  among  others,  Cater- 
)illar  and  Georgia-Pacific.  "It's  a  huge 
nistake  to  turn  your  back  on  cyclicals," 
le  says.  "It's  a  stealth  bull  market." 

Stocks  like  Caterpillar,  Goodyear  Tire, 
Ucoa,  and  Target  had  jumped  50%  to 
•0%  from  their  lows  last  year  to  reach 
»2-week  highs  in  May,  when  the  market 
hought  the  economic  recovery  was  in 
he  bag.  But  deteriorating  profits  have 
;aten  away  at  those  recent  gains.  Says 
Mrector  of  Research  Charles  L.  Hill  at 
"homson  Financial/First  Call,  downward 
evisions  aren't  over  yet.  "If  you  be- 
ieve  this  is  a  real  downturn,  there's 
•till  plenty  of  room  to  go." 

Even  assuming  a  best-case  scenario, 
ays  Elliffe,  many  of  Wall  Street's  cur- 
ent  darlings  are  too  rich  for  would-be 
myers.  Take  3M,  lauded  by  Edward 
Cerschner,  chief  global  strategist  at  UBS 
Varburg.  At  112,  the  stock  trades  at  24 
imes  estimated  2001  profits — steep  for 
:  company  where  earnings  grow  in  the 
nid-single  digits,  says  Elliffe.  Caterpil- 
ar's  projected  2001  earnings  are  down 
3%  from  last  year,  yet  the  stock  is  up 
'0%  since  a  low  of  29  last  September. 
Consumer  stocks,  such  as  Home  Depot 
.nd  Costco  are  pricey,  too,  he  says. 
Villiams-Sonoma  Inc.'s  2001  estimated 
earnings  were  revised  down  to  $1.21  a 
hare  from  $1.77  this  year;  the  stock  is 
till  up  10%  since  December. 

If  the  bulls  are  still  off  the  mark,  like 
hey  have  been  for  more  than  a  year, 
hen  the  market  could  get  worse  be- 
ore  its  gets  better.  And  maybe  then 
he  cyclicals  will  point  the  way. 

By  Mara  Der  Hovanesian 
in  New  York 


STOCKS 


E-TAILERS 
ARE  CLICKING 

But  fund  managers  missed 
this  spectacular  comeback 
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ost  technology  mutual-fund  man- 
agers have  cold-shouldered  e-tail- 
ing  stocks  since  last  year's  tech 
rout.  The  ploy  enabled  them  to  avoid 
bad  investments  such  as  Webvan  Group 
Inc.,  the  online  grocer,  which  halted 
operations  and  laid  off  its  workers  on 
July  9. 

But  skirting  a  few  dramatic  collaps- 
es has  cost  the  managers  plenty: 
They've  been  sidelined  while  e-tailers 
have  had  a  big 
runup.  Paced  by  a 
496%  rise  in  Price- 
line.com Inc.,  the  av- 
erage e-tailer's  stock 
has  soared  98%  so  far 
this  year  (table),  eas- 
ily beating  hot  sec- 
tors such  as  banks 
and  oil  drillers.  By 
contrast,  the  average 
tech  fund  is  down 
nearly  33%. 

Why  did  the  pros 
blow  it?  "I  think 
there's  a  general  im- 
pression among  pro- 
fessional investors 
that  the  Internet  as  a 
stand-alone  business 
is  a  failure,"  says  Gar- 
rett R.  Van  Wagoner, 
manager  of  Van  Wag- 
oner Technology 
Fund.  But  the  likes  of 
Priceline  confounded 
that  logic.  "Priceline 
recently  restructured 
its  business  to  focus 
primarily  on  selling 
plane  tickets,  which  is  very  profitable," 
says  Mitchell  Rubin  of  Baron  iOppor- 
tunity  Fund,  one  of  the  few  managers 
to  bet  on  a  turnaround. 

Profitability  also  sparked  the  rally  at 
other  e-tailers.  "Expedia  and  Traveloci- 
ty  turned  profitable  in  their  last  quarter, 
six  months  ahead  of  analysts'  projec- 
tions. And  eBay  continues  to  beat  earn- 
ings estimates  every  quarter,"  says  Ru- 
bin. Having  10%  of  his  $114  million  fund 
in  e-tailers  has  helped  him  achieve  a 
3.1%  return  year  to  date. 

It's  possible  that  other  tech  funds 
bought  e-tailer  stakes  earlier  this  year. 
Since  funds  report  their  stock  holdings 
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only  twice  a  year,  the  information  is 
rarely  up  to  date.  Still,  Morningstar 
Inc.  Managing  Director  Don  Phillips 
says  he  can't  find  any  mutual  fund — 
tech  or  otherwise — with  a  large  weight- 
ing in  e-tailers:  "The  stocks  have  gone 
into  limbo." 

Indeed,  most  tech  managers  still  think 
the  recent  rally  is  no  more  than  a  dead- 
cat  bounce,  a  short-lived  recovery  for  a 
dying  sector.  "EBay  has  just  been  phe- 
nomenal," says  Robert  Turner  manager 
of  the  $55  million  Turner  Technology 
fund.  "But  other  sites  such  as  Priceline 
and  1-800-Flowers.com  will  ultimately 
consolidate.  They  may  not  go  out  of 
business,  but  they're  not  strong  enough 
to  be  stand-alone  companies." 
SPOILSPORTS?  Of  course,  that's  just 
what  many  pros  said  about  America 
Online  five  years  ago— before  it  started 
a  stock  market  run  that  led  eventually 
to  its  takeover  of  Time  Warner.  Now, 
they're  saying  much 
the  same  about 
Amazon.com  Inc. 
"Everyone  says  Ama- 
zon.com's  going  out  of 
business,"  comments 
Rubin  of  iOpportunity. 
"Yet  they  haven't  run 
out  of  cash,  and  their 
suppliers  keep  giving 
them  better  terms, 
not  worse."  Though 
Amazon  still  isn't 
profitable,  its  stock 
price  has  risen  82% 
in  the  past  three 
months. 

As  they  fled  e-tail- 
ers, the  managers 
compounded  their  er- 
ror by  diving  into  In- 
ternet infrastructure 
plays.  They  bought 
companies  such  as 
Cisco,  emc,  and 
Juniper  Networks, 
which  build  and  main- 
tain networks.  In 
2000,  such  so-called 
plumbing  stocks  did 
better  than  e-tailers.  But  holding  on  to 
them  proved  costly.  Network  data  stor- 
age stocks  are  down  67%  so  far  this 
year,  and  network  equipment  makers 
are  down  56% — the  two  worst-perform- 
ing stock  market  sectors,  according  to 
Morningstar. 

While  there's  safety  in  numbers,  tech 
managers  don't  get  paid  big  bucks  to 
think  like  the  herd.  Running  to  more 
popular  sectors  ignores  the  possibility  of 
recovery  in  less  popular  ones.  Maybe 
fund  managers  should  keep  their  eyes 
on  the  bottom  line — and  not  on  the 
ticker  tape. 

By  Lewis  Brafiam  in  New  York 
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anufacturing  execs  are  holding 
their  breath.  For  most  of  them, 
business  over  the  last  six  to 
nine  months  has  been  a  teeth- 
grinding  plunge.  In  April,  market  re- 
searchers at  Manufacturers  Alliance/MAPI 
in  Arlington,  Va.,  gulped  when  they 
tabulated  their  latest  survey  of  chief  fi- 
nancial officers.  The  first-quarter  index 
Df  future  business,  an  expression  on 
confidence  based  on  each  company's 
analysis  of  projected  orders,  came  in 
at  only  34%.  "That's  the  lowest  point  in 
29  years — and  the  biggest  quarter-to- 
quarter  drop  ever,"  says  Thomas  J. 
Duesterberg,  MAPI's  president. 

Despite  all  the  negatives  still 
swirling  around  factory  output, 
Duesterberg  predicts  that  things  will 
oe  on  the  mend  "by  sometime  in  the 
fall."  So  does  the  National  Association 
jf  Manufacturers:  80%  of  the  companies 
on  nam's  board  expect  a  turnaround  in 
;he  third  quarter  because  they  believe 


the  current  inventory  glut  should  be 
cleared  out  by  August.  Then  the  cu- 
mulative stimulus  from  interest-rate 
reductions  and  the  cut  in  personal  tax- 
es should  kick  in,  spurring  both  do- 
mestic demand  and  exports,  says  David 
M.  Huether,  nam's  director  of  economic 
analysis.  And  while  today's  strong  dol- 
lar is  crimping  exports,  the  efficiencies 
promised  by  new  manufacturing  tools 
should  help  trim  costs  and 
boost  competitiveness  over- 
seas. By  the  fourth  quarter 
at  the  latest,  Huether  as- 
serts, "we  should  see  the  be- 
ginnings of  a  rebound." 

If  the  slowdown  reverses  by  autumn, 
this  will  have  been  a  relatively  mild 
downturn,  shorter  and  shallower  than 
the  manufacturing  recessions  of  1979-82 
and  1989-91  (chart,  page  76).  Whenever 
the  doldrums  end,  manufacturing  seems 
poised  to  usher  in  another  decade  of 
prosperity  like  the  1990s.  Since  1992,  the 
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sector's  out- 
put has  grown 
60%  faster  than  the 
overall  economy — indeed, 
it  has  accounted  for  a  third  of 
U.  S.  economic  expansion  over  the 
past  decade. 

LIGHTS  OUT.  For  the  erstwhile  Rust 
Belt  of  the  1980s,  it  has  been  a  Cin- 
derella transformation.  And  it's  by  no 
means  over.  The  Fairy  Godmother  of 
technology  is  still  sprinkling  factories 
with  new  magic-dust  acronyms  like 
CME,  for  collaborative  manufacturing 
environment,  and  xml,  for  extensible 
markup  language,  the  new  scheme  for 
tagging  data  on  Web  sites  (page  76). 
Also,  many  manufacturers  have  yet  to 
try  fitting  into  the  Net's  glass  slipper. 
When  nam  surveyed  its  members  last 
year,  less  than  a  third  were  conducting 
serious  business  on  the  Net.  That's  go- 
ing to  change  greatly  as  companies 
wise  up  to  what  they  can  achieve  with 
online  technology. 

So-called  lights-out  factories,  or 
plants  with  no  human  work- 
ers, have  long  been  a  goal 
of  factory-automation  ex- 
perts. One  route  to  total 
automation  is  artificial  intel- 
ligence (ai).  For  example,  Milacron 
Inc.'s  newest  machine  tools  have  "learn- 
ing engines,"  or  software  imitations  of 
the  human  brain  called  neural  net- 
works, that  can  regulate  the  equipment 
with  uncanny  precision.  And  neural- 
net  systems  from  Ai  pioneer  Gensym 
Corp.  can  absorb  the  intricacies  of  com- 
plex manufacturing  operations  in  far 
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greater  depth  than  any  person.  Its 
programs  are  now  helping  to  optimize 
production  in  several  hundred  plants 
w  orldwide. 

Today,  the  Internet  offers  an  alter- 
native approach,  says  Paul  Camuti, 
manager  of  industrial  software  at 
Siemens  Energy  &  Automation  Inc. 
Most  new  factory  equipment  comes 
with  a  built-in  Net  connection,  so  ma- 
chines can  be  monitored  and  controlled 
from  a  remote  location  just  as  easily  as 
from  a  control  room  overlooking  the 
shop  floor.  Using  the  Net,  production 
data  can  be  captured  at  each  machine, 
analyzed  centrally,  and  plugged  into 
corporate  software  systems.  A  good 
example  is  Unifi  Inc.  This  producer  of 
textile  fibers  runs  22  plants  from  its 
headquarters  in  Greensboro,  N.  C. 
(page  78).  Over  the  next  decade,  Ca- 
muti and  others  believe  that  produc- 
tivity improvements  from  interplant 
optimization  will  match  or  surpass 
those  achieved  in  the  1990s  from  shop- 
floor  automation. 

Next  comes  intercompany  optimiza- 
tion— with  the  XML  software  standard 

Boom,  Boom,  Bust? 


After  a  decade  of  steady  growth,  manufacturing 

output  has  contracted  in  the  past  two  quarters. 

During  the  two  prior  manufacturing  recessions, 

output  shrank  for  five  or  more  quarters. 
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providing  a  lingua  franca  for  collabora- 
tive manufacturing.  The  XML  dialects 
now  being  developed  promise  to  enable 
any  computer  to  comprehend  the  de- 
scriptions of  parts  and  finished  goods  in 
every  Web  site  catalog,  along  with  in- 
ventory reports  from  retailers  and  dis- 
tributors, plus  all  the  documents  used  in 
business- to-business  transactions.  If  that 
happens,  the  benefits  would  be  "fantas- 
tic," says  Richard  L.  Hunter  Jr.,  Dell 
Computer  Corp.'s  vice-president  of  sup- 
ply-chain management.  XML  may  enable 
entire  supply  chains,  and  maybe  even 
whole  industries,  to  function  as  a  uni- 
fied, well-oiled  machine. 

In  short,  manufacturing's  comeback 
has  been  impressive.  But  the  best  may 
be  yet  to  come — once  we're  out  of  the 
current  rut. 

By  Otis  Port  in  New  York 
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XML  is  about  to  spark 
an  efficiency  revolution 


Life  for  manufacturers  is  about  to 
get  a  lot  easier,  thanks  to  an 
emerging  Internet  technology 
dubbed  xml.  That  moniker  is  short 
for  extensible  markup  language,  but 
don't  confuse  xml  with  cryptic  pro- 
gramming languages  like  C  and  Pascal. 
Rather,  think  of  xml  as  a  combination 
Rosetta  stone  and  Oxford  Unabridged 
Dictionary  of  the  Web — a  tool  that  will 
smash  the  language  barriers  now  seg- 
regating different  breeds  of  computer, 
different  business-process  software,  and 
different  database  formats.  For  manu- 
facturing, XML  will  transform  Web  sites 
from  online  parts  catalogs  into  door- 
ways for  collaborating  on  everything 
from  product  design  and  prototyping  to 
optimized  production  and  intricately  co- 
ordinated supply  chains. 

XML's  sweeping  implications  have  Bill 
Gates,  Steve  Jobs,  and  many  other  CEOs 
hopping  with  excitement— along  with 
manufacturing  engineers  and  project 
managers  like  Maytag  Corp.'s  Bryan 
Patty.  In  the  past,  shipping  the  specs  of 
a  new  dishwasher  or  other  appliance  to 
retailers  such  as  Sears,  Roebuck  &  Co. 
was  a  "Herculean  process,"  Patty  re- 
calls. A  team  of  programmers  would 
download  all  the  information  from  a 
mainframe,  then  retype  the 
information  into  an  Excel 
spreadsheet.  The  manual- 
translation  process  was  both 
tedious  and  ripe  for  error. 
"That's  not  where  you  want  to  be  in 
tortus  of  efficiency,"  Patty  says. 
DATA  DISTINCTIONS.  With  XML,  Maytag 
now  simply  labels,  or  "tags,"  each  chunk 
of  data.  Model  number,  price,  and  all 
the  other  numbers  and  words  are 
marked  to  identity  what  they  are.  Then 
Maytag's  mainframe  zips  out  the  specs 
to  retailers  and  trading  partners.  Their 
XML-sawy  computers  automatically  pick 
out  each  spec  and  insert  it  in  the  prop- 
er column.  The  price  information,  for 
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instance,  will  wind  up  in  the  price  col 
umn — no  matter  whether  the  price  col- 
umn is  named  B  or  E,  or  whether  the 
document  is  an  Excel  spreadsheet  or 
an  entry  form  for  a  database  from  Ora 
cle  Corp.  Maytag  figures  it  can  squeeze 
out  as  much  as  80%  of  its  catalog-pro 
duction  costs. 

How  can  a  mere  coding  protocol  pro 
duce  such  startling  gains?  It's  all  in  the|wmt 
eye  of  the  beholder — in  this  case,  a  com- 
puter. To  PCs  and  mainframes  alike, 
everything  is  black  or  white,  a  one  or  a 
zero.  Strings  of  digital  bits  are  recog- 
nized as  numbers,  but  a  com 
puter  has  no  way  of  telling 
whether  "10049"  is  a  price,  a 
part  number,  or  a  Zip  Code. 
Today,  spreadsheets  and 
database  forms  provide  the  context 
needed  to,  say,  sort  part  numbers.  But 
when  the  raw  data  is  transferred  from 
engineering  to  marketing,  which  uses  a 
different  database  system,  the  data  will 
probably  have  to  be  reentered  manually. 
One  obvious  solution  to  this  incom* 
patible  babble  of  bits  would  be  special 
translation  programs  for  converting 
from  one  formal  to  another.  Sounds  sim- 
ple.  Bui    despite   the   untold    millions 

speni  on  such  software,  the  manufac 
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uring  world  is  still  divided  into  fenced- 
'ff  camps  running  different  design,  en- 
;ineering,  and  logistics  systems.  Elec- 
ronic  data  interchange  (edi)  networks 
re  perhaps  the  most  successful  tool  for 
elaying  digital  data  across  supply 
hains,  but  EDI  is  too  limited  for  big 
troducers  and  too  costly  for  most  small- 
r  manufacturers. 

MARKETING  DISASTER."  So  XML  looks 
ike  the  best  bet  yet  for  enabling  dif- 
erent  computers  and  programs  to  un- 
lerstand  each  other.  The  concept  has 
ieen  around  since  the  mid-1990s.  But 
nly  in  the  last  three  years  have  com- 
ianies  begun  to  define  the  required  tag- 
;ing  standards.  Manufacturers  are  at 
he  forefront  because,  by  some  esti- 
mates, automating  business  practices 
nd  supply-chain  systems  with  xml  will 
ave  industry  a  mind-blowing  $90  billion 

year  worldwide. 

Cisco  Systems  Inc.  is  one  leading  pro- 
ionent  of  xml.  And  nearly  all  software 
ompanies  are  scurrying  to  add  the  lan- 
uage  to  their  applications.  If  you  don't, 
ays  Robert  Austrian,  an  analyst  at 
I  Jane  of  America  Securities  in  San  Fran- 
isco,  "it's  a  marketing  disaster  waiting 
o  happen."  He  believes  XML  will  quick- 
er become  essential  for  any  program 


used  in  manufacturing  and  business-to- 
business  relationships. 

Indeed,  some  say  xml  ranks  in  im- 
portance just  below  the  creation  of  the 
Net  itself.  It  started  five  years  ago 
when  a  group  of  programmers  began 
working  with  the  World  Wide  Web  Con- 
sortium, which  coordinates  Web  stan- 
dardization projects.  Building  on  earlier 
efforts  by  IBM  Corp.  and  others,  they 
sought  to  enable  networked  machines 
to  not  only  read  the  information  on  each 
other's  Web  pages  but  also  to  under- 
stand the  associations  and  relationships 
among  the  pieces  of  data. 

That  could  pave  the  way  for  busi- 
ness between  Web  sites — computers 
dealing  with  computers  automatically, 
in  a  fraction  of  the  time  humans  need, 
yet  exercising  far  greater  rigor,  xml  by 
itself  may  not  be  a 
panacea,  admits  Timo- 
thy Bray,  one  of  xml's 
authors  and  now  CEO 
of  Antarctica  Systems 
Inc.  in  Vancouver, 
British  Columbia,  "but 
it  provides  a  frame- 
work to  solve  critical 
business  issues." 

For  example,  if  a 
company  uses  Oracle's 
financial  software  to 
track  production  costs, 
the  program  might  be 
able  to  uncover  new  in- 
sights to  improve  effi- 
ciency With  xml,  it  will 
understand  all  the 
Byzantine  manufactur- 
ing commands  spit  out 
by  the  plant's  main- 
frame as  well  as  the 
PCs  controlling  shop- 
floor  operations,  work 
cells,  and  individual  ma- 
chines. Running  routine 
financial  analyses  on 
production  data  at  that 
level  of  detail  is  now 
just  a  dream. 

Still,  reaping  xml's 
benefits  in  manufactur- 
ing may  have  to  wait  a 
bit.  While  companies 
like  Maytag  have  done 
plenty  of  XML  work  on 
the  customer-facing  side 
of  their  business,  bring- 
ing XML  to  supply 
chains  has  lagged — and 
that's  where  the 
biggest  payoffs  will 
probably  come.  So 
Richard  L.  Hunter  Jr., 
Dell  Computer  Corp.'s 


Differing 
Digital  Dialects 

XML  will  eventually  replace 
HTML  as  the  lingua  franca 
of  the  Net.  But  first,  indus- 
tries that  use  the  language 
must  agree  on  the  different 

dialects.  Here  are  the 

organizations  trying  to  set 

standards: 

W3C  The  World  Wide  Web  Con- 
sortium first  developed  XML  and 
wants  to  be  the  arbiter  of  XML 
standards  across  all  industries 

OASIS  The  Organization  for  the 
Advancement  of  Structured  Infor- 
mation Standards  is  creating  XML 
standards  for  e-business 

ROSETTANET  Wants  to  define 
how  consumer-electronics  compa- 
nies and  the  electronic  industry's 
other  high-tech  players  use  XML 

BIZTALK.ORG  A  Microsoft-led 
effort  to  standardize  XML  in  the 
software  and  e-business  arena 

ISO  The  U.N's  International 
Standards  Organization  seeks  a 
unified,  global  approach  to  using 
XML  in  manufacturing  and  design 
systems 

VOICEXML  FORUM    IBM, 
Motorola,  Lucent  Technologies, 
AT&T  Labs,  and  others  are  hash- 
ing out  XML  standards  for 
wireless  communication 


vice-president  of  supply-chain  manage- 
ment in  Austin,  Tex.,  figures  hell  have  to 
twiddle  his  thumbs  for  "three  to  five 
years  before  we  see  any  meaningful  im- 
pact to  the  business  from  xml." 

The  devil  holding  things  up  is,  as  usu- 
al, in  the  details — agreement  on  precise 
definitions  for  I.D.  tags.  The  trouble  is, 
XML  has  been  floating  around  for  so  long 
that  some  companies  have  already  de- 
veloped their  own  variants,  and  more 
xml  "dialects"  continue  to  spring  up. 
LACK  OF  TRUST.  In  addition,  many  com- 
petitors remain  leery  of  the  basic  xml 
concept.  They  fret  that  customers  may  no 
longer  be  as  motivated  to  buy  the  same 
brand  of  system  to  maintain  easy  data 
portability.  But  solutions  must  be  found, 
says  Jan  Harris,  vice-president  of  global 
sales  for  Motorola  Inc.'s  semiconductor 
business,  because  "stan- 
dard tags  are  a  must." 
As  a  bare  minimum, 
all  the  players  within  a 
given  industry  need  to 
use  identical  tags.  Oth- 
erwise, "you'll  never 
get  the  payoff,"  says 
Jennifer  Hamilton,  chief 
executive  at  RosettaNet, 
an  industry  group  that 
is  defining  xml  stan- 
dards for  the  electronics 
sector.  Several  more 
groups,  including 
BizTalk.org,  have 
sprung  up  to  address 
the  dialect  problem.  So 
far,  their  success  has 
been  mixed.  One  prob- 
lem: Like  feuding  sup- 
pliers of  computer-aided 
design  systems,  the 
groups  don't  quite  trust 
each  other. 

RosettaNet  is  per- 
haps the  main  success 
story  to  date.  It  has 
105  members  and  at 
least  87  of  them  have 
some  sort  of  xml  pro- 
ject up  and  running.  It 
hasn't  been  easy  "to  get 
an  entire  industry  to  sit 
down  and  agree  on 
things,"  says  Hamilton. 
"That  can  take  several 
years  even  within  the 
walls  of  one  company." 
But  if  xml  is  to  live  up 
to  expectations,  every 
other  industry  is  going 
to  have  to  follow 
RosettaNet's  lead. 

By  Jim  Kerstetter 
in  San  Mateo,  Calif. 
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EVEN  THE  SUPERVISOR 
IS  EXPENDABLE 

The  Internet  allows  factories  to  be  managed  from  anywhere 


D 


Iuring  a  speech  before  the  board  of 
the  National  Association  of  Manu- 
facturers last  October,  Dallas  Fed- 
eral Reserve  Bank  President  Robert  D. 
McTeer  Jr.  marveled  at  the  steady 
growth  in  efficiency  that  manufactur- 
ers have  achieved  using  new  technology. 
"At  the  rate  you're  going  with  produc- 
tivity improvements,"  McTeer  told  the 
group,  "the  factory  of  the  future  may 
have  only  two  employees:  a  man  and  a 
dog.  The  man's  job  will  be  to  feed  the 
dog.  The  dog's  job  will  be  to  keep  the 
man  from  touching  the  equipment." 

The  tale  is  an  old  one.  But  save  for 
the  dog,  it's  finally  close  to  coming  true. 
Over  the  past  two  decades,  advances  in 
computers,  software,  and  robotics  have 
made  manufacturing  operations  vastly 
more  nimble  and  automated.  And  now, 
thanks  to  the  Web,  factory  equipment 
can  be  linked  together  into  long-distance 
systems  that  can  seem  almost  too  auto- 
mated for  humans  to  mess  with.  The 
ability  to  collect  performance  data  on 
each  machine  instantly,  analyze  it  at  a 
central  location,  and  integrate  it  with 
strategic  business  systems  promises  huge 
additional  productivity  gains.  Output  can 
be  fine-tuned  not  only  among  machines 
but  also  between  factories — and  ulti- 
mately across  entire  supply  chains. 
GO  TO  THE  TAPE.  Some  early  adopters, 
such  as  textile-yarn  producer  Unifi  Inc., 
are  already  reaping  the  benefits.  Facto- 
ry equipment  in  Unifi's  22  U.S.-based 
plants  is  connected  via  high-speed  data 
lines  so  factory-floor  data — machine  sta- 
tus, yarn  color,  or  time  to  completion — 
can  be  relayed  for 
real-time  analysis  at 
corporate  headquarters 
in  Greensboro,  N.  C. 
The  data  is  also  avail- 
able to  Unifi's  cus- 
tomers via  the  compa- 
ny's Web  site.  "We  can 
monitor  all  of  our  ma- 
chines, check  for  defec- 
tive products,  and  alert 
our  customers  of  any 
defects,"  says  Derrick 
Stamey,  manager  of 
Unifi's  e-business. 

Remote  monitoring 
is  a  hit  with  multina- 
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Factory  Control  Software 

Sales  of  collaborative  production 
management  (CPM)  software,  and  services 
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▲  BILLIONS  OF  DOLLARS 

Data:  ARC  Advisory  Group 


UNIFI'S  YARN  STOCKER:  It  files  reports  to  headquarters 


tionals — particularly  in  high  tech, 
"where  the  manufacturing  has  been  out- 
sourced around  the  world,"  says  Charles 
L.  Downey,  a  partner  at  Pricewater- 
houseCoopers.  And  it's  easy  to  see  why. 
At  most  large  plants,  massive 
streams  of  data  pour  in  from 
the  shop  floor.  These  include 
thousands  of  measurements — 
vibration,  temperature,  pres- 
sure, and  other  operating  conditions — 
for  every  machine.  In  many  cases,  the 
data  just  sits  there,  un- 
examined, on  spools  of 
magnetic  tape.  But 
with  remote  monitor- 
ing technology,  the  in- 
formation can  be  wired 
to  headquarters  and 
plugged  into  enter- 
prise-resource plan- 
ning, or  ERP,  systems. 
The  erp  software 
keeps  tabs  on  every- 
thing from  supply- 
chain  management  to 
customer  service  and 
accounting.  And  when 
all  the  plants  are  wired 


up,  the  software  knows  "what's  actually 
happening  on  the  production  floors,"  says 
Ron  Wichter,  a  senior  vice-president  at 
Rockwell  Automation.  Analysis  of  this 
data  can  warn,  sometimes  hours  in  ad- 
vance, when  a  production  machine  is 
headed  for  a  crash.  To  John  M.  Berra,  an 
executive  vice-president  at  Emerson 
Electric  Co.,  avoiding  the  expense  of 
breakdowns  is  "the  No.  1  benefit"  of  re- 
mote monitoring. 

For  other  compa- 
nies,   automated    re- 
mote monitoring  can 
help  relieve  the  strain  |[S 
on  plant  and  process 
engineers.  "Expertise,  I 
in    factory-floor    au-   | 
tomation    is    getting 
scarce,"  says  Paul  Ca-  i 
muti,  manager  for  in-  it,  i 
dustrial    software    at  m 
Siemens    Energy    &  he:'. 
Automation  Inc.  And 
not    every    company  set: 
can  afford  to  keep  its  M 
far  flung  plants  fully  f 
staffed    with    expert  it 
foremen     and     engi-  id 
neers.  But  now,  for  ex-  n  t 
ample,  a  steel  compa-  Id 
ny  "can  have  just  a  m,\\ 
few  sitting  in  Pitts-  far-  i 
burgh,  controlling  re-  s.-  its 
mote    sites    via    the  ialtli 
Internet,"  he  says.  Sie- 
~   mens      has      already  pn 
helped  AK  Steel  in  Cologne,  Germany,  wcr 
implement  such  a  scheme. 

That  type  of  push-button  efficiency  Km) 
is  still  far  from  commonplace.  But  most 
vendors  expect  that  when  the  manufac-  n  V 
turing  slump  ends  and  com- 
panies crank  up  their  capitai  1 1 
spending,  remote  monitorintj 
will  be  a  major  target  for  in-   fa 
vestment.  In  five  years,  reck 
ons  Greg  C.  Gorbach,  director  of  e-man  || 
ufacturing  for  ARC  Advisory  Group  Inc. 
the  market  for  such  collaborative  pro-  kie 
duction  management  systems  will  more  !'i 
than  double,  to  nearly  $2.5  billion. 

Hakan  Gurocak,  a  professor  of  manu- 
facturing engineering  at  Washingtor 
State  University  in  Vancouver,  says  that  b 
investment  will  bring  improvements  tt 
virtually  every  facet  of  manufacturing  r 
profits,  quality,  reliability  of  delivery,  too 
shelf  life — not  to  mention  belter  rela 
lions  with  vendors  and  customers.  If  the  i 
scenario  that  Gurocak  envisions  cornel 
to  be,  the  manager  of  tomorrow's  lacti 
ries  will  keep  his  hands  on  the  keyboan 
and  the  dog  will  be  napping  at  his  feet. 
By  Darnell  Little  in  Chicago,  unit 
Adam  Aston  in  New  York 
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HOW  RODALE 
TAKES  CARE 
OF  ITS  HEALTH 

rhe  organic-mag  empire  is 
pursuing  multimedia  success 


Over  the  past  decade,  a  succession  of 
publishing  executives  has  taken  the 
same  90-minute  drive  west  from 
Vew  York  City  to  bucolic  Emmaus,  Pa. 
[Tieir  mission?  To  woo  Ardath  Rodale,  a 
weet  grandmother  of  10,  into  selling 
he  family  book  and  magazine  business. 
What  they  all  covet  are  Rodale  Inc.'s 
lugely  successful  titles,  such  as  Men's 
Health,  Prevention,  and  Runner's 
World — especially  as  health  and  fitness 
continues  to  be  a  hot  category  with  con- 
sumers. Yet  Rodale,  or  Ardie,  as  she 
ikes  to  be  known,  has  politely  declined 
ill  offers.  A  large  corporate  owner,  she 
lays,  would  be  too  disruptive  to  the  71- 
rear-old,  privately  held  company  that 
las  its  roots  in  farming  and  holistic 
lealth  advice.  Says  Rodale:  "It  would 
ibsolutely  destroy  our 
•ulture." 

ANCY  IMPORT.  But  Ro- 
lale,  72,  hasn't  just  been 
riding  her  time.  She  im- 
>orted   her  own  fancy 
'Jew  York  publisher  last 
'ear,  hoping  to  jazz  up 
he  Rodale  image.  True, 
•evenues  had  explod- 
d  from  $70  million  in 
980  to  $500  million 
ast  year.  But  consis- 
ently  profitable  Ro- 
lale  lost  money  in 
999  and  had  to  fold 
.  women's  magazine 
ust  two  years  af- 
•er    acquiring    it. 
Tiat  jolt  prompted 
lodale  and  one  of 
ler   three    daughters, 
Vlaria  Rodale,  39,  who 
rill    succeed    her    as 
hairman,  to  take  control 
iack  from  the  longtime 
nanagement  team.  That's 
riien   they   brought   in 
'Steven  P.  Murphy  to  be 
he  new  president.  Mur- 
hhy's    resume    included 


organic  style 


Uttalthy 


stints  at  the  publishing  arm 
of  Walt  Disney,  music  com- 
pany emi  Group,  and  pub- 
lisher   Simon    &  Schuster. 
"It's    important    to    make  ~ 
changes  if  you  want  new  ideas,"  says 
Ardie.  "Otherwise,  the  old  ideas  just  get 
recycled." 

Murphy,  47,  dove  into  an  ambitious 
plan  to  transform  the  earnest  Rodale 
from  a  niche  publisher  into  a  big-time 
multimedia  company.  He  wants  to  dou- 
ble revenues  in  five  years,  to  $1  bil- 
lion, largely  by  revving  up  "under- 

MURPHY'S  LAW 

Rodale 's  new  president,  Steve 

Murphy,  has  been  shaking  up 

the  low-key  publisher: 

►  Dismantled  the  book  and 
magazine  units  and 
reorganized  company  by 
subject  areas  such  as  organic 
living,  men's  and  women's 
health,  and  sports 

►  Has  saved  an  estimated  $40 
million  so  far  by  streamlining 
operations,  such  as 
consolidating  10  purchase 
departments  into  one 

►  Hired  a  high-powered  team 
from  places  such  as  Time  Inc., 
Gruner  +  Jahr  USA,  Little 
Brown,  Saveur,  and  even  the 
White  House 

►  Launching  two  magazines, 
Organic  Style  and  MH-18— 
a  version  of  Men's  Health 
for  teenage  boys 


AMERICAN  GOTHIC: 

Ardath  Rodale  lured 
New  York  exec 
Murphy  to  Emmaus 


performing"  brands.  "It's 
simple.  I  want  to  reach 
more  people,"  says  Murphy, 
who  splits  his  time  between 
"  Emmaus  and  Rodale's  New 
York  offices.  It'll  be  no  small  feat  to 
deliver  Rodale's  organic  gospel  to  the 
masses,  especially  via  television  and  the 
Net,  where  the  company  has  little  ex- 
perience. If  Murphy  can  launch  some 
businesses  and  strike  partnerships  to 
promote  the  brand,  he'll  go  a  long  way 
toward  knocking  down  perceptions  that 
Rodale  is  just  for  the  nuts-and-granola 
crowd.  The  challenge  will  be  not  losing 
the  "emotion  and  sense  of  mission  a 
sole  proprietorship  like  Rodale  brings," 
says  J.  Alec  Gerster,  ceo  of  media  buy- 
ing firm  MediaCom. 

That  sense  of  mission  dates  back  to 
when  the  founder,  accountant  turned 
organic  farmer  J.  I.  Rodale,  started 
preaching  that  people  can  control  their 
health  by  eating  wholesome  food  from 
chemical-free  farms.  His  son,  Robert, 
Ardie's  husband,  continued  to  champion 
those  tenets  until  his  death  in  a  1990 
van  crash  in  Moscow,  where  he  was 
launching  an  organic-farming  magazine. 
The  family  still  operates  an  institute 
near  Kutztown,  Pa.,  where  farming  tech- 
niques are  studied  on  a  330-acre  tract. 
When  Murphy  arrived,  he  quickly  re- 
aligned the  company  for  modern  times. 
He  created  content  groups — organic  liv- 
ing, men's  and  women's  health,  and 
sports — each  of  which  has  its  own  edi- 
torial director  to  oversee  all  forms  of 
media,  from  books  to  online.  This  way,  a 
popular  March  cover  story  in  Preven- 
tion about  a  peanut-butter  diet  is  quick- 
ly being  turned  into  a  Rodale  book  to  be 
published  in  October,  aimed  at  a  much 
wider  audience.  To  enter  the  broadcast 
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Cray,  Murphy  is  developing  a  cable-TV 
program  based  on  Rodale's  star  act, 
Men's  Health  magazine,  which  has  hit  a 
home  run  by  adapting  the  women's- 
magazine  formula  of  offering  advice  on 
sex,  fashion,  and  exercise  for  male  read- 
ers. And  Kodak'  has  drafted  alternative- 
medicine  guru  Dr.  Andrew  Weil,  a  Pre- 
vention  board  member  and  contributor, 
to  create  a  syndicated  radio  program. 

One  potential  moneymaker:  selling 
hooks  directly  to  consumers  for  other 
publishers.  Rodale  has  a  reputation  as  a 
savvy  direct-mail  operator,  and  Murphy 
hopes  to  offer-  that  service  to  publishers 
and  perhaps  jointly  develop  health  and 
fitness  titles  with  larger  houses.  He  is 
in  talks  with  several  publishers. 
SICK  LIST.  Still,  Murphy's  pet  project 
is  what  he  calls  Rodale's  "village  green," 
a  database  tracking  Rodale's  25  million 
customers  that  includes  not  only  demo- 
graphic information  and  buying  patterns 
but  also  people's  ailments.  Staying  on 
top  of  that  kind  of  information  about 
its  customers  will  help  Rodale  identify 
new  businesses,  he  says,  and  lure  other 
companies  into  partnerships,  because 
they'll  get  access  to  the  database.  Ro- 
dale says  it  protects  customers'  privacy 
by  offering  thein  a  chance  to  "opt  out" 
of  having  their  information  shared.  More 
than  half  of  the  25  million  have  opted 
out  so  far,  says  Murphy. 

Clean  soil  may  have  given  Rodale  its 
start,  but  these  days  it's  washboard  abs 
that  are  delivering  the  revenues.  The 
company's  top  performer  is  Men's 
Health,  whose  covers  always  feature  a 
hunky  guy  with  rippling  stomach  mus- 
cles and  which  features  plain-spoken  ad- 
vice on  sex  and  relationships,  nutrition, 
fitness,  and  fashion.  More  than  one-third 
of  its  1.6  million  U.  S.  readers  grab  it  off 
the  newsstand.  And  it  has  25  local  lan- 
guage editions  in  33  countries,  with  roll- 
outs planned  this  year  for  five  more 
countries.  Even  as  most  magazines  have 
suffered  double-digit  declines  in  ad  dol- 
lars this  year,  Men's  Health  is  up  7.5%, 
to  $27  million,  through  May,  from  the 
same  period  in  2000. 

Murphy  will  need  some  of  that  suc- 
cess for  his  latest  venture — Organic 
Style,  a  magazine  due  out  this  fall.  The 
slick  bimonthly  will  cover  beauty,  fash- 
ion, home,  garden,  and  travel.  "We  want 
to  break  down  the  stereotypes  of  or- 
ganic," says  Maria,  who  came  up  with 
the  idea.  "[Organic]  can  be  pretty,  and  it 
can  be  tasty."  But  the  launch  has  been 
bumpy,  with  ad  sales  sluggish  so  far, 
insiders  say,  and  an  llth-hour  editor 
shuffle  before  its  premiere.  If  Murphy 
can  sell  a  quirky  title  like  that  to  main- 
stream advertisers,  he  may  yet  be  able 
ve  that  the  distance  between  Em- 
maus  and  Manhattan  isn't  all  that  far. 
By  Tom  Lowry  in  Ernmaus,  Pa. 
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ELI  LILLY:  LIFE 
AFTER  PROZAC 

As  the  drug  goes  off-patent,  all-out  R&D  is  paying  off 


Thanks  to  Prozac,  Sidney  Taurel 
has  had  it  pretty  easy.  No,  he 
doesn't  take  it  himself.  But  until 
recently,  the  chief  executive  of  Eli 
Lilly  &  Co.  could  depend  on  the  antide- 
pressant to  give  a  steady  lift  to  his  com- 
pany's numbers.  Prozac,  with  40  million 
users,  accounted  for  a  quarter  of  Lil- 
ly's $10.8  billion  in  sales  and  more  than 
a  third  of  its  $3  billion  profit  last  year. 
With  Prozac's  U.  S.  patent  set  to  expire 
on  Aug.  3,  however,  Lilly  will  no  longer 
be  protected  from  cheaper  generics. 
Within  weeks,  the  company  could  see 
two-thirds  of  its  global  market  for 
Prozac — and  much  of  its  profit — vanish. 
That  would  indeed  be  a  bitter  pill  to 
swallow.  But  foreseeing  the  end  of  the 
Prozac  monopoly,  Taurel,  a  30-year  Lil- 
ly veteran  (and  a  director 
of  the  McGraw-Hill  Com- 
panies, corporate  parent  of 
BusinessWeek),  furiously 
ramped  up  new-drug  de- 
velopment after  becoming 
CEO  and  chairman  in  1998. 
He  increased  the  research 
and  development  budget 
about  30%,  to  more  than 
$2.2  billion,  hired  700  sci- 
entists in  the  last  year 
alone,  and  in  a  search  for 
the  next  blockbuster,  or- 
dered    Lilly's     6,900     re- 


searchers not  to  bother  with  any  dru£ 
unlikely  to  top  $500  million  in  annual 
sales.  The  payoff:  Lilly  now  has  a  med-f 
icine  cabinet  stocked  full  of  promising 
new  drugs,  including  treatments  foi 
schizophrenia  and  for  sepsis — a  poten-l 
tially  fatal  form  of  bacterial  infectionj 
Provided  that  management  is  able  tc 
handle  some  significant  challenges  fror 
regulators  and  competitors,  those  ne\ 
products  could  more  than  offset  Prozac's^ 
loss  in  just  12  months. 
POTENTIAL  HITS.  Taurel,  52,  vows  that's] 
only  the  beginning.  He  is  determinec 
not  to  be  painted  into  a  corner  againl 
"The  situation  we  had  in  the  mid-1990s! 
of  having  35%  of  our  sales  dependent  or; 
Prozac,  won't  repeat  itself,"  he  says.  In] 
dianapolis-based  Lilly  has  scheduled  tlw 
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U.S.  Census 


More  than  280  million  individuals.  More  than  a 
billion  lines  of  data.  More  than  a  trillion  data 
elements.  We're  talking  about  a  record  number 
of  records  -  even  for  the  U.S.  Census  Bureau. 
But  it's  not  just  the  counting  that's  important  in 
Census  2000.  It's  also  the  accuracy.  That's  what 
we  the  people  count  on  most.  So  we  can  know 
with  certainty  where  to  allocate  our  housing, 
services  and  government  funds.  Why  we  gain 
or  forfeit  our  Congressional  seats.  Who  makes 
up  our  nation's  demographics.  To  review  the 
accuracy  of  records  from  Census  2000,  the  U.S. 
Census  Bureau  chose  SAS.  Why?  We'll  let  our 
record  speak  for  itself.  Call  800-727-0025  or 
stop  by  www.sas.com/census.  To  learn  more 
about  the  U.S.  Census,  visit  www.census.gov. 
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rollout  of  10  products,  each  a  potential 
hit,  over  the  nexl  three  years.  Add  in 
drugs  introduced  in  the  past  five  years, 
and  Lilly  could  have  15  potential 
i n( gaseliers  with  long-lived  patents  and 
Prozac-size  gross  profit  margins  of  90% 
by  2004.  And  in  Lilly's  labs,  scientists 
are  working  on  enough  other  drugs  to 
keep  the  company's  string  of  high-im- 
pact product  launches  going  through  the 
rest  of  the  decade.  Says  August  M. 
Watanabe,  Lilly's  executive  vice-presi- 
dent for  science  and  technology:  "It's 
not  just  one  big  bang  and  that's  it." 

Only  a  year  ago,  analysts  and  in- 
vestors were  skeptical  that  Lilly  could 
plug  the  Prozac  hole.  Acting  on  a  law- 
suit by  generic  drugmakers,  a  U.  S. 
Court  of  Appeals  ruled  last  Aug.  9  that 
Lilly  would  have  to  cede  its  Prozac 
patent  in  12  months,  rather  than  in  late 
2003,  as  Lilly  had  hoped.  Lilly's  stock 
plunged  by  almost  a  third  in  one  day,  to 
$75  a  share,  wiping  out  $36.8  billion  in 
equity.  The  stock  bottomed  out  at  $66 
the  next  month.  But  Lilly's  R&D  ma- 
chine has  changed  minds  on  Wall 
Street.  Now,  Morgan  Stanley  Dean  Wit- 
ter &  Co.  analyst  Jami 
Rubin  estimates  that  be- 
ginning in  2003,  as  profits 
from  the  new  drugs  kick 
in,  annual  earnings  at  Lil- 
ly should  jump  17%.  That 
will  follow  two  years  of 
single-digit  profit  growth. 
In  2001,  Lilly  is  expected 
to  net  $3  billion,  up  4%, 
as  sales  rise  5%,  to  $11.5 
billion. 

Lilly  shares  meanwhile 
have  rebounded  to  about 
$76,  and  with  a  price-earn- 
ings ratio  of  27.6,  the 
company  trades  at  a 
higher  multiple  than  rivals 
Merck,  Bristol-Myers 
Squibb,  and  Schering- 
Plough.  "They're  doing  all 
the  right  things,"  says 
James  Fenger,  lead  port- 
folio manager  of  the  Scud- 
der  Health  Care  Fund,  which  held 
75,000  Lilly  shares  as  of  Mar.  31. 

Lilly's  suddenly  rosy  prospects  also 
have  validated  Taurel's  determined  go- 
it-alone  strategy.  Unlike  the  competi- 
tion, Lilly  has  spurned  acquisitions  as  a 
way  to  come  up  with  new  products, 
preferring  to  create  them  in  its  own 
labs   or  form  marketing  pacts  with 
biotech  companies  whose  compounds  fill 
out  Lilly's  sales  catalog.  Taurel  says  he 
has  analyzed  data  on  drug  industry 
>ver  the  last  30  years  and  found 
that  growth  rates  at  companies  engaged 
in  takeovers  lag  behind  the  rates  at 
i  lies  that  kept  to  themselves.  He 
>   merged  companies  suffered 


;is  cost-cutting  and  culture  clashes  trau- 
matized their  research  efforts.  "There  is 
no  correlation  between  innovation  and 
size,"  the  CEO  insists,  while  acknowl- 
edging that  unlike  smaller  rivals,  Lilly 
has  the  financial  muscle  to  pay  the  $1 
billion  it  can  take  to  bring  out  a  new 
drug.  Lilly  also  has  an  11,500-member 
sales  force  to  push  new  pharmaceuti- 
cals. And  it  usually  doesn't  require  ma- 
jor national  ad  campaigns,  since  many 
of  its  products,  such  as  the  diabetes 
drugs  Humulin  and  Humalog,  are  aimed 
at  smaller  patient  groups. 
FICKLE.  Still,  with  Lilly's  fortunes  tied  so 
closely  to  the  notoriously  fickle — and 
highly  regulated — market  for  new 
drugs,  Taurel  will  have  to  deftly  jug- 
gle several  daunting  challenges  to  his 
Prozac  replacements.  For  instance,  the 
company  had  planned  to  begin  selling 
Xigris,  a  first-of-its-kind  treatment  for 
sepsis,  by  October,  its  first  drug  launch 
after  Prozac  goes  off-patent.  But  the 
Food  &  Drug  Administration  recently 
pushed  that  date  back  by  at  least  two 
months.  Taurel  concedes  that  the  FDA 
has   raised    quality-control    questions 


needs  to  be  taken  only  once  daily,  vs. 
twice-a-day  regimen  for  Geodon.  Anc 
Lilly  says  that  patients  can  mitigate 
their  weight  gain  if  they  take  Zyprexa 
with  another  Lilly  drug,  Axid,  which  id 
formulated  to  treat  ulcers.  Still,  ana-J 
lysts  warn  that  Geodon  could  eventual-l 
ly  eat  into  Zyprexa's  dominance.  "We'll 
know  in  the  next  three  months  whetheif 
Geodon  will  be  a  problem,"  says  Stever 
C.  Tighe,  a  drug-industry  analyst  a\ 
Merrill  Lynch  &  Co. 

Analysts  point  out  that  new-dru£  j 
markets  are  inherently  unpredictable 
Says  Mara  Goldstein,  an  analyst  witl 
cibc  World  Markets:  "Sometimes  prod-  I 
ucts  look  good  on  paper,  but  they  don't 
turn  out  that  way  in  reality."  In  1998 
for  instance,  the  company  launchec 
E  vista — which  can  prevent  and  reverse 
osteoporosis  in  older  women — in  th« 
hopes  that  it  would  become  ar 
overnight  success.  But  first-year  sales 
came  to  a  less-than-spectacular  $144  mil 
lion.  Why?  Taurel  says  it  was  hardei 
than  expected  to  convince  women  t(  j 
buy  the  drug  before  they  have  symp 
toms  of  the  degenerative  bone  disease 


about  a  subcontractor  Lilly  has  hired 
to  help  make  Xigris.  But  he  says  the 
real  hang-up  is  that  the  agency  needs 
the  extra  time  to  review  the  drug's 
81,414-page  application. 

Add  to  that  the  competition  Lilly  sud- 
denly faces  for  Zyprexa,  a  schizophrenia 
drug  that  has  surpassed  Prozac  as  the 
company's  top  seller,  with  expected  2001 
sales  of  $2.8  billion.  In  the  spring,  Pfizer 
Inc.  launched  Geodon,  which  is  consid- 
ered to  have  an  edge  over  Zyprexa  be- 
cause it  does  not  cause  weight  gain. 
Taurel  claims  that  based  on  early  sales 
results  and  feedback  from  doctors,  Ge- 
odon won't  be  a  threat  because  Zyprexa 
has  advantages  of  its  own.  Zyprexa 


But  after  Lilly  tweaked  its  marketinj 
effort,  the  drug  took  off,  with  sales  ex 
pected  to  top  $700  million  this  year.  It  i 
a  blockbuster  after  all. 

Even  with  its  carefully  nurtured  nev 
products  and  some  early  successes,  Lil 
ly  executives  know  that  their  work  i 
cut  out  for  them  in  replacing  their  fran 
chise  drug.  "I've  been  told  no  one  ha 
survived  this  type  of  patent  expiration, 
confesses  Richard  I).  DiMarchi,  grou] 
vice  president  lor  research  and  (level 
opment.  There's  a  first  time  for  every 
thing,  however.  And  Taurel  is  detei 
mined  to  prove  to  investors  that  the 
don't  need  Prozac  to  be  happy. 

By  Michael  Arndt  in  Indianapoli 
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we  generate    who  says! 


Who  says  you  have  to  go  with  the  flow? 

Who  says  you  can't  build  a  merchant  power  plant  in  less  than  a  year? 
Who  says  you  can't  turn  solid  waste  into  a  viable  energy  source? 
Who  says  power  plants  and  the  environment  can't  co-exist7 
When  others  say  why,  we  say  why  not. 
At  Duke  Energy,  we  didn't  become  a  global  energy  leader  by  going  whichever  way  the  wind  blows. 
We  tly  in  the  face  of  rigid  paradigms. 
We're  creating  a  new  source  of  energy. 

The  power  of  courage.  Of  innovation.  Of  going  against  the  norm. 
The  wind  of  change  will  always  blow. 

It  causes  some  to  bend.  Others  to  topple  over. 
At  Duke  Energy,  it  helps  us  soar. 


Duke 

Energy 

we  generate  what's  next 


What  can  Duke  Energy  generate  for  you?  Visit  us  at  www.duke-energy.com  or  1-800-use-duke. 
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EXECUTIVE  SUITE 


GARY  WENDT: 
HOWS  HE  DOING? 

He  staved  off  bankruptcy,  but  Conseco's  woes  remain  deep 


Three  years  ago,  life  turned  bitter 
for  Gary  C.  Wendt.   First,  the 
then-chief  executive  of  General 
Electric  Capital  Services  Inc.  went 
through  a  very  public,  exceptionally  ac- 
rimonious divorce.  Then  his  boss,  John 
F.  Welch,  CEO  of  General  Electric  Co., 
asked  him  to  resign.  Welch  had  begun 
looking   for   successors    and    thought 
Wendt,  who  ran  ge's  most  profitable  di- 
vision,   would    overshadow   the    con- 
Wendt  relinquished  control 
of  his  $41  billion  empire  and  tried  to 
n  Greenwich,  Conn. 
In't  much  suit  him.  When  four 
of  beleaguered  insurance 


and  finance  company  Conseco  Inc.  ap- 
proached Wendt  18  months  later,  he 
needed  little  persuasion.  Conseco  was 
the  perfect  challenge  for  the  still-ambi- 
tious Wendt:  It  was  clearly  in  trouble, 
and  he  would  be  clearly  in  charge.  Con- 
seco also  offered  a  $45  million  signing 
bonus  and  a  compensation  package  that 
could  now  total  $200  million — and  is 
only  loosely  tied  to  performance.  Within 
a  month,  Wendt  and  new  wife  Rose- 
marie  headed  for  Carmel,  Ind.  Here — at 
a  business  one-fifth  the  size  of  GE  Capi- 
tal, in  a  town  with  few  other  compa- 
nies of  note — Wendt  hopes  to  come  into 
his  own  again. 


GARY  C.  WENDT 

BORN  Mar.  13,  1942, 
Portage,  Wise. 

EDUCATION  B.S.  civil 
engineering,  University  of 
Wisconsin,  1965;  MBA, 
Harvard  University,  1967. 

FIRST  JOBS  Mowed  lawns  and 
worked  on  local  farms. 

POSITION  CEO,  Conseco. 

SIGNING  BONUS  $45  million. 

CLAIMS  TO  FAME  Built  GE 
Capital  into  a  $41  billion 
business;  an  epic  divorce  battle 
with  wife  Lorna,  who  sought  half 
of  their  $100  million  estate  and 
was  awarded  $20  million. 

HOBBY  Collects  key  chains  from 
airports  around  the  world. 

ON  SUNDAYS  Head  usher  at 
First  Church  of  Round  Hill 
in  Greenwich,  Conn.,  where  he 
keeps  a  second  home. 

FAMILY  Married  to  second  wife, 
Rosemarie,  who  has  one  son, 
two  daughters,  and  two  grand- 
children; he  and  Lorna  have  two 
grown  daughters. 


It  won't  be  easy.  Staving  off  bank-l 
ruptcy  wasn't  too  difficult  for  a  man  oj 
Wendt's  experience.  But  now  he  has  to 
wring  profits  from  Conseco's  sluggisl 
insurance  business  and  revive  its  loar, 
operations  at  a  time  when  many  of  it^ 
customers  could  be  heading  into  financia 
trouble  themselves.  Conseco  Financel 
the  former  Green  Tree  Financial  Corp.l 
is  the  country's  biggest  mobile-horn^ 
lender.  The  division  accounts  for  onljl 
28%  of  revenue,  but  it  had  enough  prob| 
lems  to  almost  bring  down  the  company 

Wendt's  predecessor,  founder  Stepherj 
Hilbert,  had  spent  recklessly  and  pushed 
for  growth  at  all  costs.  But  buying  Greeil 
Tree  left  Conseco  with  huge  debts  ana 
soaring  defaults,  and  Hilbert  resigned  iiT 
disgrace.  By  the  time  Wendt  took  over  ill 
June,  2000,  Conseco  had  restated  earnl 
ings  twice  and  didn't  have  the  cash  t<[ 
pay  the  $1.2  billion  in  bank  loans  ouinind 
due  in  80  days.  The  shares  had  fallen  t<| 
$4.75  from  a  high  of  $57.75  in  April,  1998 
Conseco  had  also  lost  its  "excellent"  in| 
surance  rating  from  A.M.  Best  Co., 
fate  that  usually  spells  doom.  Wendt,  \vhd 
had  tried  to  buy  Conseco  when  he  was  a| 
GE,  says:  "I  just  didn't  believe  thai  i] 
could  be  in  that  bad  a  Btate." 

Wendt,   59,   h;is   brought   to   CoilSecl 


'  ',,    ?<)()  \ 


' 


I  can  see  wireless  and  I  like  what  I  see. 


Wireless  looks  like  a  small  boat  on  a  majestic  lake  on  a  Tuesday  morning.  You,  on  the  other  hand,  may  have  a 
completely  different  picture  of  wireless.  But  no  matter  how  you  see  it,  AT&T  Wireless  offers  services  and  products 
designed  to  put  you  in  your  own  personal  paradise.  What  you  want,  when  you  want.  Information  access,  text 
messaging,  flexible  plans.  Unlimited  freedom.  Close  your  eyes  and  think: 
What  does  wireless  look  like  to  you? 


attwireless.com        I  800-IMAGINE 

©2001  AT&T  Wireless.  Not  available  in  all  areas.  Restrictions  apply. 


AT&T  Wireless 

YOUR  WORLD.  CLOSE  AT  HAND. 
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Red  flag:  Wendt's  compensation,  which  could  total 
$200  million,  is  only  loosely  tied  to  his  performance 


the  discipline  he  was  known  for  at  ge. 
He  has  also  hired  three  ex-GE  Capital 
execs  as  consultants  and  introduced  ge's 
much-copied  Six  Sigma  management 
system  to  boost  efficiency.  In  his  first 
few  weeks,  he  tore  apart  the  balance 
sheet  looking  for  ways  to  pay  off  some 
of  Conseco 's  debt:  He  sold  five  business 
lines,  slashed  2,000  jobs  (some  14%  of 
the  workforce),  and  shut  47  offices.  Then 
he  negotiated  with  banks  to  stretch  out 
the  company's  debt  payments  over  three 
years.  Conseco  won  back  its  superior 
insurance  rating.  And  the  shares  are 
now  about  $14.  Irwin  L.  Jacobs,  a  Min- 
nesota bankroller  who  owns  nearly  5% 
of  Conseco's  stock,  is  more  than  pleased 
with  Wendt.  "Gary  understands  this 
business  like  nobody  else,"  he  says. 

Wendt  seems  to  enjoy  showing  off 
Conseco's  new  frugality.  He  grounded 
the  helicopter  Hilbert  used  for  even  the 
shortest  of  road  trips.  He  also  threw 
out  Hilbert's  signature  tiger-skin  arm- 
chair, stripped  the  executive  suite  of  its 
Baroque  paintings,  and  divided  the  huge 
ceo  office  into  four.  "At  a  time  like  this, 
the  leaders  can't  afford  to  spend  money 
foolishly.  You've  got  to  hunker  down 
and  work,"  he  says. 

TOUGH  BOSS.  Wendt  is  blunt,  demand- 
ing, and  exceedingly  detail-oriented — 
nearly  the  opposite  of  Hilbert.  Martin 
H.  Bauman,  a  recruiter  in  New  York, 
says  that's  why  there  was  a  lot  of 
turnover  at  GE  Capital:  "Wendt  is  a 
tyrant  who  made  a  lot  of  money  for  the 
company,  but  he's  a  very  difficult  guy  to 
work  for."  Still,  some  former  employ- 
ees say  he  pushed  them  to  positive  ef- 
fect. "I've  seen  him  extract  more  value 
than  most  people,"  says  Daniel  W. 
Porter,  now  ceo  of  Wells  Fargo  Finan- 
cial in  Des  Moines,  Iowa. 

Today,  Conseco  is  no  longer  near  ruin, 
but  it  is  still  $6.13  billion  in  debt.  Wendt 
has  sold  off  most  of  what  he  can;  now 
he  has  to  get  cash  flowing  and  profits 
growing  in  Conseco's  finance  and  insur- 
ance businesses.  He  wants  annual  earn- 
ings to  grow  25%  to  45%,  but  even  the 
slower  rate  seems  too  optimistic  to 
many  analysts.  The  company's  net  in- 
come in  the  first  quarter  did  increase 
8.7%  from  last  year,  to  $84.1  million, 
but  that  came  largely  from  the  sale  of  a 
riverboat  casino.  Wendt  expects  the  fi- 
nance unit's  profits  to  increase  by  50%  a 
year  over  the  next  four  years.  By  for- 
going acquisitions,  Wendt  hopes  the  di- 


vision's income  can  go  straight  to  the 
bottom  line.  But  as  the  economy  slows, 
Conseco's  mostly  lower-  and  middle-in- 
come customers  are  especially  vulnera- 
ble to  default.  Indeed,  Conseco's  loan 
losses  in  the  first  quarter  jumped  53%, 
to  $121.4  million,  from  last  year. 

Meanwhile,  it  will  take  some  time  to 
build  up  the  insurance  business,  which 
Conseco's  former  management  neglected. 
The  division's  2000  income  of  $818  mil- 

WENDT'S  PLAN  TO 
RESCUE  CONSECO 


PAY  DOWN  DEBT 


$2.1  billion  worth 

of  debt  was 

trimmed  in  12 

months;  Wendt  wants  to  chop 

billion  more  by  2003. 


CONSECO 


for  success  keeps  moving."  Others  arej 
less  sanguine  about  Conseco's  prospects/ 
Billionaire  financier  Carl  C.  Icahn,  who! 
has  shorted  Conseco's  shares,  is  onel 
doubter.  "My  grandmother  used  to  tell| 
me  you  can't  make  a  silk  purse  out  of  i 
sow's  ear,"  he  says.  And  Colin 
Devine,  an  analyst  at  Salomon  Smith 
Barney,  says:  "The  company  needs  somel 
major  restructuring  to  get  rid  of  thel 
debt  and  become  a  profitable  businessiT 
We  haven't  seen  anything  that  convinces! 
us  that's  the  case  just  yet." 

Wendt  isn't  used  to  having  to  convince 
people  of  his  worth.  In  his  14  years  as 
ceo  of  ge  Capital,  Wendt  built  an  empire 
that  at  times  outshone  ge's  other  busi- 
nesses. When  he  left,  GE  Capital  ac- 
counted for  fully  40%  ofi 
the  company's  total  profits] 
Wendt's     accomplish- 


BOOST  GROWTH 


His  goal  of  25%  to  45%  annual 
earnings  growth  could  be  tough 
to  meet  as  the  economy  slows. 


REDUCE  RISK 


The  former  Green  Tree  Financial 
Group  unit  is  issuing  fewer  loans, 
but  its  low-income  customers 
remain  vulnerable. 


FOCUS  ON  INSURANCE 


Wendt  has  to  increase  profitability 
in  insurance,  which  was  neglected 
by  former  management. 


QUALITY,  QUALITY,  QUALITY 


He  expects  the  Six  Sigma 
efficiency  process  to  save 
Conseco  $100  million. 

lion  was  30%  lower  than  the  previous 
year's.  "They  aren't  trophy  business 
lines  in  either  life  insurance  or  retire- 
ment services,  which  makes  it  doubly 
challenging,"  says  Patrick  Finnegan  of 
Moody's  Investors  Service.  To  boost 
growth,  Wendt  wants  to  broaden  oper- 
ations to  include  savings,  investment, 
and  risk-management  products. 

Wendt  is  not  quite  ready  to  predict 
when  Conseco's  transformation  will  be 
complete.  He'll  say  only  that  "the  target 


ments  at  ge  were,  at  the  end,  eclipsec 
by  his  failed  marriage.  After  he  filec 
for  divorce  from  Lorna  Jorgensor 
Wendt,  his  wife  of  32  years,  she  arguec 
that  she  deserved  half  of  their  $100  mil-l 
lion  estate.  He  offered  $10  million.  She 
took  him  to  court  and  won  twice  that! 
much.  Lorna  is  still  seeking  some  oi 
Wendt's  unvested  GE  benefits  and  has 
been  promoting  her  Institute  for  Equal-) 
ity  in  Marriage.  "I  don't  lose  much  sleep 
over  her,  as  I  can't  change  the  fact  thatj 
she  has  made  the  divorce  her  career,' 
he  says. 

Now,  Wendt  seems  to  be  a  real  fam-| 
ily  man.  His  wife,  Rosemarie,  68,  was 
an  executive  in  ge's  travel  office;  thej 
met  while  he  was  still  married  to  Lor-| 
na.  Although  they  have  a  townhoust 
in  Indiana,  they  return  to  Greenwich 
on  weekends.  There,  Wendt  is  the  heac 
usher  at  the  Methodist  church.  He'^ 
certainly  devoted  to  Rosemarie's  twc 
granddaughters.  He  even  postponec 
Conseco's  second-quarter  earnings  anj 
nouncement  by  two  weeks  this  Augustf 
to  take  them  on  a  safari  in  Kenya. 

Wendt  knows  Conseco  isn't  going  til 
be  the  next  ge  Capital.  As  he  says  oj 
the  company:  "I'm  aiming  to  be  the  bestj 
that  we  can  be."  That  almost  sounds 
modest  for  a  man  like  Wendt. 

By  Pallavi  Gogoi  in  Carmel,  Ind\ 


BusinessWeek  online 


To  see  a  video  interview  with 

Gary  Wendt,  go  to  the  July  23  issue  at 

www.businessweek.com. 
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Healing  Waters 


nke  an  adventure  trip  and  help  fund  one  for  a  person  with  AIDS.  4 1.5.621. PLAY  or  ww vv.hwaters.org. 


COHO  SALMON  DO 

EXACTLY  WHAT  YOU  WOULD 

IF  YOU  WERE  IN  TROUBLE. 


HIRE  A  GOOD  LAWYER 
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j^EARTHIUSTICE 

Because  the  earth  needs  a  good  lawyer 

Owimming  hundreds  of  miles  upstream  to  spawn  is  tough  enough.  Throw  in  a  dam  or  two  and  pollute 
the  water  with  erosion  from  logging  operations,  and  survival  becomes  next  to  impossible. 

That's  where  Earthjustice  comes  in.  We're  a  nonprofit  law  firm  that  enforces  the  laws  that  protect  our 
environment  and  public  health. 

Since  1971,  Earthjustice  has  won  hundreds  of  legal  cases,  protecting  millions  of  acres  of  land,  hundreds  6i 
species,  and  dozens  of  communities.  To  learn  how  you  can  support  our  efforts,  visit  our  website-.  And  see  how 
a  good  lawyer  can  help  us  all  breathe,  or  swim,  a  little  easier — whichever  the  case  may  be. 
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Developments  to  Watch 


BY  IRENE  M.  KUNII 


THESE  BACTERIA 
MAY  KILL  OFF 
DRY  CLEANERS 

IACTER1  \    ARE    EMERGING   AS 

he  workhorses  of  the  21st 
lentury.  Already  they've  been 
Misted  to  help  clean  up  oil 
ind  chemical  spills.  In  sever- 
il  years,  varieties  could  be 
iving  in  colonies  in  your  clos- 
;t,  chomping  away  at  sweat, 
bod  stains,  and  other  un- 
nnted  residues  in  garments 
ind  shoes.  Further  along,  bio- 
mgineering  may  open  the 
loor  to  fabrics  that  constant- 


ly repel  dirt  while  secreting 
the  fragrances  of  your  choice. 
These  and  other  applica- 
tions are  on  the  drawing 
board  of  Alex  J.  Fowler,  a 
mechanical  engineer  at  the 
University  of  Massachusetts 
at  Dartmouth.  Fowler  and  a 
team  of  researchers  are  ge- 
netically engineering  harm- 
less bacteria  that  can  thrive 
in  natural  cloth  fibers. 
They're  also  developing  tech- 
niques for  introducing  bacte- 
rial colonies  into  hollow  fibers 
that  could  be  used  in  future 
apparel  or  home  furnishings. 
Recently    they    created    a 


bioreactor,  or  micro-green- 
house, containing  a  harmless 
strain  of  E.  coli.  Fowler  then 
injected  the  bacteria  into 
fiber  made  from  milkweed 
and  monitored  their  prolifer- 
ation. In  the  future,  he  says, 
"you  could  create  a  bandage 
that  secretes  a  growth  fac- 
tor" to  help  wounds  heal. 

High  hurdles  remain — in- 
cluding the  engineering  of 
bacteria  that  can  survive  in 
fabric  that  is  repeatedly 
washed,  rinsed,  and  dried. 
Even  so,  Fowler  hopes  to  de- 
velop a  commercially  viable 
biofabric  in  about  two  years. 


AN  ELECTRIC  LIMO  WITH  SPEED  TO  SPARE 


IT  MAY  LOOK  LIKE  A 
caterpillar.  But  by  electric- 
car  standards,  the  eight- 
wheeled  kaz — short  for 
Keio  Advanced  Zero-emis- 
sion— is  a  roadrunner.  And 
true  to  its  name,  it's  a  clean 
machine.  Developed  by  Hi- 
roshi  Shimizu,  head  of  Keio 
University's  Electric  Vehicle 
Lab  outside  Tokyo,  the  kaz 
runs  entirely  on  powerful, 
lightweight  lithium  ion  bat- 
teries. A  one-hour  charge 
provides  enough  juice  to 
drive  190  miles  at  60 
mph.  In  a  recent  test,  the 
prototype  clocked  a  maxi- 
mum speed  of  193  mph, 
earning  it  the  title  of 
world's  fastest  EV  limousine. 
Shimizu  placed  all  of  the 


components,  including  the 
car's  battery  pack,  under 
the  floor  of  the  vehicle. 
That  opened  up  enough 
room  to  seat  eight  people 
comfortably.  "One  of  the 
merits  of  the  EV  is  that  you 
can  create  more  interior 
space  than  is  possible  with 
a  gasoline-powered  car," 
he  says. 


kaz  is  the  culmination  of 
20  years  of  EV  research  on 
Shimizu's  part.  In  1997,  he 
unveiled  the  Luciole,  a 
high-speed  two-seater 
dubbed  the  "pocket  rocket." 
This  time  he's  looking  for  a 
manufacturer  to  build  a 
commercial  version  of  kaz. 
Shimizu  figures  that  with  an 
annual  output  of  500  units, 
production  costs  would  run 
only  slightly  more  than  that 
of  a  luxury 

Mercedes- 
Benz. 


HONEY  TALKS- 
HANKS  TO 
IMBEDDED  CHIPS 


INNOVATIONS 


LOT  IS  RIDING  ON  CUTTING- 

dge  technology  to  thwart 

lie    counterfeiting 

f    money,    gift 

ouchers,  pass- 

orts,  and  oth- 

r  documents, 
itat  as  quick- 

I  as  scien- 
ks  can  de- 
velop   special 

iks,  labels,  or 


holograms,  crooks  manage 
to  up  the  ante.  Now,  Hitachi 
Ltd.,  a  top  Japanese  chip- 
maker,  says  it  has  a  minus- 
cule integrated  circuit  that 
could  really  make  things 
hard  for  counterfeiters. 

Hitachi's  so-called  meu- 

chips     measure     just 

0.4  millimeters   on 

?h   side — small 

enough     to     be 

embedded     in 


MEU: 

Hitachi's 
tiny  chip 


currency  and  most  other 
cloth  or  paper  documents. 
The  chips'  read-only  memory 
can  store  128  bits'  worth  of 
identifying  code,  which  could 
be  used  for  any  kind  of  digi- 
tal serial  number  or  a  user 
I.  D.  The  chips  also  contain 
wireless  communications  cir- 
cuitry that  will  let  them  talk 
to  a  reading  device  up  to  12 
in.  away  over  a  2.45-giga- 
hertz  band.  Hitachi  plans  to 
market  the  first  batch  of 
meu-chips  next  spring. 


■  Optical  fiber  might  look  del- 
icate, and  even  beautiful  when 
carrying  different  colors  of 
light,  but  it  makes  a  hefty 
pipeline:  A  single  strand, 
about  the  diameter  of  a  hu- 
man hair,  can  transmit  almost 
2  terabits  (2  trillion  bits)  of 
information  per  second.  That's 
the  equivalent — here's  a 
frightening  thought— of  400 
million  one-page  e-mails.  In 
experiments,  researchers  have 
pushed  the  rate  to  10  terabits. 
Now,  scientists  at  Lucent 
Technologies'  Bell  Labs  have 
calculated  that,  under  the 
right  conditions,  one  fiber  us- 
ing different  colors  of  light 
can  carry  as  much  as  100  ter- 
abits of  information — more 
than  enough  for  video-on-de- 
mand— or  roughly  20  billion 
e-mails.  Imagine  what  that 
could  do  to  your  in-box. 
■  Americans  consuming 
fruits  and  vegetables  from 
around  the  world  may  be 
getting  a  surprise  dose  of 
bacteria.  One  reason  is  that 
some  microbes — in  particular, 
a  bacterium  called  shigella — 
appear  to  form  a  sticky 
"biofilm,"  like  dental  plaque, 
that  is  difficult  to  remove. 
Meredith  E.  Agle,  a  doctoral 
student  at  the  University  of 
Illinois  at  Urbana-Champaign, 
found  that  washing  shigella- 
contaminated  parsley  did  not 
remove  all  of  the  bacteria. 
Shigella  caused  a  nationwide 
epidemic  of  diarrhea,  fever, 
and  stomach  cramps  in  1998. 
Agle  and  her  colleagues  are 
now  investigating  its  ability 
to  form  biofilms. 
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WHERETO 
FEED  YOUR 

NEED  FOR 
SPEED 
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Adrenaline 

And  Squealing  Tires 

Amateur  road  races  are  serving  a  new  breed  of  competitor 


BY  ROBERT  BERNER 

At  the  wheel  of  her  2001  Audi  TT  convert- 
ible in  June,  Sue  Orvik  enters  a  turn  at 
60  miles  per  hour,  more  than  twice  the 
posted  speed  limit,  as  she  screeches  up  a 
mountain  road.  During  the 
week,  the  57-year-old  Danville 
(Calif.)  resident  is  a  regional 
sales  manager  for  a  systems-integra- 
tion company.  But  on  her  own  time,  she  dons  a 
crash  helmet  and  races  cars.  This  weekend,  it's  a 
hill  climb  in  Virginia  City,  Nev.  "You  don't  have 
to  be  a  guy  age  25  to  35  to  love  this,"  she  yells 
as  she  downshifts  before  a  turn. 

Orvik  is  one  of  a  growing  number  of  people 
taking  part  in  amateur  car-club  racing. 
Clubs  formed 
around  cars 
such  as  Fer- 
raris, Porsches, 
and  hmws  have 
long  existed,  but 

SUE  ORVIK,  57 

"You  don't 
have  to  be  a 
guy  age  25  to 
30  to  love  this" 


Racing 
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lear 


more  are  holding  events  in  which  members  car 
drive  fast,  not  just  show  cars.  For  beginners 
they  include  autocrosses  in  which  drivers  com 
pete  individually  on  a  track  or  a  course  arounc  ■ 
pylons  set  up  in  a  parking  lot.  The  more  ad 

vanced  can  test  their  skills  agains  ri, 
other  drivers  in  wheel-to-wheel  rac 
ing.  Other  venues  include  closed  pub 
lie  roads,  such  as  open-road  races  o: 
hill  climbs,  where  drivers  compete  individually 
for  times.  The  racers'  income  and  age  spectrun 
are  wide,  and  more  women  are  participating. 

The  Virginia  City  hill  climb,  held  every  yea; 

since  1972,  is  one  of  the  oldest — and  quirkiest—  j ■■<. .. 

of  club  races.  The  5.2-mile  course  on  Route  342 

which  is  closed  during  the  race,  rises  1,20< 

feet  from  a  valley  to  Virginia  City,  where  i 

ends  right  at  the  sheriff's  department,  ii  . 

full  view  of  law  officers  watching  on  lawi 

chairs.  Drivers  negotiate  20  sharp  curves- 

Few  turns  have  guardrails,  so  a  mistaki 

can  cause  a  crash  down  the  scrub-brush 

covered  mountainside.  Indeed,  several  car 

have  gone  over  the  side,  but  the  race  ha 

had  only  one  fatality.  Drivers  line  up  a 

the  bottom  and  participate  in  multiplt 

timed  runs  up  the  course  on  Saturda; 

Amazingly,  in  the  20  years  % 


HILL  CLIMB 

Drivers 
compete 
individually 
for  times  on 
public  roads 
that  are 
closed  off  for 
these  events 


nd  Sunday.  The  times  are  kept  secret  until 
•unday  night's  closing  banquet. 

To  enter  the  Virginia  City  hill  climb,  drivers 
lust  get  the  $385  entry  fee  in  early  enough  to 
ind  one  of  the  70  spaces.  While  the  racers'  skills 
ary  from  novice  to  expert,  virtually  all  come 
rith  some  high-speed  driving  training.  Toni 
mith  of  Reno,  Nev.,  who  is  in  her  50s  and  races 
Porsche  Boxter  S,  started  five  years  ago,  after 
er  son  got  involved  in  the  sport.  She  began 
ith  autocrosses  run  by  the  Sports  Car  Club  of 
jnerica.  In  these,  which  cost  about  $50  to  enter, 
ae  learned  to  drive  fast  around  orange  cones  in 
arking  lots  and  on  tracks.  Smith  also  has  par- 
cipated  in  wheel-to-wheel  racing  with  the 
orsche  Club  of  America.  These  are  open  only  to 
orsche  owners,  but  the  scca  sponsors  races 
>r  drivers  of  all  makes.  To  qualify  for  either,  a 
river  gets  licensed  through  autocross  events 
ad  must  have  a  car  with  extra  safety  features, 
ach  as  a  roll  cage  and  a  race  seat  with  a  five- 
oint  harness  system. 

Initially,  only  Ferraris  could  participate  in  the 
irginia  City  race,  founded  by  the  Ferrari  Own- 
rs  Club  of  Los  Angeles.  But  that  soon  changed 
hen  the  drivers  discovered  they  could  go  faster 
ith  other  cars.  By  the  late  1980s,  many  were 
ringing  thoroughbred  race  cars — superpowerful, 
ght  machines  designed  only  for  the  race  track, 
he  state  of  Nevada  ended  that  by  ordering 
lat  all  cars  must  be  street  legal  to  drive  on 
le  public  road  that  leads  back  to  the  base  of  the 
imb.  Luckily  for  the  drivers,  the  sheriff's 
jputies  who  monitor  the  race  are  willing  to 
end  the  law.  Some  cars  aren't  completely  legal, 


missing  turn  signals,  headlights,  and  even  li- 
cense plates. 

Drivers  worry  more  about  going  fast  than 
they  do  about  getting  caught.  Doug  Hayashi, 
42,  brought  his  $100-an-hour  mechanic  to  ser- 
vice his  Acura  nsx.  Borrowing  a  trick  from 
street  racing,  the  mechanic  added  a  nitrogen- 
oxygen  bottle  to  the  engine.  With  the  push  of  a 
button,  his  Acura  gets  one  short  12%  boost  in 
power.  "It's  like  an  arms  race,"  says  Jeff  Re- 
gan, who  drove  a  1994  Ferrari. 

Nobody  asks  how  Hayashi  can  afford  the  me- 
chanic. Racers  rarely,  if  ever,  discuss  what  they 
do  for  a  living.  (Hayashi  retired 
from  Microsoft  at  age  39.)  Instead, 
they  talk  about  cars  and  the  race. 
"We're  all  here  for  the  same  thing: 
the  treachery  of  the  mountain 
against  the  clock,"  says  Ed  Bar- 
nett,  56,  who  drove  a  1969  Porsche. 
All  strive  to  test  their  limits.  On 
a  hill  climb,  power  and  traction  are 
essential,  but  a  fast  time  turns  on 
the  racer's  ability  to  carry  speed 
through  corners.  Orvik,  in  her  sec- 
ond year  of  racing,  focuses  on  the 
line  she  takes  through  turns  as  she 
speeds  up  the  hill.  "Stay  out,  stay 
out,"  she  mutters  as  she  enters  the 
outer  edge  of  a  sharp  turn.  "In, 
in,"  she  adds  as  she  cuts  to  the  in- 
side edge  of  the  pavement  to  effectively  widen 
the  bend  in  the  road.  She  hits  91  mph  on  the 
fastest  part  of  the  course. 

In  comparison,  Steve  Beddor,  41,  who  won  the 
race  this  year  for  the  seventh  time  since  1992, 
drives  smoothly  and  silently.  His  Porsche-pow- 
ered, 540-horsepower 
Ruf  ctr-2  feels  as  if 
it's  dancing  on  ice, 
ready  to  twitch  out  of 
control  with  one  mis- 
step. Beddor  is  a  blur 
of  shifting,  braking, 
and  precise  steering. 
He  positions  the  car 
inches  from  the  road's 
edge  as  he  sets  up  for 
a  turn  exiting  a  short 
straightaway,  where 
he  passes  a  25  mph 
sign  doing  140. 


Race  to 
These  Sites 

ORGANIZATION/WEB  SITE  (WWW.) 

BMW  CAR  CLUB  OF 
AMERICA 

bmwcca.org 

PORSCHE  CLUB  OF 
AMERICA 

pca.org 

QUATTRO  CLUB  USA 

quattroclubusa.org 

SPORTS  CAR  CLUB  OF 
AMERICA 

scca.org 

DEREK  DALY  ACADEMY 

derekdaly.com 

SKIP  BARBER  RACING 
SCHOOL 

skipbarber.com 


Despite  the  dangers,  there  were  only  two 
crashes  this  year,  about  usual  for  the  race.  David 
Le  Sage,  50,  had  one  when  his  quick-release 
steering  wheel  came  off  in  his  hands  as  the 
$150,000  race-modified  Porsche  he  drove  exited  a 
straightaway  at  133  mph.  He  skidded  into  a  rock 
ledge,  tearing  off  the  front,  right-hand  portion  of 
the  blue  car.  "It's  a  friend's  car,"  he  lamented. 

All  who  finish  a  run  get  the  thrill  of  finally 
learning  their  best  time  at  the  banquet.  Orvik 
placed  55,  with  a  time  of  4  minutes,  14  sec- 
onds— 17  seconds  faster  than  her  time  last  year. 
You  can  bet  she'll  be  here  next  year  to  try  to 
beat  her  personal  best.  □ 


OFF  ROAD 

The  quick-release 
steering  wheel  on 
this  Porsche  came 
off  mid-race 


'irginia  City  (Nev.)  hill  climb  has  been  held,  there  has  been  only  one  fatality 
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GM's  Envoy  Vs. 
Ford's  Explorer 

Who  wins  in  this  SLY  match-up? 


BY  DAVID  WELCH 


In  the  family  sport-utility  business,  the  battle 
between  Ford  Motor  and  General  Motors  for 
the  crown  has  always  been  a  joke.  Since  in- 
troducing the  Explorer  in  1991,  Ford  has 
owned  the  midsize  suv  market,  gm's  com- 
paratively undersized  and  underpowered 
Chevrolet  Blazer  and  gmc  Jimmy  have  been 
mostly  budget  options. 

That's  about  to  change.  For  the  first  time 
ever,  GM  and  Ford  have  launched  all-new,  re- 
designed midsize  SUVs  in  the  same  year.  And 
gm  finally  has  a  truck  that  is  competitive  with 
the  Explorer  and  Mercury's  version,  the  Moun- 
taineer, in  terms  of  size,  passenger  space,  com- 


mill 


The  2002  model  gets  high  marks  for  its  ride,  si 
The  older  Explorer  was  always  a  bit  sloppy,  Luipi 
dealing  its  driver  and   passengers  plenty  ol  )i 
bounce  and  shake.  This  time,  Ford's  engineers  BM 
gave  the  Explorer  an  all-new  suspension  that 
seems  to  glide  over  bumps  much  better  than  t  an 
most  sport-utilities — even  on  the  rough,  decaying  t 
roads  of  southeastern  Michigan 

The  new  Explorer  handles  well,  too.  I  found  ] 
could  make  quick  turns  without  that  uneasy  feel 
ing  that  the  vehicle  could  roll  over.  In  the  olc  ■ 
Explorer,  I  always  felt  I  had  to  make  turns  gin  a 
gerly  to  avoid  leaning  too  hard  to  one  side.  Tc  i 
give  the  vehicle  more  stability,  the  new  Explor  i 
er  is  two  inches  wider  and  450  pounds  heavier,  f 

Ford  has  also  provided 
most  of  its  Explorers 
with  Goodyear  or  Miche- 
lin  tires.  The  carmaker 
is  trying  desperately  to 
get  the  Explorer  out  of 
the  white-hot  spotlight  of 
the      Bridgestone/Fire- 


stone  tire  debacle.  More 
than  200  people  have 
died  traveling  in  the  pre- 
vious generation  Explor- 
er when  the  vehicle's 
Firestones  shredded  and 
caused  the  suv  to  roll 


2002  GMC  ENV  i 

BASE  PRICE  $29,400  fo  b| 
two-wheel-drive  model 

FULLY  LOADED  PRICE  $3  Of 

for  the  four-wheel-drive  in- 
version with  top  trim  p<  »;; 

ENGINE  270-horsepowe  ; 
inline  six-cylinder  engir  k 

FUEL  ECONOMY  Average 
for  two-wheel  drive:  19 
for  four-wheel  drive:  18 


fort,  and  horsepower.  In  fact,  with  more  aggres- 
sive styling  and  one  of  the  best  engines  on  the 
market,  GM's  new  GMC  Envoy — and  its  siblings, 
the  Chevrolet  TrailBlazer  and  Oldsmobile  Brava- 
da — edge  out  the  new  Explorer. 

I  was  originally  supposed  to  test  the  models  in 
February.  But  both  were  recalled:  the  Explorer 
because  of  a  faulty  fastener  in  the  tailgate  win- 
dow and  assembly-line  damage  to  the  tire  side- 
walls,  the  Envoy  because  of  a  bad  part  in  the 
suspension.  Since  Ford  cleared  up  its  problems 
first,  I  drove  the  Explorer  first. 


over.  Ford  and  Firestone  blame  each  other  ft  „ 
the  sad  situation.  And  to  handle  the  increase  f  j 
weight,  the  Explorer  now  has  lG-in.  instead  ( 
15-in.  tires. 

Not  surprisingly,  Ford  is  pressing  hard  o  i 
the  safety  angle.  Its  engineers  have  packed 
BOltie  great  safety  technology — for  a  price.  F( 
$500  extra,  for  example,  you  can  get  side-curtai  I 
air  bags  that  inflate  when  a  vehicle  rolls  ov< 
The  curtain  covers  70%  of  the  window  space 
the  first  and  second  rows.  It's  a  great   idea,  bt 
sorry,  guys — with  SO  much  concern  over  SU 
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Dllovers,  the  side  curtain  should  be  standard 
quipment. 

My  biggest  gripe  with  the  Explorer  is  the 
ngine.  I  tested  its  210-horsepower  V-6  and  found 
to  be  sluggish.  The  239-hp  V-8  is  much  quick- 
r  and  handles  the  Explorer's  newfound  bulk 
.ith  zip — for  an  extra  $700.  Fuel  economy  for 
he  best-selling  two-wheel-drive  V-6  averages 
8  miles  per  gallon. 

If  horsepower  is  your  main  concern,  the  Envoy 
i  a  better  bet.  You  can  get  an  Envoy  only  with 
Ms  all-new  inline  six-cylinder  engine.  But  with 
lis  peppy  270-hp  motor,  there's  no  need  for  a  V- 
.  I  thought  the  Envoy  was  quick  enough  to 
leave  in  and  out  of  traffic,  which  is  no  easy  trick 
given  its  size.  Another 
plus:  <;m's  four-wheel-drive 
SUVS  get  18  mpg,  vs.  16 
mpg  for  the  4WD  V-8 
Explorer.  Ford's  V-8  does 
beat  gm's  V-6  engine  in 
towing  and  hauling  capa- 
bilities, however. 

gm's  suvs  give  a  pretty 
smooth  ride — for  suvs. 
Even  though  cm  chose 
not  to  use  the  newer  in- 
dependent rear  suspen- 
sion the  Explorer  has,  the 
Envoy  is  equally  matched 


FORD  EXPLORER 

ICE  $24,620  for 
el-drive  model 

ADED  PRICE  $34,655 
wr-wheel-drive  model 
trim  package 

'10-horsepower  V-6 
orsepower  V-8 


look  like  a  member  of  the  Ford  truck  family.  In 
fact,  it  resembles  the  five-year-old  full-size  Ex- 
pedition suv.  That  makes  the  new  Explorer  look 
dated  even  though  it  has  been  on  the  market  for 
just  a  few  months. 

I  was  also  unimpressed  with  the  Explorer's  in- 
terior design.  It's  just  plain  dull.  Nothing  but 
black  plastic  and  generic-looking  gauges  every- 
where. Even  the  inside  of  the  top-of-the-line  Ex- 
plorer— priced  at  $34,655 — is  boring.  Its  fraternal 
twin,  the  Mercury  Mountaineer,  got  the  looks 
in  the  family.  With  brushed  aluminum  around 
the  controls  and  in  the  steering  wheel,  the  Moun- 
taineer's insides  look  classier  than  the  Explorer's. 

So  do  the  Envoy's,  gm  is  not  known  for  im- 
pressive interiors  these  days.  But  the  brushed 
aluminum  around  the  vents  and  the  faux  wood 
around  the  stereo  and  environmental  controls 
give  the  truck  a  dash  of  sophistication.  On  top  of 
that,  the  seats  are  very  plush. 

gm  did  miss  one  important  trick:  It  didn't  in- 
clude a  third  row  of  seats  like  the  Explorer  has. 
It  won't  have  one  until  next  May — and  then  it 
will  charge  $2,000  for  the  option.  Why  the  wait? 
gm  didn't  want  to  put  a  third  bench  in  the  cur- 
rent suv  because  it  would  be  too  cramped.  So  it 
decided  to  wait  until  it  could  bring  out  a  longer 
version  to  offer  the  seven-passenger  seating  of 
the  new  Explorer,  in  addition  to  providing  more 
storage  space  behind  the  seats.  I'm  6  foot  1,  and 


The  Envoy  is 
available  only 
with  GM's  all-new 
inline  six-cylinder 
270-hp  engine.  So 
who  needs  a  V-8? 


INOMY  Average  for 
drive  V-6:  18  m 
el  drive  V-8:  16  mpg 

:a:  Company  reports 


hen  it  comes  to  cruising  over  rough  roads.  Still, 
>th  Ford's  and  gm's  trucks  are,  well,  trucks, 
ley  won't  ride  as  nicely  as  car-based  sport  utes 
am  Toyota  Motor  and  Honda  Motor. 
For  a  change,  gm  got  the  design  right.  Unlike 
iost  suvs,  the  gmc  Envoy  has  actual  rear  fend- 
1  to  give  it  some  style.  The  Chevy  TrailBlazer 
uns  forward  with  an  aggressive  stance,  and 
i  e  side  panels  flare  out  enough  to  give  it  a  little 
'  ortiness.  In  any  case,  both  look  better  than  the 
<and  Explorer.  Maybe  it's  brand  management 
•n  amok,  but  Ford  designed  the  Explorer  to 


I  find  the  Explorer's  third  seat  too  cramped. 
gm's  planned  third  row  is  supposed  to  accom- 
modate a  6-foot-2  passenger. 

Which  vehicle  would  I  prefer?  Ford  is  trying 
to  win  buyers  with  a  $750  loyalty  coupon  for 
current  Explorer  owners  and  a  $500  rebate  for 
everyone  else.  Still,  I  like  the  Envoy  better.  It 
handles  just  as  well  as  the  Explorer  but  has  a 
better  engine  and  drinks  a  little  less  gasoline. 
Plus,  the  Envoy  looks  more  contemporary.  And  I 
doubt  that  gm  will  let  Ford's  discounts  and  in- 
centives go  unmatched.  □ 
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A  PIECE  OF  THE  ROCK 
YOU  MAY  NOT  WANT 


BY  ROBERT  BARKER 

rb@businessweek.com 

Is  Prudential's 
plan  to 

"demutualize" 
the  best  possible 
deal  for  the 
company's  owner- 
policyholders? 


Prudential: 
Fast  Facts 

REVENUES  $27  billion 

NET  INCOME 

$398  million 

NET  WORTH  $21  billion 

MANAGED  ASSETS 

$371  billion 

FOUNDED  1873,  as 

Widows  and  Orphans 
Friendly  Society 

All  financial  results  as 
,  2000 

mpany  Reports, 
BusinessWeek. 


Demutualization  is  what  insurers  and  other 
customer-owned  "mutuals"  do  when  they 
become  stockholder-owned  outfits.  John 
Hancock  and  MetLife  did  it  last  year.  Now,  if  11 
million  Prudential  Insurance  policyholders  say 
"yes"  by  July  31,  they  may  soon  be  getting 
shares  they  can  trade  on  Wall  Street.  That's 
tempting,  since  their  current  holdings,  while  no 
less  ownership  than  stock,  can't  be  cashed  in. 

Pru's  board,  with  such  luminaries  as  former 
Federal  Reserve  Chair- 
man Paul  Volcker  and 
Princeton  University 
economist  Burton  Mal- 
kiel,  urges  a  "yes"  vote. 
"It's  a  no-brainer," 
Malkiel  told  me.  "I 
don't  see  how  anybody 
could  argue  that  you 
should  vote  no."  Yet  at 
the  risk  of  confirming 
myself  as  a  brainless 
crank,  I  beg  to  dis- 
agree. For  even  if  Pru's 
demutualization  gives 
policyholders  more  liq- 
uid wealth,  it's  hardly 
clear  that  it  will  leave 
them  with  the  most 
possible  wealth. 
DISCIPLINE.  Atop  Pru's 
reasons  for  demutualiz- 
ing  is  its  wish  to  sell 
stock  to  raise  capital  to 
compete  against  global 
financial  giants.  Stock,  Pru  believes,  also  could  be 
used  in  mergers  and  to  pay  talented  employees. 
One  final  reason — the  stricter  discipline  imposed 
on  public  companies — hints  at  Pru's  poor  per- 
formance and  long  stretch  of  trouble,  notably  a 
scandal  over  deceptive  insurance  sales  ploys  that 
has  cost  it  $4.4  billion. 

Beneath  all  this  is  an  assumption  that  Pru 
should  not  only  persist  but  should  also  try  to 
take  on  dynamos  such  as  American  Internation- 
al Group.  If  you  ran  an  operation  with  57,000  em- 
ployees, you  might  assume  that,  too.  But  from  an 
owner's  perspective,  you  would  not  be  so  sure. 
Pru  has  hardly  proved  itself  world-class.  Since 
1996,  as  revenue  ran  flat  near  $27  billion,  net  in- 
come sank  63%,  to  $398  million,  in  2000.  And  if 
mutual  ownership  no  longer  suits  Pru,  there's 
always  a  second  option:  liquidation,  or  an  order- 
ly sale  of  assets,  payment  of  liabilities,  and  return 
of  what's  left  over  to  owners.  By  selling  its  giant 
health-care  unit  to  Aetna  in  1999,  and  also  exit- 
ing reinsurance,  commercial,  and  home-mortgage 
lines,  it  already  went  part  way  down  this  path. 

Pru  won't  say  if  it  mulled  more  liquidation, 


" 


i 

■m 


but  if  I  were  a  policyholder  I  would  expect  so 
Shrinking  rather  than  growing  may  seem  hereti 
cal,  but  it  can  benefit  owners  most.  For  example 
arms  maker  General  Dynamics  responded  to  tb 
cold  war's  end  by  selling  enough  divisions  t( 
slash  revenue  70%  in  four  years.  Its  stock,  mean 
while,  soared  past  rivals'  and  the  indexes,  re 
turning  958%  for  the  four  years  ended  in  1994,  vs 
57%  for  the  Standard  &  Poor's  500-stock  index. 
Do  I  know  that  shrinking  would  leave  owners 
better  off  than  demutualization?  No.  The  problen 
is  that  Pru  only  makes  the  case  for  demutual 
ization  in  the  broadest  of  strokes.  It  mailed  tw< 
documents,  408  pages  in  all,  to  policyholders  lay 
ing  out  their  choices:  first,  whether  to  demut 
alize;  second,  if  the  demutualization  is  approve 
whether  to  take  cash  in  exchange  for  their  cu 
rent  ownership  interes 
or  stock  in  a  new  publi 
company.  What's  miss 
ing  in  all  of  this  is  tb 
information  people  neei 
to  vote  knowledgeably 
Pru  says  its  stoc] 
could  go  in  an  initia  !Sfl; 
public  offering  at  $22  t 
$38  a  share.  That's  sue] 
a  wide  range  it  raise 
as  many  questions  as 
answers.  What  if  Pri 
as  MetLife  did,  goe 
public  at  the  low  end  c 
the  range?  It  the 
would  sell  stock  to  ne\ 
investors  for  one-thir 
off  the  book  value  of  it 
current  owners'  stake; 
diluting  their  interest 
Desperate  companies  d 
that.  In  the  15  mont 
since  MetLife  wen 
public,  its  shares  are  u 
119%.  Operations  aren't  that  much  better;  th 
sellers  just  left  a  ton  of  dough  on  the  table. 

Here's  another  question:  Is  the  stock  or  cas 
each  policyholder  would  get  in  a  demutualiz: 
tion  fair?  Peter  Robinson,  a  Chaska  (Minn.)  n 
tiree,  told  me  Prudential  says  he  would  get  47  t 
57  shares  of  stock.  "I  don't  know  if  that  shoul 
be  150  or  350  or  20,"  he  said.  Robinson  is  a  foi 
mer  accountant.  "You  almost  have  to  take  it  o 
faith,"  Malkiel  said.  "But  you  can  take  comfoi 
knowing  that  regulators  looking  out  for  the  pul 
lie  have  been  involved  every  step  of  the  way." 
Robinson,  like  most  policyholders,  will  like! 
vote  "yes."  "I  may  be  an  owner  of  the  compa 
now,  but  I  don't  get  anything  for  it,"  he  sai 
I'm  hoping — quixotically,   I   suppose — for  t 
plan's  defeat.  Then  maybe  Pru  will  return  with 
better  plan,  one  whose  unmistakable  hallma 
is  this:  It  leaves  owners  as  wealthy  as  possibl 
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OCEAN  ENERGY  NEXT? 

Consolidation  rages  in  the  oil  patch:  In  the 
wake  of  Amerada  Hess'  just-announced  ac- 
quisition of  Triton  Energy,  who's  next?  Spec- 
ulation has  thickened  that  one  target  could  be 
Ocean  Energy  (OEI),  the  seventh-largest  U.  S.  oil- 
and-gas  exploration  company  in  terms  of  produc- 
tion. Ocean  is  no  stranger  to  dealmaking:  It 
merged  into  Seagull  Energy  on  Mar.  30,  1999 — re- 
taining the  name  Ocean  Energy.  Whispers  are 
that  Royal  Dutch  Petroleum,  Kerr-McGee,  and 
Anadarko  Petroleum  have  looked  into  Ocean.  With 
Amerada  paying  a  51%  premium  for  Triton,  some 
pros  figure  Ocean,  now  at  17  a  share,  is  worth  25 
to  30  a  share  in  a  buyout. 

Ocean  is  an  "attractive 
target  because  of  its  explo- 
ration inventory — superior 
to  its  peers — and  it's  one  of 
the  fastest-growing  produc- 
ers among  its  large-cap  ri- 
vals," says  Shannon  Nome 
of  J.  P.  Morgan  Chase,  who 
rates  the  stock  a  buy.  Ocean 
has  been  increasing  its  al- 
ready large  inventory  of 
"high-potential  worldwide  deepwater  projects," 
she  says.  Nome  expects  Ocean  to  drill  27  to  30 
deepwater  wells  this  year.  It  holds  interests  in  4 
million  acres  in  West  Africa,  plus  recently  ac- 
quired acreage  in  Brazil.  Its  explorations — in  such 
areas  as  Guinea,  Angola,  and  Gulf  of  Mexico — 
could  result  in  big  discoveries,  says  Nome. 

Royal  Dutch  owns  60%  of  Royal  Dutch/Shell 
Group,  the  world's  second-largest  publicly  traded 
oil  company.  Kerr-McGee  recently  formed  a  pact 
with  Ocean  for  exploration  in  the  Gulf  of  Mexico. 
Anadarko  is  also  an  active  worldwide  oil-and- 
gas  explorer  and  producer. 

Ellen  Hannan  of  Bear  Stearns  says  Ocean's 
high-quality  properties  have  "distinguished  it  from 
its  peers."  She  sees  Ocean  earning  $1.81  a  share  in 
2001,  up  from  2000's  $1.30,  with  cash  flow  of  $4.84, 
vs.  2000's  $3.71.  Ocean,  as  well  as  Royal  Dutch, 
Kerr-McGee,  and  Anadarko,  declined  comment. 

A  BIT  OF  CHEER  FROM 
AMERICAN  GREETINGS 


IY  GENE  G.  MARCIAL 

Kith  fresh  oil 
eserves,  is  Ocean 
nergy  buyout 
^it?  American 
ireetings  may  be 
et  to  get  well 
oon.  And  Teva 
"harmaceutical  has 
roducts  galore 
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|  he  message  from  American 
Greetings  (am),  the  world's 
largest  public  greeting-card 
outfit,  is  grim:  Earnings  are  down, 
and  the  stock  dropped  from  14  in 
March  to  10  in  June,  before  edging 
up  to  11.  But  Charles  Lemonides  of 
m&r  Capital  Management,  has  been 
buying.  "We  love  unloved  companies 
with  solid  franchises,  whose  stocks 
have  been  disdained  and  thrashed," 
he  says.  Lemonides'  m&r  portfolio 


scored  a  4.8%  gain  in  the  first  half  of  2001,  vs.  a 
7.2%  loss  in  the  s&P  500. 

American  Greetings,  with  operations  in  75 
countries,  is  out  of  favor,  he  says,  because  man- 
agement lost  focus,  causing  earnings  to  drop  and 
debt  to  pile  up.  But  new  leadership  is  cutting 
costs,  paying  off  debt,  and  taking  steps  to  boost 
margins.  On  its  sales  of  $2.5  billion  a  year,  im- 
proved margins  could  boost  earnings  by  50% 
over  the  next  12  months,  estimates  Lemonides. 

The  stock  could  double  in  a  year  as  signs  of  an 
earnings  turnaround  should  show  up  in  six 
months,  he  says.  The  company,  which  posted  a 
loss  of  $1.79  a  share  in  the  year  ended  Feb.  28, 
2001,  should  earn  $1.10  in  2002  and  $1.30  to 
$1.50  in  2003,  estimates  Lemonides. 

Some  analysts  worry  that  American  Greet- 
ings may  be  dropped  from  the  s&P  500,  since 
its  market  cap  of  $715  million  has  made  it  the 
second-smallest  company  in  the  index.  Removal 
could  bring  the  stock  down  some  more.  But  to 
Lemonides,  that  should  be  another  buying  op- 
portunity. American  Greetings'  business  fran- 
chise "is  solid  and  defensible,"  he  argues — and  "a 
turnaround  is  in  sight." 

AT  TEVA, 

THE  PIPELINE  IS  FULL 

Generic  drugs  are  back,  and  Israel's  Teva 
Pharmaceutical  (teva)  is  in  the  catbird  seat: 
It  has  important  generic  and  branded  prod- 
ucts in  its  pipeline.  Although  primarily  known  as 
a  generic  drugmaker,  Teva,  with  sales  of  $1.7 
billion  in  2000,  "is  also  an  innovator,  producing 
such  products  as  Copaxone,  a  new  drug  for  mul- 
tiple sclerosis,  and  equally  critical  drugs  for 
Parkinson's,  Alzheimer's,  diabetes,  and  epilep- 
sy," notes  Hilary  Kramer  of  investment  firm  Cis- 
neros  Group.  Teva  is  completing  Phase  III  trials 
for  oral  Copaxone  by  yearend  and  will  file  for 
fast-track  approval  by  the 
end  of  the  first  half  of  2002. 
In  generics,  it  has  51  ap- 
plications before  the  Food 
&  Drug  Administration. 
"Teva  is  the  best  way  to 
play  both  generic  and 
branded  drugs,"  says 
Kramer.  Teva  climbed  from 
48  in  January  to  66  in  mid- 
June,  before  easing  to  62. 
David  Maris  of  Credit- 
Suisse  First  Boston,  who  rates  the  stock  a  buy, 
has  a  12-month  target  of  76.  Teva's  generics  in- 
clude antibiotics,  cardiovasculars,  analgesics,  and 
respiratory  agents.  The  rising  number  of  drugs 
going  off-patent  provides  a  "tail wind"  for  Teva's 
long-term  growth,  says  Maris. 
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COMMENTARY 

The  major  markets  fell  for  most  of  the 
week,  pounded  by  continued  earnings 
warnings  and  concerns  about  the  di- 
rection of  the  economy.  The  Nasdaq 
sank  7.9%,  followed  by  the  S&P  and 
the  Dow,  down  4.4%  and  3.1%,  re- 
spectively. The  one  bright  market  in 
the  world,  Mexico's  Bolsa,  was  buffeted, 
falling  2%  on  July  11,  on  concerns  of 
the  fallout  from  Argentina's  debt  crisis. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1180.2  -4.4 

Dow  Jones  Industrials  10,241.0  -3.1 

Nasdaq  Composite  1972.0  -7.9 

S&P  MidCap  400  496.0  -4.0 

S&P  SmallCap  600  219.8  -3.4 

Wilshire  5000  10,944.6  -4.4 

SECTORS 

BusinessWeek  50*  809.7  -6.0 

BusinessWeek  Info  Tech  100**     429.0  -8.6 

S&P/BARRA  Growth  585.7  -5.0 

S&P/BARRA  Value  595.3  -3.7 

S&P  Energy  863.5  -2.7 

S&P  Financials  152.1  -5.1 

S&P  REIT  91.8  -2.4 

S&P  Transportation  724.2  1.8 

S&P  Utilities  309.0  1.7 

GSTI  Internet  118.8  -12.0 

PSE  Technology  655.6  -9.7 
"Mar.  19,  1999  =  1000       "Feb.  7,  2000  =  1000 
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S&P  Euro  Plus  (U.S.  Dollar)         1092.6      -4.5     -23.3 
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13.3 
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London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


5391.9 

4914.7 

5801.8 
12,005.1 
12,527.9 

7570.8 

6564.1 
July  10 


-3.7 
-5.0 
-3.6 
-4.9 
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Wk.  ago 


S&P  500  Dividend  Yield                       1.32%  1.26% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    27.7  29.1 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*       20.8  21.6 

First  Call  Earnings  Surprise*              2.35%  1.91% 
"First  Call  Corp. 

TECHNICAL  INDICATORS        July  10  Wk   ago 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1293.4  1299.6 

64.0%  68.0% 

0.82  0.60 

3.96  3.92 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 

GROUPS  month  % 


Hospital  Management 
Auto  Parts  &  Equip. 
Homebuilding 
HMOs 
Pollution  Control 


9.9  Tobacco  79.8 

9.4  Homebuilding  73.5 

9.2  Savings  &  Loans  66.9 

9.1  Pollution  Control  64.0 

7.6  Hospital  Management  60.9 


Oil  &  Gas  Drilling 
Engineering  &  Constr. 
Communications  Equip. 
Instrumentation 
Drug  Chains 
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-21.6 
-19.9 
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Communications  Equip. 
Semiconductors 
Instrumentation 
Metal  &  Glass  Container 
Computer  Systems 
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I  Mutual  Funds 

Week  ending  July  10 
■  S&P  500  H  U.S.  Diversified  &  All  Equity 
4-week  total  return 
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Week  ending  July  10 
■  S&P  500  B  U.S.  Diversified  BAN  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return %      52-week  total  return 

Leaders 

Real  Estate  1.0 

Financial  -1.6 

International  Hybrid  -1.9 

Small-cap  Value  -2.4 

Laggards 

Technology  -13.8 

Natural  Resources  -10.8 

Communications  -9.7 

Large-cap  Growth  -7.9 


Leaders 

Financial  21.8 

Small-cap  Value  17.6 

Mid-cap  Value  16.0 

Real  Estate  15.2 
Laggards 

Technology  -54.8 

Communications  -52.4 

Japan  -38.7 

Diversified  Pacific/Asia  -34.1 


%     -20      -15      -10      -5 
Data:  Standard  &  Poor's 


EQUITY  FUNDS 

4-week  total  return 
Leaders 

Potomac  Internet  Short 
Rydex  Arktos  Investor 
ProFunds  UltraBear  Inv. 
CGM  Focus 
Laggards 
Berkshire  Focus 
Berkshire  Technology 
Red  Oak  Select 
Monument  Digital  Tech.  A 


14.8 
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13.1 
12.5 

-26.8 
-26.5 

-25.5 
-25.0 


52-week  total  return 

Leaders 

Potomac  Internet  Short 

CGM  Focus 

Schroder  Ultra 

Rydex  Arktos  Investor 

Laggards 

Jacob  Internet 

Berkshire  Focus 

Berkshire  Technology 

Firsthand  Communications 


100.0 
86.0 
82.8 

75.0 

-80.3 
-76.9 
-76.8 
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KEY  RATES 


July  11     Week  ago    Yi 


MONEY  MARKET  FUNDS 


3.76%        3.82% 


90-DAY  TREASURY  BILLS 


3.57 


3.66 


1-YEAR  TREASURY  BILLS 


3.50 


3.71 


10-YEAR  TREASURY  NOTES 


5.29 


5.41 
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30-YEAR  TREASURY  BONDS 


5.69 


5.73 


30-YEAR  FIXED  MORTGAGE!        7.18 


7.08 


tBanxQuote,  Inc. 
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BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA  rated,  tax-exempt  mur 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond      30-y 


GENERAL  OBLIGATIONS 


4.36% 


TAXABLE  EQUIVALENT 


6.32 


INSURED  REVENUE  BONDS 


4.54 


TAXABLE  EQUIVALENT 


6.58 


I  THE  WEEK  AHEAD 


BUSINESS  INVENTORIES  Monday,  July  16, 
8:30  a.m.  edt>-  Business  inventories 
likely  declined  0.1%  in  May,  based  on 
the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  unit 
of  The  McGraw-Hill  Companies.  Invento- 
ries held  steady  in  April. 

INDUSTRIAL  PRODUCTION  Tuesday,  July  1 7, 
9:15  a. m  eot*  Factory  output  likely  fell 
0.4%  in  June,  while  June  capacity  uti- 
lization probably  slipped  to  77%,  the 
lowest  level  since  August,  1983. 


CONSUMER  PRICE  INDEX  Wednesday,  July  18, 
8:30  a.m.  tor  ►  Consumer  prices  for 
goods  and  services  likely  grew  by  just 
0.1%  in  June.  Excluding  food  and  ener- 
gy, core  prices  probably  increased  0.2%. 

NEW  RESIDENTIAL  CONSTRUCTION  Wednesday 
July  18,  8:30  a.m.  eui  ►  Housing  starts 
in  June  likely  fell  to  an  annual  rate  of 
1.61  million,  from  1.62  million  in  May. 

INTERNATIONAL  TRADE  Thursday  July  19, 
8:30  a.m.  edt>  The  May  trade  deficit 


probably  narrowed  to  $32  billion,  fn 
$32.2  billion  in  April.  The  weaker  e 
my  is  causing  a  drop  in  demand  for 
eign  goods,  despite  the  strong  dollai 

LEADING  INDICATORS  Thursday,  July  1 
a.m.  edt>  The  Conference  Board's  c 
posite  index  of  leading  indicators  lit- 
advanced  0.2%  in  June. 

FEDERAL  BUDGET  Friday  July  20,  2  p. 
im  ►  The  U.S.  Treasury  will  likely  r 
a  June  surplus  of  $57  billion. 
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0  sank  6.0%  for  the  week,  resuming  its  decline.  Data-storage  heavyweight  EMC  lost  more  than  one-third 
ie  as  the  company  preannounced  that  earnings  would  disappoint.  But  the  declines  spread  to  such  banks 
cials  as  Citigroup  and  Morgan  Stanley,  down  10.3%  and  9.2%,  respectively,  as  investors,  fearful  of  a 
ult  by  Argentina,  sold  shares.  Energy,  however,  is  still  burning  bright:  Calpine  rose  13.9%  for  the  week. 
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Production  Index 


Change  from  last  week:  0.0% 
Change  from  last  year:  -2.7% 


USTRIAL  OUTPUT     Jun.  30=169.5    1992=100 


The  index  is  a  4-week 
moving  average 


Nov. 
2000 


Mar. 
2001 


June 
2001 


ction  index  was  unchanged  in  the  latest 
re  calculation  of  the  four-week  moving  aver- 
dex  rose  to  169.5,  from  168.1.  After  season- 
ents,  autos  and  trucks  were  up,  as  produc- 
i  surprisingly  strong  sales  in  June,  helped  by 
ntives.  Crude-oil  refining,  coal,  and  rail- 
fic  were  also  higher.  Electric  power  and  lum- 
iwn,  while  steel  was  unchanged.  The  June  in- 
168.6,  from  171.8  in  May. 
n  each  of  the  index  components  is  at  www.business- 
/  production  index  Copyright  2001  by  The  McGraw-Hill 
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BW50  Track  the  index  and  the  com- 
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exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
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MUTUAL  FUNDS  Search  for  funds,  view 
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Nominate  A 
Historic  Tree. 

American  Forests  seeks  nominations 
of  trees  to  the  National  Register 
of  Historic  Trees.  This  state-by-state 
comprehensive  book  will  recognize 
trees  that  witnessed  lives  and 
events  that  shaped  the  nation,  state 
or  community. 

Every  community  has  a  significant 
tree.  Tell  us  about  yours! 

Nominate  your  tree  online  at 
www.historictrees.org  or  call 
800-320-8733.  Write  to  American 
Forests,  8701  Old  Kings  Road, 
Jacksonville  Florida  32219. 
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CRESTS 


People  Caring  For  Trees 
And  Forests  Since  1875. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  ■feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not.  included. 
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Editorials 


WALL  STREET:  THE  CLEANUP  IS  OVERDUE 


Meml]  Lynch  &  Co.  announced  that  it's  prohibiting  its  eq- 
uity analysts  from  buying  shares  in  the  companies  they 
cover.  It's  about  time.  The  investment  firm  deserves  kudos  for 
being  the  first  on  Wall  Street  to  actually  do  something  about 
the  potential  conflict  of  interest  surrounding  its  analysts. 
But  let's  face  it,  the  move  is  long  overdue.  Congress  is  al- 
ready holding  hearings  on  the  connection  between  stock  rec- 
ommendations and  analyst  compensation,  the  Securities  & 
Exchange  Commission  is  issuing  "investor  alerts"  warning 
stockholders  not  to  take  research  reports  at  face  value,  and  a 
burst  bubble  has  shareholders  looking  for  someone  to  blame. 
The  truth  be  told,  stock  analysts  are  good  candidates.  As 
BusinessWeek's  "Who  Can  You  Trust"  (Oct.  5,  1998)  showed, 
the  interests  of  investors  and  securities  analysts  have  been 
growing  further  and  further  apart.  Despite  their  claims  to  ob- 
jectivity, analysts  have  repeatedly  crossed  the  line  to  be- 
come rainmakers  for  their  investment-banking  colleagues, 
grandly  enriching  themselves  along  the  way.  Not  only  have 
most  of  them  collected  bonuses  for  the  business  they  channel 
to  underwriting  bankers  via  their  optimistic  valuations,  they 
have  been  allowed  to  trade  in  the  stocks  they  promoted. 
The  National  Association  of  Securities  Dealers  and  the  New 
York  Stock  Exchange  have  argued  that  conflicts  of  interest 


were  best  prevented  by  self-regulation.  This  argument  has 
clearly  proved  to  be  a  joke.  When  Wall  Street's  trade  group, 
the  Securities  Industry  Assn.  (sia),  belatedly  issued  its  own 
"Best  Practices  for  Research"  voluntary  guidelines  recently, 
its  rules  were  so  pathetically  weak  that  13  of  the  14  firms 
that  signed  already  met  the  new,  "higher"  standards. 

Of  course,  we  now  know  that  the  most  flagrant  trans- 
gressors were  the  analysts  covering  the  Internet  economy. 
When  the  bull  was  running  they  acted  as  TV  cheerleaders, 
chief  rationalizers  of  ludicrous  valuations,  and  major  deal- 
makers  for  initial  public  offering  underwriters.  When  the 
Net  bubble  burst,  they  continued  to  issue  "buy"  ratings  in  the 
face  of  horrendous  losses.  Some  continue  to  do  so  to  this  day. 

Merrill  Lynch  says  its  analysts  can  choose  to  sell  their  ex- 
isting stock  portfolios,  put  them  in  accounts  over  which 
they  have  no  discretion,  or  keep  them  but  disclose  the  po- 
sitions on  future  research  reports.  Given  the  low  level  ol 
credibility  most  analysts  now  have,  it  would  serve  Wall 
Street  well  to  insist  that  analysts  invest  in  mutual  funds,  not 
specific  stocks,  and  disclose  all  holdings  to  investors.  And  it 
would  serve  the  sec,  the  sia,  the  NYSE,  and  Nasdaq  to  ask 
why  it  took  a  bear  market  to  force  Wall  Street  to  begin  tc 
clean  up  its  act. 


NO  TIME  FOR  PROTECTIONISM 


With  much  of  the  global  economy  edging  toward  reces- 
sion, there's  a  growing  odor  of  protectionism  in  the  air. 
Japan  and  China  are  battling  over  mushrooms,  towels,  cars, 
and  cell  phones.  In  Latin  America,  Brazil  and  Argentina  are 
fighting  over  tariffs.  Dyspeptic  bickering  between  the  U.S. 
and  the  European  Union  has  spread  to  steel,  beef,  corporate 
tax  breaks,  and  even  antitrust  policy.  Protectionism  is  the  last 
thing  international  markets  need  right  now,  but  politicians  are 
under  increasing  pressure  to  "do  something"  to  help  powerful 
constituencies.  They  have  to  find  the  gumption  to  resist. 

The  Bush  Administration,  for  all  its  free-market  rhetoric,  is 
setting  a  bad  example.  It  has  decided  to  help  U.S.  steel 
companies  under  pressure  from  foreign  competition  by  propos- 
ing to  create  an  international  cartel  to  limit  supply.  When  he 
was  ceo  of  Alcoa  Inc.,  Treasury  Secretary  Paul  H.  O'Neill 
was  able  to  quietly  pressure  Washington  to  join  with  Russia 
and  others  to  create  an  international  aluminum  cartel.  He  ap- 
pears ready  to  do  the  same  in  steel.  But  all  cartels,  including 
dpec,  artificially  raise  prices  and  hurt  consumers:  President 
Bush  on  principle  should  not  be  party  to  them.  Nor  should  he 
go  along  with  the  recent  congressional  vote  to  keep  Mexican 
truckers  out  of  most  of  the  U.S.  Under  NAFTA  rules,  trucks 
should  be  able  to  cross  the  Rio  Grande  freely.  But  Congress, 
iv  domestic  truckers,  is  trying  to  stop  them.  The 
President  should  condemn  this  de  facto  protectionism. 


Europe  also  bears  responsibility  for  the  surge  in  protec 
tionism.  The  EU  fought  a  ridiculous  trade  war  with  the  U.  S 
over  bananas,  of  all  things.  The  EU  bans  hormone-fed  U.  S 
beef  and  bioengineered  corn  and  soybeans  on  safety  grounds 
although  Americans  eat  this  food  every  day.  And  Europea 
antitrust  policy  is  increasingly  being  perceived  as  protec 
tionist  in  Washington.  Even  though  much  of  the  lobbyin 
against  the  General  Electric-Honeywell  merger  came  fro 
U.S.-based  companies,  the  European  Commission  chose  t 
block  the  deal  after  U.S.  regulators  gave  it  a  pass.  The  BU*i 
focus  on  competitors  rather  than  consumers  makes  the  Bus 
Administration  suspicious.  If  Europe  goes  after  Microso 
Corp.,  as  it  might,  there  could  be  a  big  U.  S.  reaction. 

It  is  time  to  cool  this  protectionist  heat.  U.S.  Trade  Rej 
resentative  Robert  B.  Zoellick  is  scheduled  to  meet  SOO 
with  EU  Trade  Commissioner  Pascal  Lamy  to  set  the  stag 
for  a  new  November  round  of  World  Trade  Organizatio 
trade  talks,  the  first  since  the  fiasco  in  Seattle  (page  41 
The  U.S.  wants  targeted,  limited  trade  talks,  while  Europ 
wants  broader  discussions.  The  two  sides  should  find  comma 
ground.  Zoellick  would  also  be  wise  to  accept  i:n  antitrusj 
chief  Mario  Monti's  suggestion  that  they  begin  discussions  oi 
synchronizing  standards  for  antitrust  policy  around  the  work 
This  is  a  precarious  time  for  the  world  economy.  There  is  n 
room  for  protectionist  missteps. 
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NOT  THAT  YOU  WOULD.  BUT  YOU  COULD. 


THE 

240-HP  NISSAN 
PATHFINDER 


It's  not  terribly  likely  that  you'll  ever  find  yourself  head  to  head  with  El  Toro.  But  as  the  owner  of  the  20C  ty 
Nissan  Pathfinder,  you  could  possibly  be  persuaded.  Packed  with  a  walloping  3.5-liter  240-horsepoW  ,>n, 
engine,  it's  the  most  powerful  SUV  we've  ever  built.  And  with  its  All-Mode  4WD  system!  you'll  have  t(  jy 


Please  drive  responsibly  and  never  gel  in  the  ring  with  an  angry  bull.  'Pathfinder  LE  4  WD  shown.  *  •Optional  Nissan,  the  Nissan  logo.  DRIVEN  and  Nissan  Modi  •!  Names  art  Nil 


^urefootedness  and  responsiveness  of  a  professional  matador  all  the  while  seated  in  a  luxurious  leather-appointed' 


mow  Pathfinder  could  handle  such  challenges  make  all  the  difference?  Call  800-326-9116  orgo  to  NissanDriven.com .  DRIVEN. 
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One  inspired  person 

can  make  a  difference. 

460,000  can  change 

j.L__    \Air\r\r\         Every  day,  Siemens  employees  change  the  way 
we  live.  We  create  new  solutions,  ask  questions 
others  would  never  have  thought  to  ask,  and  redefine  entire  industries. 
We  improve  the  way  people  travel  and  ensure  their  comfort  once  they  arrive 
with  our  transportation  and  building  technologies.  We  believe  that  energy 
shouldn't  come  at  our  environment's  expense,  so  we're  pioneering  technologies 
that  are  cleaner  and  more  efficient.  We  believe  in  enhancing  the  quality  and 
continuity  of  healthcare,  so  we're  advancing  the  way  medicine  is  practiced 
by  integrating  medical  and  information  technologies.  And  we  believe  in 
giving  people  and  businesses  the  freedom  to  communicate  anytime,  anywhere. 
We're  able  to  do  this  and  more  because  we  bring  together  extraordinary 
resources,  people  and  ideas. 

Siemens  is  a  global  network  of  companies  with  operations  in  virtually 


all  with  one  goal  in  mind:  to  make 


s  still  work  to  be  done,  but  when  you  have  460,000  minds  working 
km'  around  the  world,  including  90,000  right  here  in  the  U.S., 


unovative  solutions  erne 
lanqe  the  world. 


And  that's  what  it  takes  to 


NEWRULEBOOK 

The  golden  years 
won't  be  so  golden 
ifyou'renotwiseto 
changes  in  40  l(k)s, 
taxes,  health 
care...  page  so 


SPACE  LIP 

Craig  McCf  i 
satellite  pl{ 
may  be  the 
that  works  f 


■-.-■ 

Qr5 


Special  Report 

50    BUZZ  MARKETING 

Welcome  to  the  Summer  of  Buzz. 
This  season,  marketers  are  taking 
to  the  streets,  as  well  as  cafes, 
nightclubs,  and  the  Internet,  in 
record  numbers.  Their  goal:  To 
seek  out  trendsetters  and  subtly 
push  them  into  talking  up  a  brand. 
Instead  of  coming  from  a  faceless 
corporation,  the  marketing  message 
seems  to  emanate  from  your  coolest 
friend.  But  given  the  essentially 
uncontrollable  nature  of  buzz, 
there  is  always  the  risk  of  a 
backlash 
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re^ar^i  made  real. 


Faster.  Faster.  Science  is  working  full  tilt  to 
understand  the  human  genome.  DNA  Microarray 
technology  from  Agilent  speeds  up  the  learning 
process.  Enabling  scientists  to  search  for  the 
cause  of  disease  in  thousands  of  places  at 
once.  New  cures  can  be  found  quicker.  And 
disease  wiped  out  faster.  Hold  on  tight,  we're 
just  getting  started. 


ils/ 


Agilent  Technologies 

Innovating  the  HP  Way 

Agilent  Technologies  is  a  new  company 
composed  of  the  former  Hewlett-Packard 
test  and  measurement,  chemical  analysis, 
semiconductor  components  and  medical 
products  businesses,  www.agilent.com 
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TALK  SHOW  {(Those  who  protest  free  trade  seek  to  deny 
[the  poor]  their  best  hope  for  escaping  poverty.)) 

— President  George  W.  Bush,  ahead  of  the  G-8  summit 
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TAXING  MATTERS 


THE  GRAB  FOR 
YOUR  REBATE 


THE       U.S.       TREASURY 

begins  mailing  out  tax-re- 
fund checks  in  late  July. 
While  most  Americans  say 
they  plan  to  save  the  money 
or  pay  bills  with  it  (64%),  a 
number  of  merchants  are  an- 
gling to  get  them  to  throw 
the  extra  cash  their  way. 

Wal-Mart  is  offering  to 
cash  the  refund  checks  in  its 
stores — the  better  to  encour- 
age a  little  shopping,  my 
dear.  Home  Depot  is  running 
a  TV  ad  urging  consumers  to 


spend  the 
money 

home  improve- 
ments even  before  it 
arrives  in  the  mail.  "Why 
wait?"  the  ad  asks.  And  ri- 
val Lowe's  is  listing  dozens 
of  home  projects  on  its  Web 
site  that  cost  under  $300 — 
roughly  the  amount  of  the  re- 
bate check. 


Nonprofits  are  jockeying, 
too.  Boston-based  United  for 
a  Fair  Economy  has  a  site, 
RejectTheRebate.com, 
that  urges  sending  the 
$300  to  groups  working 
to  derail  President 
Bush's  tax  policies. 
Likewise,  the  non- 
partisan Generation-X 
advocate  Third  Mil- 
lennium, on  the  site 
DonateRebate.org, 
asks  people  to  give 
the  money  to  any  of  700,000 
charities.  "This  is  your  chance 
to  fund  a  cause  you  think  the 
government  should  be  fund- 
ing," explains  Third  Millenni- 
um President  Richard  Thau. 
So  much  for  saving  for  a 
rainy  day.  Laura  Cohn 


GOING,  GOING... 

EBAY,  A  HOCK  SHOPS 
BEST  FRIEND 

THE   ECONOMIC  BOOM  OF  THE 

'90s  that  left  many  flush  with 
cash  caused  the  opposite 
problem  for  the  $5  billion 
pawn-shop  industry.  As 
Americans  needed  to  hock 
fewer  items  and  could  afford 
to  buy  brand-new,  foot 
traffic  all  but  dried  up 
in  pawn  shops  like 
Michael  Azzarella's 
Desert  Jewelry  Mart  in 
Cathedral  City,  Calif.  So 
Azzarella  tapped  a  rich 
new  vein  of  customers 
that  helped  boost  his 
sales  by  more  than 
300%:  eBay.  "I  go  online 
to  buy  or  sell  merchan- 
dise or  to  check  prices 
10  times  a  day,  seven 
days  a  week,"  he  says. 

In  fact,  many  pawn 
shops    say    eBay    has 
reinvigorated  their  mori- 
bund  businesses — par- 
ticularly in  this  slow  retail 
environment.     (EBay    says 
pawn  shops  are  just  a  small 
fraction  of  overall  sales.)  ( Jar- 
roll  Chrans,  owner  of   Ex- 
change West  in  Sioux  Falls, 
S.  D.,    has   sold    more   than 
5,500  hard-to-move  items  on 


eBay  in  the  past  two  years — 
buffalo  teeth,  muskrat  skulls, 
and  jewelry  from  the  nearby 
Native  American  community. 
"It  has  changed  the  way  I 
look  at  my  business,"  says 
Chrans.  "The  retail  atmos- 
phere is  pretty  bad,  but  eBay 
still  seems  to  be  good." 
More  than  just  broadening 


the  customer  base,  eBay 
helps  pawn  pros  become 
more  efficient — and  prof- 
itable—by eliminating  the 
guesswork  in  valuing  ob- 
scure items.  Chrans  says  he 
uses  eBay  to  price  at 
"ground-level  value" — the 
price  real-world  buyers  are 
willing  to  pay.  Dean  Foust 


PAWNED  ITEMS  RECENTLY  AUCTIONED  ON  eBAY 


Ipjfl  I   MICKEY  MANTLE 

I  -^  I  BOBBING  HEAD  DOLL 

O  *"-'  I  pawnshop  G&G  Pawnbrokers, 

m  I  Hyattsville,  Md. 

£        //plL  I  PRICEi4P.0 

»  »--"    Mi  /^vr\  WH0  BR0UGHT IT IN  A  fan  who 

ULjiiil  ^t  Sot  '*  a*  a  Yankees  game 

°**w*  >    vhfihiii    years  ago 

wMmI        set  of  dueling  pistols 

IE/  \S  a  pawn  shop  First  National 
££                          #_    j_  Pawn,  Billings,  Mont. 

IELRY   .     If\l  I PR,CE  $1 50° 

JNJiJ  |    WHO  BROUGHT  IT  IN    Nobody 

remembers 

ARMORED  BREASTPLATE, 
WALK-IN  STEAM  CABINET         CIRCA  1700s 

pawn  shop  US  Pawn  and  pawn  shop  Village  Pawn  & 

Auto,  Longwood,  Fla.  Jewelry,  Elk  Grove  Village,  III. 

price .  $700:$800  price  $300 

who  brought  it  in  Nobody  re-         who  brought  it  in  The  son  of  an 
members,  but  it  sold  quickly      antique  dealer 


,24  HOURS 


MOONLIGHTING 

THE  PREMIER  WITH 
DIRECT  APPEAL 


: 


japan's  sexiest  man:  the 
Prime  Minister?  If  this 
sounds  like  a  joke,  talk  to  the 
throngs  of  women  swooning 
over  Junichiro  Koizumi.  With 
his  passion  for  heavy  meta 
and  opera,  the  59-year-old  di 
vorce  who  perms  his  ow: 
hair  is  a  national  icon 

To  build  on  his  tremendoui 
popularity  the  recently  elect 
ed  leader  has  launched 
his  own  e-mail  newslet- 
ter— and  is  shaking 
Japan's  political  sys- 
tem with  it.  The 
weekly  e-zine  has 
2.1   million   sub- 
scribers  and   is 
now  more  pop- 
ular than   any 
online  news  site, 
including     that 
of  Japan's  largest 
newspaper.  Koizu- 
mi's musings,  called 

KOIZUMI:  E-zine 
scribe 


Lion  Heart,  are 
downloadable  on  text-enablec 
cell  phones.  Japanese  com 
muters  read  them  on  the  waj 
to  work  or  first  thing  at  th< 
office  and  print  them  out  t( 
pass  around. 

In  them,  Koizumi  speak 
candidly:  "I  feel  like  a  cage( 
bird  24  hours  a  day,"  an( 
"When  there's  new  stress, 
forget  about  the  old  stress; 
His  Cabinet  ministers  als< 
chime  in,  but  on  weightie 
topics  such  as  the  econom; 
and  the  bad-loan  crisis.  Pun 
dits  say  the  Net  lets  Koizun 
appeal  directly  to  the  people 
but  that  ultimately  he's  sti 
beholden  to  the  usual  politic; 
Comments  Shigenori  Okaza] 
political  analyst  at  UBS  Wai 
burg  Securities:  "Koizumi  il 
behaving  more  like  a  U.n 
President,  but  the  rest  of  th 
system  has  not  changed 
Yet,  that  is.  Ken  Beteoi 
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CERTIFIED  PRE-OWNED  LEXUS 


Certified  Pre-Owned  Lexus. 
The  Lexus  Of  Pre-Owned  Vehicles. 


Given  the  standards  for  which  Lexus  is  known,  we  simply  couldn't  relax  when  it  came  to  our 
pre-owned  automobiles.  So,  following  tradition,  each  Certified  Pre-Owned  Lexus  is  backed  by  the 
Lexus  of  warranties*  for  three  years  from  your  purchase  date  or  100,000  total  vehicle  miles.  You'll 
even  get  a  complimentary  loaner  cart  — not  a  shuttle  — on  service  visits.  Visit  your  Lexus  dealer 
today.  And  test-drive  the  only  cars  that  are  Lexus  Certified  Pre- 


Owned.  Not  to  mention,  the  only  ones  that  are  worthy  of  the  title.      ONLY  AT  YOUR  LEXUS  DEALER 


lexuscpo.com 


©2000  Lexus,  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly 
'See  your  Lexus  dealer  for  details  on  the  limited  three-year/100,000-total-vehicle-mile  warranty.  iService  loaner  cars  available  on  warrantable  repairs  only. 
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UNWELCOME  EXPORTS 

THE  BOILER-ROOM 
BOYS  GO  GLOBAL 

it's  much  like  the  movie 
Boiler  Room,  except  that  it 
takes  place  in  the  Philippines, 
not  Queens.  Acting  on  com- 
plaints from  duped  U.  S.  and 
European  investors,  Manila 


AS  THE  DOWNTURN  TURNS 


Cost-cutting  in  Corporate  America  is 

getting  deeper.  Even  yonrfieus  and 

dracaena  are  in  danger,  as  shoivn  by  this 

memo  from  Dow  Jones  to  employees  at 

tfie  World  Financial  Center  in  Neiv  York. 

July  11,  2001 

To:  WFC  Staff 

From:  [Names  deleted] 

Dear  Ladies  and  Gentlemen, 

We  are  discontinuing  the  ownership 
and  maintenance  of  indoor  plants 
throughout  our  office  space  in  the 
World  Financial  Center.  This,  com- 
bined with  a  similar  move  in  South 
Brunswick,  will  save  Dow  Jones  more 
than  $40,000  each  year. 

The  wfc  plants  will  be  moved  from 
the  floor  space  to  the  reception  areas 
for  disposal  late  Friday,  July  13,  2001. 
If  you  would  like  to  take  over  the 
maintenance  of  any  of  the  plants, 
please  attach  a 
yellow  Post-It 
note  with  your' 
name  to  a  visible 
part  of  the  plant 
container.  Or,  if  you 
would  like  to  take 
any  of  the  plants 

please  feel  free 
i  before  this 
Friday,  -Inly  13th. 


%&<L 


e  on  July  10  arrested 
15  people  in  an  al- 
leged stock  scam  op- 
eration— including 
two  Americans,  10 
Brits,  a  Canadian, 
and  an  Australian. 
This  is  far  from 
the  only  boiler 
room  in  town: 
Philippine  Nation- 
al Police  Special  Investigator 
Emeterio  Armada  figures 
that  there  are  more  than  150 
such  operations  in  the  Philip- 
pines, the  latest  proof  of  how 
service  industries  have  gone 
global.  "They  think  they  are 
immune  here,"  Armada  says. 
With  its  inexpensive  but 
well-educated,  English-speak- 
ing labor  force,  the  Philip- 
pines has  moved 
beyond  call  cen- 
ters, back-office  ac- 
counting, and  soft- 
ware to  rip-off 
stock  schemes. 

In  this  particular 
scam,  more  than  50 
Filipino  telemar- 
keters had  cold- 
called  prospective 
clients  from  a  tint- 
ed-glass building  in 
Manila's  financial 
district,  Makati. 
The  names  came 
from  lists  pur- 
chased in  Europe, 
Asia,  and  North 
America,  according 
to  police.  When  a 
client  showed  in- 
terest, the  call  was 
forwarded  to  a  for- 
eigner, who  then 
allegedly  used  pres- 
sure tactics  to 
promise  the  pur- 
chase of  U.S. -list- 
ed stocks  that  were 
never  delivered. 

Eliminating  the 
scams  is  going  to 
take  some  doing. 
After  a  similar  raid 
in  February,  the  for- 
eigners who  were 
arrested  jumped 
bail  and  fled  the 
country. 

Frederik  Balfour 
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AFTERLIVES 

ASHES  TO ...TCHOTCHKES 

MORE  THAN  25%  OF  AMERICANS  WHO  DIED  LAi 

year  were  cremated,  up  from  10%  in  1980. 
By  2020,  the  Cremation  Association  of 
North  America  predicts,  50%  of  the  pop- 
ulation will  choose  it  over  traditional 
burial.  Experts  say  the  trend  reflects 
the  increasing  transience  of  Ameri-  v 
cans — who  may  lack  ties  to  hometown 
cemeteries — as  well  as  a  growing  gulf 
in  costs:   Standard   cremation  costs   I 
$1,500,  vs.  $9,000  for  the  average  burial.  | 

So  companies  seeking  to  aid  that  fi- 
nal artistic  statement  are  cashing  in. 
TheUrnStore.com  sells  mantlepiece  statues 
in  the  shape  of  dolphins,  eagles,  or  golfers  LAST  HOLE: 
($550-$l,360).  Canuck's  Sportsman's  Memo-  Golfer  inside 
rials  in  Des  Moines,  Iowa  will  sew  ashes  ~ 
into  a  basketball  ($800-$l,200)  or  insert  them  into  a  duck  decoy 
(starting  at  $400).  For  $3,200,  Eternal  Reefs  in  Decatur,  Ga., 
will  put  them  into  a  "reef  ball"  to  serve  as  a  marine  habitat  for 
coral  and  fish.  So  far,  the  company  has  dropped  72  memorial 
reefs — expected  to  last  500  years — off  three  states.  "People  get 
excited  about  all  the  life  that's  created,"  says  founder  Don 
Brawley.  Who  says  there  isn't  an  afterlife?  Brian  Grou 


D0NT 
KNOW 


THE  BIG  PICTURE 


ARE  WE  IN  A  RECESSION? 

Exactly  50%  of  Americans  think 
we're  in  recession,  even  though 
technically  we  haven't  yet 
had  two  straight  quarters 
of  negative  growth. 
Here's  how  much 
longer  they 
think  it 
will  last: 

SURVEY  OF  1,005 
ADULTS,  MAY,  2001 

Data:  Maritz 

Research, Inc. 


SIX  TO  NINE 

MONTHS 

23% 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront"'  businessweek.com 
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Fannie  Mae  helps   Save  home  buyers 

as  much  as  $30,000 
over  the  life  of  their  loans. 


(That  allows  the  Lee  family  to  move  into 
their  first  home,  and  start  SdVirig    money 

for  their  firstborn.) 


Families  have  a  lot  of  plans  and  dreams  for  their  money.  And  buying  a  home 
is  a  big  one  on  the  list. 

So  at  Fannie  Mae,  we're  dedicating  our  energy  toward  lowering 

mortgage  costs  so  that  more  families  can  afford  homeownership 

and  still  have  some  money  left  for  other  important  things  in  life. 


r^  FannieMae 

www.fanniemae.com 


And  we're  succeeding.  For  example,  we  help  lenders  offer 
mortgages  to  home  buyers  that  save  them  as  much  as  $30,000 
over  the  life  of  a  30-year  fixed-rate  conventional  loan. 

And  our  investment  in  technology  for  the  mortgage  industry,  such 
as  Desktop  Underwriter,®  is  helping  lenders  reduce  origination  costs 
by  as  much  as  $1,400  per  loan. 

Savings  like  that  add  up.  And  that's  important  to  us  because  there  are  a  lot  of 
families  out  there  with  big  plans  and  big  dreams.  And  fortunately,  now  they  are  affordable  dreams. 
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UNDISCOVERED  VALUE 
IN  AT&T 


"Is  this  the  beginning  of  the  end?" 
(News:  Analysis  &  Commentary,  July 
23),  and  the  ensuing  commentary  on 
AT&T  by  Peter  Elstrom,  "How  the  turn- 
around ceo  failed  to  deliver,"  were 
breathlessly  gloomy  and  naive.  Hey 
guys,  all  that  happened  is  that  another 
company  woke  up  to  the  value  we're 
creating  in  part  of  our  business. 

There's  plenty  of  undiscovered  value 
in  the  rest  of  at&t,  too.  BusinessWeek 
asserts  that,  without  broadband,  AT&T 
would  be  "right  back  where  it  was  a 
decade  ago."  In  the  past  three  years, 
under  Mike  Armstrong,  we  have  in- 
vested $46  billion  in  our  core  communi- 
cations businesses.  We  have  transformed 
our  network,  with  more  high-capacity 
fiber  to  more  places,  carrying  more  data 
at  higher  speeds,  than  any  other  carrier. 
The  purchase  of  Teleport  Communica- 
tions gave  us  local  business  lines  in  80 
cities;  the  purchase  of  the  IBM  Global 
Network  extended  our  IP  network  to 
850  cities  in  59  countries;  the  purchase 
of  Northpoint's  digital  subscriber  loop 
(dsl)  assets  gives  us  a  presence  in  over 
1,900  central  offices  from  which  we  can 
offer  new  data  and  voices  services. 

Far  from  "too  small  to  survive  on  its 
own,"  our  "telephone  business"  had  rev- 
enue of  nearly  $47  billion  and  cash  flow 
of  more  than  $10  billion  over  the  last  12 
months.  While  it's  true  that  long-dis- 
tance voice  revenue  is  in  decline  across 
the  industry,  on  the  business  side,  about 
half  of  our  revenue  will  come  from  non- 
voice  services  this  year.  On  the  con- 
sumer side,  we  have  industry-leading 
operating  margins — more  than  30% — 
that  give  us  the  flexibility  to  invest  in 
new  growth  areas  like  DSL. 

BusinessWeek's  stories  also  lacked 
perspective  on  the  value  Mike  Arm- 


strong has  created  for  AT&T's  share- 
owners.  It's  true  that  our  stock  is  about 
40%  off  its  52-week  high,  but  World- 
Com's is  down  71%,  and  others  even 
more.  When  Armstrong  got  here,  AT&T's 
total  market  cap  was  $68  billion.  Today, 
including  the  value  of  the  wireless  busi- 
ness we  recently  spun  off  to  AT&T  share- 
owners,  it  stands  at  $112  billion,  a  65% 
increase  and  counting. 

Richard  J.  Martin 
Executive  Vice-President 

AT&T 

Basking  Ridge,  N.J. 

CLEARING  THE  AIR 

ON  GLOBAL  WARMING 

Your  publication  stands  almost  alone 
in  drawing  the  correct  picture  of  what  is 
known  about  global  warming  and  what 
isn't.  I  must  quibble  with  your  policy 
conclusions,  however.  "What  to  do  about 
global  warming"  (Editorials,  June  25) 
states  that,  despite  the  uncertainties,  "it 
would  be  prudent  to  begin  curbing  C02 
emissions."  That  is  not  clear.  The  world 
is  a  risky  place,  and  wealth  reduces  vul- 
nerability to  risk.  Natural  disasters  are 
far  deadlier  in  developing  countries  than 
in  developed  countries,  for  instance. 
Rather  than  embarking  on  wealth-de- 
stroying energy-suppression  policies  in  a 
foolish  attempt  to  stabilize  an  inherently 
unstable  climate,  we  should  encourage 
resiliency-engendering  economic  growth 
throughout  the  world. 

Paul  Georgia 

Environmental  Policy  Analysis 

Competitive  Enterprise  Institute 

Washington 

WHAT  MICROSOFT  IS  DOING 
TO  PROTECT  CONSUMER  PRIVACY 

"Microsoft:  Now,  privacy  concerns" 
(Editorials,  July  2)  and  "A  window  into 
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30  YEARS  EXPERIENCE  IN  FINE  WATCHMAKING    -     24  I 
We   Clecn    Yojr    Watr- 
...NOT  HALF    WAV      .  LOOK  AND  Sit   FO*.   VOUaSUF 


Eric  Fenmore 
would  accept  only  as 
many  watches  as 
he  could  personally 
repair.  Yet  to  succeed 

WE  REPAIR>W«WWATC».  tod^acoiw 

at  reasonable  prices  f         must  serve  unlimited 

customers  online,  by 
phone  or  in  person. 
With  Siebel's 
application  software 
and  Sun's  robust, 
highly  scalable 
enterprise  systems, 
your  customers  can 
connect  with  you 
anytime,  anywhere, 
any  way  they  want. 
And  get  the  kind 
of  personalized 
service  once  available 
only  from  a  craftsman 
like  Eric  Fenmore. 


A 


Good  service 
is  good  business. 

www.siebel-sun.com  1-800-356-3321 


ROLLOVER    IRA 


You  need  to  roll  over 
your  401  (k)  from  your 
last  job,  so  you: 

]  Dream  about  all  the  things 
you  could  do  with  the  cash 
(less  40%  to  the  IRS) 

]  Come  back  to  reality 

]  Call  the  Rollover  Specialists 
atT.  Rowe  Price 

]  All  of  the  above 


The  Rollover  Specialists  atT.  Rowe  Price  can  help  you  set  up 
your  Rollover  IRA,  from  handling  the  paperwork  to  helping  you 
with  investment  choices.  It's  what  you  can  expect  from  a 
company  with  over  80  no-load  mutual  funds  and  over  60  years 
of  experience  helping  individuals  invest  with  confidence. 

To  learn  more,  contact  the  Rollover  Specialists. 


1-800-541-1742 

WWW.TROWEPRICE.COM 


Invest  With  Confidence 

T.Rowefirice 


or 


ation  on  T.  Rowe  Price  mutual  funds,  including  risks,  fees,  and  expenses,  request  a  prospectus 
,ind  read  it  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRAR060576 


Readers  Report 


your  personal  life"  (Legal  Affairs,  July 
2)  omitted  certain  critical  facts  about 
what  steps  Microsoft  Corp.  is  taking  to 
ensure  consumers'  privacy  in  upcoming 
.Net  services. 

Microsoft  plays  the  role  of  facilitator 
but  is  not  privy  to  all  the  information 
that  consumers  provide  to  partners  such 
as  eBay,  UPS,  Ticketmaster,  or  J.  Crew. 
To  protect  individual  information  fur- 
ther, all  .Net  partners  will  be  held  to 
strict  privacy  requirements  by  contract. 

For  the  .Net  information  that  con- 
sumers choose  to  give  to  Microsoft,  we 
have  a  strict  "opt-in"  policy,  so  that 
consumers  control  the  information 
stored  and  who  can  access  it.  We  com- 
municate exactly  how  data  stored  with 
us  will  be  treated. 

Contrary  to  BusinessWeek's  claim, 
current  law  does  restrict  a  company's 
ability  to  reverse  a  commitment  made  in 
a  privacy  statement. 

Richard  Purcell 

Director  of  Corporate  Privacy 

Microsoft  Corp. 

Redmond,  Wash. 
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Books 


HERE 

A  Biography  of  the  New  American  Continent 

By  Anthony  DePalma 
Public  Affairs  -375pp.  $26 


YANKEES, 

MEET  YOUR  NEIGHBORS 


A  popular  Canadian  TV  comedy 
show,  This  Hour  Has  22  Min- 
utes, once  dispatched  its  host  to 
Harvard  University  to  question  students 
about  America's  northern  neighbor.  He 
videotaped  young  people  venting  their 
outrage  at  his  statements  that  seal 
hunters  had  resumed  their  bloody  work 
on  the  ice  floes  of  Saskatchewan.  When 
the  piece  aired,  Canadian  viewers 
roared:  A  seal  is  as  rare  in  Saskatche- 
wan as  an  American  who  can  locate 
that  prairie  province  on  a  map.  (Hint: 
Look  north  of  Montana.) 

Another  instance  of  U.S.  ignorance, 
equally  sad:  Few  Americans  have  any 
notion  of  the  political  sea  change  repre- 
sented by  the  recent  election  of  Mexican 
President  Vicente  Fox,  the  first  non- 
Establishment  candidate  elected  there  in 
70  years.  (Imagine  Ralph  Nader  or  Pat 
Buchanan  in  the  White  House.) 

Anthony  DePalma's  Here:  A  Biogra- 
phy of  the  New  American  Continent  of- 
fers Yanks  a  much-needed  tutorial.  The 
volume  is  a  richly  detailed  look  at  the 
uneasy  coexistence  of  the  three  nations 
that  make  up  North  America.  New  York 
Times  correspondent  DePalma  concocts 
a  hearty  stew  of  history,  past  and  pre- 
sent politics,  culture,  and  anecdote — in- 
gredients gathered  during  successive 
three-year  assignments  in  Mexico  City 
and  Toronto  before  his  1999  return  to 
New  York. 

As  DePalma  shows,  Americans 
haven't  always  ignored  their  neighbors. 
In  colonial  times,  Americans  coveted 
Canada,  and  in  1774  and  1812,  they  in- 
vaded the  country.  Before  John  Adams 
became  President,  he  bluntly  declared: 
"The  unanimous  voice  of  the  Continent 
is  'Canada  must  be  ours;  Quebec  must 
be  taken.'"  And  after  U.S.  designs  on 
the  north  came  a  cropper,  Americans 
went  to  war  in  1846  against  Mexico,  oc- 
cupying its  capital  and  forcing  it  to  give 
up  40%  of  its  territory.  This  eventually 


became  Arizona,  California,  Colorado, 
Nevada,  New  Mexico,  and  parts  of  Utah 
and  Wyoming.  No  wonder  that  some 
Mexicans  resent  Yanquis,  or  that,  as 
DePalma  observes,  "even  today  anxi- 
ety [about  the  U.  S.]  lingers,  at  least 
subconsciously,  in  the  minds  of  some 
Canadians." 

The  U.S.  rarely  invades  its  hemi- 
spheric neighbors  anymore — although 
Canadian  cultural  nationalists  often  com- 
plain that  Hollywoodization  of  their  art 
and  media  amounts  to  an  in- 
tellectual occupation.  But  De- 
Palma is  a  bit  Pollyannaish 
in  suggesting  that  a  "certain 
synergy"  now  unites  North 
America  and  in  implying  that 
a  continental  identity  will 
eventually  emerge.  He  says 
he  feels  transformed  by  his 
cross-border  experiences  into 
"a  Newlander,  a  citizen  of 
North  America."  But  it's  un- 
likely that  many  other  citi- 
zens of  these  three  distinctly 
different  countries  feel  that 
way.  As  DePalma  himself 
notes,  Canadians  make  a  parlor 
game  out  of  stressing  their  differences 
with  Americans.  And  Americans  remain 
perplexed  by  Mexico's  entrenched  cor- 
ruption and  stubborn  poverty.  (In  fact, 
DePalma  elsewhere  admits  North  Amer- 
ica remains  a  "reluctant  trinity") 

The  author  excels  when  he  avoids 
gauzy  philosophizing  and  concentrates 
on  telling  fascinating  stories.  His  ac- 
count of  an  August,  1994,  Indian  political 
convention  in  Mexico's  Chiapas  jungle — 
"a  tropical  Woodstock"  presided  over 
by  the  now-famous  Zapatista  Subco- 
mandante  Marcos — is  riveting.  Just  min- 
utes after  the  masked  Marcos  finishes 
fulminating  about  the  unfairness  of  life 
in  Mexico,  a  summer  tempest  swamps 
the  conventioneers'  tent,  short-circuiting 
the  lights  and  sending  attendees  scram- 


bling. As  if  to  confirm  the  country's 
seeming  hopelessness,  little  more  than 
shreds  of  canvas  and  jungle  overgrowth 
mark  the  spot  when  DePalma  visits  six 
months  later.  And  there  is  the  occa- 
sional adventure:  He  once  winds  up  at 
the  wrong  end  of  some  Zapatista  rifles 
in  the  middle  of  the  night  and  wisely 
backs  off. 

Unlike  Mexico's  Indians,  Canada's 
aboriginals,  as  they  are  known,  win 
their  battles  in  remarkably  civil  set- 
tings. In  1998,  the  Nisga'a  take  control 
of  thousands  of  square  miles  of  British 
Columbia  by  using  the  courts — a  blood- 
less victory  with  implications  for  sepa- 
ratism elsewhere  in  Canada.  A  year  lat- 
er, DePalma  is  on  hand  in  the  Arctic 
when  Nunavut,  a  sprawling  new  Inuit 
territory,  comes  into  being.  The  devel- 
opment is  bittersweet,  since  economics 
may  dictate  that  the  remote  place  for- 
ever remains  a  ward  of  Ottawa.  In  oth- 
er fascinating  tales,  DePalma  flies  on  a 
government  jet  to  Cuba 
with  Lloyd  Axworthy,  the 
Canadian  Foreign  Minister 
who  helped  fashion  Cana- 
da's maverick  pro-Cuba  pol- 
icy. And  his  recounting  of 
the  loopy  but  persistent 
separatism  in  Quebec  is  an 
excellent  primer. 

Ultimately,  DePalma's 
work  is  a  solid  bit  of  jour- 
nalism that  falls  down  on 
historical  analysis.  I  would 
have  welcomed  more  in- 
sights into  why  the  nations 
developed  so  very  differently — the 
U.  S.  into  a  global  superpower  and  the 
others  into  tagalongs.  Each  country  is  a 
creation  of  immigrants  and,  as  DePalma 
notes,  his  life  would  be  very  different 
had  his  Italian  grandfather  settled  in 
Veracruz  or  Halifax  instead  of  Hobo 
ken,  N.J.  DePalma  is  eloquent  on  the 
"how,"  but  a  reader  longs  for  a  better 
idea  of  "why." 

Still,  citizens  of  all  three  countries 
who  want  to  understand  one  another 
better  would  do  well  to  check  out  Here. 
It  is  a  must-read  for  Americans  whose 
knowledge  of  Canada  consists  of  threat- 
ening air  masses  and  whose  only  asso 
ciations  with  Mexico  are  drug  lords  and 
vacations  in  Canciin. 

BY  JOSEPH  WEBER 

Chicago  Bureau  Chief  Weber  WCU 

based  in  Toronto  in  1997-2000. 


DEPALMA  ARGUES  THAT  A  NEW 


NORTH  AMERICAN  IDENTITY  IS  EMERGING 
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advisory  programs  are 
a  smart  choice  for 
today's  investors. 


Analysis,  insights 

of  widely  followed 
investment  experts 
like  Chief  Technical 
Analyst  Ralph  Acampora, 
Chief  Investment 
Strategist  Greg  Smith 
and  "The  Voice  of  Wall 
Street,"  Larry  Wachtel, 
help  you  make  sense 
of  global  market  trends. 


Planning.  State-of-the-art 
Personal  Financial  Architect"" 

software  makes  financial 
planning  easy. 


Asset  Management. 

Full-time  discretionary  portfolio 
management  services  are  tailored 
to  the  needs  of  affluent  investors. 


Performance  Monitoring,  our  investment 

Performance  Review  system  calculates  the  dollar- 
weighted  total  return  on  your  account,  providing  a 
clearer  picture  of  how  you're  doing. 


We  put  more  resources  behind  our  financial 
advisors,  so  they  can  put  more  into  helping  you 
grow  and  protect  your  wealth.  If  you're  thinking 
about  teaming  up  with  a  financial  advisor,  choose 
Prudential,  and  enjoy  what  full-service  brokerage 
has  to  offer. 


Call  today!  Find  a  Prudential 
Financial  Advisor  near  you,  or  ask 
for  our  free  brochure  explaining 
our  advisory  services. 

1 -800-TH  E-R0CK,ext.  5289 
prudential.com 
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THE  NOKIA  REVOLUTION 

The  Story  of  an  Extraordinary  Company  That 

Transformed  an  industry 

By  Dan  Steinbock 
amacom  •  375pp  •  $27.95 

NORDIC  HEROES 

It's  one  of  the  most  compelling  busi- 
ness sagas  of  the  '90s.  A  Finnish  con- 
glomerate starts  off  the  decade  worry- 
ing about  its  plummeting  toilet-paper 
sales  to  the  fast-sinking  Soviet  Union. 
By  the  turn  of  the  millennium,  those 
same  Finns,  now  focused  on  mobile 
phones,  have  outperformed  both  Erics- 
son and  Motorola  Inc.  to  turn  Nokia 
Corp.  into  a  global  telecom  player  and 
are  flying  along,  however  briefly,  as  Eu- 
rope's most  valuable  company.  The  sto- 
ry was  well  worth  telling — but  until  re- 
cently, no  writer  had  tried. 

Now  comes  Dan  Steinbock's  The 
Nokia  Revolution.  Steinbock,  a  Finnish- 
born  researcher  at  Columbia  Universi- 
ty's B-school,  spares  no  detail  in  re- 
counting the  convoluted  history  of  a 
company  that  began  135  years  ago  in 
the  lumber  business.  Unfortunately,  it's 
a  rough  and  technical  read,  one  that 


dwells  too  long  on  Nokia's  first  125 
years  and  not  nearly  enough  on  the  past 
10.  What's  more,  since  Steinbock  had 
minimal  access  to  the  company  and  its 
top  officials,  the  view  from  the  inside  is 
sorely  lacking.  Perhaps  most  serious, 
his  project  suffers  from  bad  timing. 
Since  Steinbock  finished  his 
writing,  Nokia  has  stumbled, 
along  with  the  rest  of  the 
phone  industry.  It  has  an- 
nounced earnings  warnings  and 
shrinking  demand  for  its  hand- 
sets— and  the  once-golden  stock 
has  plummeted. 

Still,  having  left  the  Motoro- 
las  of  the  world  far  behind, 
Nokia  must  now  ask  itself 
whether  it  can  jump  from  its 
legacy  technology — mobile  ra- 
dios— to  become  a  leader  of  the 
next  stage  of  the  Internet.  Can 
it  compete  with  such  Internet  power- 
houses as  Microsoft  Corp.?  Here,  Stein- 
bock leaves  readers  in  the  dark. 

He  does,  however,  provide  useful  his- 
tory. In  the  process,  he  dispels  several 
myths  about  Nokia.  One  interesting  sec- 
tion focuses  on  Kari  Kairamo,  the  en- 
ergetic ceo  who  led  Nokia  in  the 
1980s— and  whose  1988  suicide  left  the 
company  devastated.  Kairamo  was  a 
charismatic  leader,  occasionally  outra- 


geous. He  once  stripped  naked  and 
challenged    colleagues   to   a   footrace ' 
through  the  snow.  But  he  had  serious 
ideas  about  how  Finland,  like  Japan, 
could  take  on  the  world  by  investing  in  j 
human  capital.  While  the  current  gen- 
eration of  managers,  led  by  ceo  Jorma  I 
Ollila,  often  gets  the  credit  J 
for  Nokia's  success,  Stein- 
bock shows  that,  by  stress- 
ing teamwork,  globalism,  I 
and  continuous  education, 
Kairamo  contributed  greatly 
to  a  culture  that  a  decade 
later  let  the  company  sweep  | 
the  world. 

Can  Nokia  lead  the  wayl 
in  turning  the  mobile  Web] 
from  a  digital  frontier  for| 
technogeeks  into  a  consumer- 
friendly  place?  The  company's  fu-| 
ture  hinges  upon  doing  just  that.  Suc- 
cess would  place  Nokia  at  the  apex  of  | 
the  tech  universe,  selling  Internet  ma- 
chines to  as  many  as  1  billion  Webl 
surfers.  In  these  post-bubble  days,  that| 
vision  leaves  the  financial  markets  cold. 
But  company  researchers  are  piecing  I 
together  such  a  mobile  Internet.  Tool 
bad    Steinbock    only    hints    at    whatl 
promises  to  be  the  company's  most  fas-| 
cinating  chapter  yet. 

BY  STEPHEN  BAKERl 


HUMAN  TRIALS 

Scientists,  Investors,  and  Patients  in  the 

Quest  for  a  Cure 

By  Susan  Quinn 
Perseus.  295pp.  $26 

LAB  REPORT 

Debilitating  autoimmune  diseases,  in 
which  the  body's  immune  system 
attacks  healthy  tissue,  afflict  millions  of 
people  around  the  world.  A  cure 
for  such  disorders — which  in- 
clude multiple  sclerosis,  lupus, 
and  rheumatoid  arthritis — has 
been  as  elusive  as  those  for  can- 
cer or  aids.  In  recent  years, 
there  have  been  promising  de- 
velopments that  someday  may 
lead  to  a  breakthrough.  But  most 
scientists  have  learned  not  to  ex- 
pect miracles.  In  Human  Trials: 
Scientists,  Investors,  and  Pa- 
tients in  the  Quest  for  a  Cure, 
writer  Susan  Quinn  documents 
one  ill-fated  search:  the  story  of  Howard 
Weiner,  a  determined  and  talented  Har- 
vard Medical  School  professor  and  the 
biotech  startup  he  helped  found,  Au- 
toimmune Inc.  The  narrative  is  well 
written  and  packed  with  valuable  infor- 


mation— but  its  stab  at  analysis  falters. 
Quinn,  the  author  of  Marie  Curie:  A 
Life,  conducted  extensive  interviews 
with  patients  and  scientists  during  the 
course  of  the  trials,  observed  top-level 
meetings  at  Autoimmune,  and  had  ac- 
cess to  Werner's  extensive  personal  jour- 
nals. She  writes  poignantly  of  the  diffi- 
culties of  all  those  involved  in  drug 
tests.  And  she  conveys  very  well  the 
often-harrowing  experiences  of  patients 
who  participated. 

Most  drug  tests,  it  should 
be  pointed  out,  do  not  suc- 
ceed. And  indeed,  that 
turned  out  to  be  the  case  at 
Autoimmune,  where  medical 
success  proved  harder  to 
come  by  than  the  consider- 
able financing  needed  to  fund 
its  lengthy  and  expensive 
experiments. 

Weiner  believed  that  pa- 
tients with  multiple  sclerosis 
and  rheumatoid  arthritis  could 
fight  their  diseases  by  taking  drugs  con- 
cocted from  the  very  proteins  that  their 
errant  immune  systems  were  targeting 
for  attack.  On  the  basis  of  that  premise, 
Autoimmune  developed  two  drugs:  My- 
loral  for  MS  and  Colloral  for  RA.  But  in 
the  end,  neither  drug  was  any  more  ef- 


fective than  placebos.  Failures  such  as  I 
this  are  devastating  for  all  concerned.  Al 
major  problem,  as  Quinn  points  out,  is| 
the  lack  of  aftercare  for  patients. 
"What's  going  to  happen  now?"  asks| 
Karyn  Kraft,  an  MS  patient  whose  con- 
dition at  first  seemed  to  improve  withl 
Myloral.  After  she  learned  of  the  overalll 
results  of  the  trial,  she — and  others  like| 
her — took  a  turn  for  the  worse. 

The  startup  also  suffered.  It  wasl 
forced  to  let  its  nearly  100  scientists  go,l 
and  by  2000,  when  Quinn  leaves  off,  CEol 
Robert  C.  Bishop  is  managing  what's| 
left  of  the  company's  patent  portfolic 
from  his  home  in  Pasadena,  Calif.  Monej 
continues  to  flow  on  some  patents. 

Human  Trials  fails  to  provide  a  reall 
understanding  of  the  issues.  Quinn  doesj 
not  really  reflect  on  what  she  has  ob-[ 
served  until  the  final  two  chapters- 
and  even  then,  the  reader  is  left  won^ 
dering  what  it  all  means.  It's  as  though 
the  writer,  caught  up  in  the  excitement 
at  Autoimmune,  was  unprepared  for 
the  failure  of  the  experiments.  But 
that's  a  minor  gripe.  Human  Trials  is  ;J 
rare  work  that  should  be  required  read-f 
ing  for  doctors  and  investors — and  fori 
patients  who  must  decide  whether  or 
not  to  participate  in  a  clinical  trial. 

BY  IRENE  M.  KUNl! 
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You  don't  test  its  performance 


so  much  as  you  test  its  wits. 


When  the  road  pitches  or  bends,  the  S-Class  knows  precisely  what  to  do.  It  engages  Active 
Body  Control*  which  instantly  detects  and  corrects  body  roll.  So  you  remain  level,  in  spite  of 
the  road's  intentions.  Again,  you're  reminded  that  the  Mercedes-Benz  S-Class  is  perhaps  the 
most  intuitive  car  ever  built.  Call  1-800-FOR-MERCEDES  or  visit  MBUSA.com.  The  S-Class 
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MERGERS  &  ACQUISITIONS 


has  agreed  to  be 
acquired  by 

A 

AM  E  R.I  C  A 

fimtint< 

$28,000,000 

Pending 


JOrcom 

an  Intel  company 

has  been  acquired  by 

Intel 


$748,000,000 

March  2001 


MicroTouch 

has  been  acquired  by 


$158,000,000 

February  2001 


o 


PRICEInteractive 


has  been  acquired  by 


Basis 


$129,000,000 

February  2001 


S  WeSync 


has  been  acquired  by 


$45,000,000 

February  2001 


OPTICS 

has  been  acquired  by 


FLEXTRONICS 


Confidential 

February  2001 


TelCom 

Semiconductor,  Inc. 


has  been  acquired  by 

Microchip 

$333,000,000 

January  2001 


has  been  acquired  by 

NOKIA 


$136,000,000 

January  2001 


STRATEGIC  PRIVATE  PLACEMENTS 


A  Picosecond 
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Series  A  Financing 
$25  Million 

Barrington  Partners 
Corning 
Finisar 


February  2001 


Nebraska 

€52  Million  Funding 

Apax  Partners 

Argo  Global  Capital 

Infineon  Ventures 

Navigation  Technologies 

Patricof  &  Co  Ventures 

Philips  Venture  Capital  Fund 

SAIC  Venture  Capital 

Signalsoft 

December  2000 


Your 
Transaction 


$72  Million  Funding 

3i  Group 

ACT  Venture  Capital 

Bowman  Capital 

ComVentures 

Kleiner  Perkins  Caufield  &  Byers 

Telesoft  Partners 


Not  Pictured:  Your  transaction.  But  that  could  change.  •  Broadview  helps  today's  leading  technology 
companies  succeed  in  even  the  most  challenging  environment.  •  We  understand  the  technology  industry  as 
only  a  specialist  can.  •  Broadview  is  a  global  mergers  and  acquisitions  advisor  and  private  equity  investor 
serving  IT,  communications  and  media  companies.  Call  us  at  1-888-BROADVIEW  or  visit  www.broadview.com 
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THE  BEST  NET  MACHINE 
>[SNT  GOOD  ENOUGH 


The  eVilla 
)ffers  a  great 
»creen  and 
software,  but 
It's  huge,  slow, 
and  too 
Sony-centric 


I ■  BusinessWeek  online 


:0R  A  COLLECTION  OF 
'AST  COLUMNS  and 

inline-only  reviews  of 
echnology  products,  go 
:o  Technology  &  You  at 
.www.businessweek.com/ 
''echnology/ 


The  past  year  has  been  a  rough  one  for 
home  Internet  appliances,  which  are  in- 
tended to  give  consumers  a  simple,  low- 
cost  way  to  surf  the  Web  and  send  and  receive 
e-mail.  Products  from  3Com  and  Netpliance  have 
come  and  gone,  while  offerings  from  Compaq 
and  Gateway  are  struggling  in  a  largely  apa- 
thetic market.  The  appliances  to  date  have 
shared  a  basic  and  overwhelming  problem:  They 
were  not  cheap,  simple,  or  good  enough  to  make 
them  compelling  alternatives  to  low-end  PCs. 

Making  a  good  Internet  appliance  is  harder 
than  it  looks.  But  I  expected  that  if  anyone 
could  succeed,  it  would  be  Sony  Electronics, 
which  combines  experience  in  PCs  with  a  sure 
hand  in  consumer  electronics.  Sony's  new 
eVilla  Network  Entertainment  Center  is  in- 
deed the  best  appliance  I  have  seen,  but  it 
still  has  big  problems.  I  doubt  that  it  poses 
any  threat  to  the  PC  market. 

The  eVilla,  which  retails  for  around  $500, 
plus  $21.95  per  month  for  required  Internet 
access  from  Sony  partner  Earthlink  Inc., 
suffers  from  a  clunky  design.  It's  big  and 
heavy,  which  is  the  unfortunate  upshot  of  a 
sound  decision  to  forgo  flat-panel  displays. 
Even  with  the  recent  collapse  of  prices, 
there's  no  way  to  put  a  big,  sharp  LCD  screen 
into  a  device  that  costs  just  $500.  So 
Sony  opted  instead  for  a  15-in.  CRT,  ro- 
tated 90  degrees  to  give  a  vertical  ori- 
entation that  is  more  natural  for  view- 
ing Web  pages.  It's  an  outstanding 
display,  whose  surface  is  completely  flat 
both  horizontally  and  vertically,  eliminating  glare 
and  distortion.  But  the  use  of  a  CRT  dictates  a 
design  that  is  over  16  in.  deep — not  counting 
the  keyboard — and  a  weight  of  over  31  lbs.  This 
is  one  appliance  unlikely  to  find  a  place  on  a 
kitchen  counter.  The  payoff  is  that  unlike  small- 
er appliances,  it  can  display  most  Web  pages 
without  any  scrolling. 

COMING  ATTRACTION.  Sony's  decisions  On  net- 
working make  less  sense.  While  the  eVilla  has  an 
Ethernet  jack,  it  is  covered  and  marked  "for  fu- 
ture use."  So  you  are  stuck  with  stand-alone, 
dial-up  service  (though  if  you  have  a  PC  in  the 
house,  it  can  use  the  same  Earthlink  account). 
And  the  graphics-rich  pages  that  the  eVilla  dis- 
plays so  prettily  can  take  an  eternity  to  load. 

I  think  Sony's  strategy  on  this  point  is  flawed. 
If  there's  a  market  for  appliances,  it  is  as  an  ad- 
junct to  Pes  rather  than  as  an  alternative.  While 
PCs  are  workhorses,  appliances  are  best  suited 


for  a  quick  check  of  e-mail,  looking  up  TV  or 
movie  schedules  on  the  Web,  and  perhaps  doing 
some  online  shopping.  To  work  best,  such  an  ap- 
pliance should  be  connected  to  a  home  network 
with  a  fast,  always-on  Internet  connection. 

The  eVilla  provides  an  America  Online-style 
"walled  garden"  of  selected  Web  sites  with  built- 
in  links.  But  the  content  is  vastly  narrower  than 
aol's,  and  far  too  many  of  the  links  promote 
other  Sony  enterprises,  including  Sony  Pictures 
Entertainment  movies  and  TV  shows,  Station.com 
for  online  games,  and  the  Game  Show  Network. 
Most  of  the  other  links,  including  local  TV  and 
movie  listings,  are  provided  through  partnership 
with  Tribune  Media  Services'  Zap2it.com  and 
RealNetworks.  Even  the  hardware  is  Sony-cen- 
tric: The  eVilla  can  display  pictures  from  your 
digital  camera,  but  only  if  it  uses  Sony's  pro- 
prietary MemoryStick,  which  in  practice  limits 
the  feature  to  Sony  cameras. 
BOFFO  BROWSER.  There  are  many  good  things  to 
be  said  about  the  eVilla.  It  is  built  on  the  same 
National  Semiconductor  Geode  hardware  platform 
as  several  other  appliances,  and  its  software,  based 
on  the  BelA  operating  system  from  Be  Inc.  and  a 

browser  from  Nor- 
way's Opera  Soft- 
ware, is  the  best 
that  I've  seen  in 
a  consumer  appli- 
ance. The  brows- 
er   has    built-in 
support  for  such 
common    media 
types   as   Flash 
animations 


and  Real  audio 
and  video  for  a  richer  Web  experience  than  most 
appliances  offer.  The  mail  program  is  also  better 
than  most  of  its  type.  It  allows  you  both  to  read 
downloaded  messages  and  compose  new  ones 
while  online.  In  addition  to  handling  picture  at- 
tachments, it  can  also  display  Adobe  Acrobat  files, 
though  not  Microsoft  Word  or  Excel.  And  it  comes 
with  a  decent  keyboard  and  a  standard  mouse. 

The  bottom  fine  is  that  the  eVilla  is  another 
interesting  attempt  at  an  appliance.  And  like 
the  rest,  it  fails  to  provide  enough  value  to  make 
it  a  more  attractive  choice  than  a  basic  $700  PC. 
If  it  had  the  networking  horsepower  to  deliver 
on  its  "network  entertainment  center"  billing,  it 
might  be  a  different  story.  Until  it  does,  it's 
hard  to  see  how  the  eVilla  will  escape  the  fate  of 
other  would-be  Internet  appliances. 
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Erika's  taking  a  few  weeks  off  before  starting  her  next  job. 
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Her  401(k)  isn't. 


MERRILL  LYNCH  FINANCIAL  ADVISOR  BILL  GROUS 

Before  Erika  left  her  previous  job  for  a  new 
position,  she  realized  her  financial  situation 

was  much  more  complicated  than  she  thought.  She  needed 
a  strategy  to  roll  over  her  401(k),  as  well  as  diversify  her 
investments,  which  were  too  concentrated  in  her  previous 
company's  stock.  Bill  Grous,  her  Financial  Advisor  at 
Merrill  Lynch,  helped  her  develop  a  customized  plan  that 
used  hedging  strategies  and  protected  growth  instruments 
to  help  Erika  diversify  her  holdings  and  manage  downside 
risk  and  taxes.  This  is  how  Merrill  simplifies  life  for  Erika. 
How  can  we  simplify  yours? 

MERRILL  LYNCH 
WEALTH  MANAGEMENT 


ERIKA  PRIESTLEY'S 
MERRILL  LYNCH: 

erika's  personal  financial  advisor 
Bill  Grous  helped  manage 

HER  401(k)  ROLLOVER,  INCLUDING: 

-Asset  allocation  tailored  to 
her  needs  and  risk  tolerance 

-Concentrated  stock  strategies 
to  provide  liquidity  and 
diversification 

-tax  minimization  strategies 


Contact  a  Merrill  Lynch  Financial  Advisor. 
1-800-MERRILLor  visit  ASKMERRILL.ML.COM 


Ask  Merrill 
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er  wonder  how  tho 
people  who  have  all  the  a 
got  all  the  answers 
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Chances  are,  we  had  something  to  do  with  it.  Fact 
is,  98  out  of  the  FORTUNE  100  count  on  business 
intelligence  solutions  from  SAS  to  explore  infor- 
mation, better  understand  customer  and  supplier 
relationships,  predict  behavior,  and  unlock  hidde" 
opportunities.  Today,  SAS  is  leading  the  industry 
in  bringing  this  same  level  of  intelligence  to  the 
world  of  e-business.  With  e-Intelligence  from 
SAS,  you  can  capture,  analyze  and  react  to  data 
gathered  at  any  point  of  contact.  And  then  just  as 
quickly  disseminate  new  findings  to  anywhere 
they're  needed  across  your  extended  enterprise. 
To  get  the  answers  you're  searching  for,  call  us 
today  at  1-800-727-0025  or  stop  by  www.sas.com. 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


SORRY,  BUT  THE  NEW  ECONOMY 
DEMANDS  NEW  REGULATIONS 


ALERT: 

Several 
recent  cases 
involving 
intellectual 
property 
illustrate  the 
crying  need 
for  clear 
national 
policy 


Robert  Kuttner  is  co-editor  of 
The  American  Prospect  and 
author  of  Everything  for  Sale 


Consider  these  recent  news  items:  Authors 
win  the  right  for  additional  payment  if 
publishers  put  their  articles  on  the  Inter- 
net; Houghton  Mifflin  wins  a  suit  allowing  pub- 
lication of  The  Wind  Done  Gone,  a  parody  of 
Gone  with  the  Wind;  The  House  passes  a  law 
giving  consumers  the  right  to  reimport  pre- 
scription drugs  for  personal  use;  Microsoft  agrees 
to  let  computer  makers  modify  its  Windows  op- 
erating system. 

These  four  issues  underscore  the  fact  there  is 
no  such  thing  as  an  unregulated  market,  espe- 
cially in  intellectual  property.  Like  other  forms  of 
property,  rights  in  intellectual  property  exist 
only  because  governments  define  what  they  are. 
Moreover,  there  is  no  intuitive  "free-market"  an- 
swer to  these  policy  conundrums.  They  all  entail 
competing  claims,  and  they  cry  out  for  thought- 
ful public  policy  defining  the  public  interest. 

Take  the  case  of  the  freelance  writers.  Until 
the  National  Writers  Union  (of  which  I  am  a 
member)  won  its  case,  publishers  were  claim- 
ing that  by  selling  an  article  for  one-time  print 
publication,  authors  were  also  giving  away  rights 
to  have  the  article  republished  in  electronic  data 
bases.  The  Supreme  Court  agreed  with  the  plain- 
tiffs: These  electronic  publication  rights  had  to  be 
negotiated  separately. 

EVER  LONGER.  But  the  victory  may  well  be 
pyrrhic.  Most  freelance  writers  lack  the  bar- 
gaining power  to  do  anything  other  than  take 
what  the  publisher  offers.  But  they  now  have  the 
power  to  demand  that  old  articles  be  deleted 
from  databases  retroactively.  That  means  that 
people  scrolling  through  the  Net  may  find  in- 
complete databases.  Sooner  or  later,  Congress 
is  going  to  have  to  step  in  and  make  policy. 
Electronic  publishing  was  not  envisioned  when 
copyright  laws  were  written.  Letting  the  courts 
thrash  this  out  is  not  a  good  solution. 

Nor  the  did  the  framers  of  the  Constitution 
imagine  a  situation  like  The  Wind  Done  Gone. 
When  the  Constitution  empowered  Congress  to 
set  up  a  scheme  to  encourage  the  mechanical 
and  literary  arts  with  patents,  trademarks,  and 
copyrights,  the  assumption  was  that  the  duration 
of  the  protection  would  be  fairly  short.  But  the 
publishing  and  entertainment  industries  have 
successfully  lobbied  for  ever  longer  protection. 
Gone  with  the  Wind  was  published  in  1936.  What 
earthly  public  interest  is  served  by  denying  an- 
other author  the  right  to  publish  a  takeoff  in 
2001?  Why  not  make  Tom  Stoppard  pay  a  li- 
censing fee  to  Shakespeare's  heirs  for  writing 
Rosencrantz  and  Guildenstern  are  Deadl  Here 


again,  Congress  has  to  compare  the  competing 
equities,  and  make  policy.  There  is  no  natural 
market  solution. 

Exaggerated  patent  protections  bring  to  mind 
the  pharmaceutical  industry.  The  House  had  to 
pass  legislation  allowing  consumers  to  import 
cheaper  foreign  drugs  because  U.S.  companies 
keep  domestic  prices  among  the  world's  high- 
est. They  are  able  to  do  this  because  of  a  friend- 
ly domestic  patent  regime.  About  half  of  all  the 
money  that  goes  for  new  drug  research  is  tax- 
payer funded,  either  directly  through  govern- 
ment agencies  or  indirectly  through  tax-exempt 
private  institutions.  So  consumers  pay  for  drugs 
twice — as  taxpayers  and  patients.  The  entrepre- 
neurial route  to  medical  breakthroughs  is  only 
one  possible  approach  and  not  the  most  cost-ef- 
fective. It  would  be  better  to  spend  more  public 
funds  on  drug  research  and  get  life-saving  drugs 
into  the  public  domain  at  lower  prices.  Half  a 
century  ago,  the  great  drug  breakthroughs — 
penicillin,  streptomycin,  the  Salk  polio  vaccine — 
were  broadly  licensed  at  nominal  cost  or  put  in 
the  public  domain. 

We  are  a  long  way  from  a  free  market  with 
Congress  spending  tens  of  billions  of  public  dol- 
lars on  the  National  Institutes  of  Health,  the 
National  Science  Foundation  giving  tax  breaks  to 
research  universities,  and  drug  companies  re- 
ceiving extended  patent  protection.  How  best 
to  balance  private  drug  industry  profits  with 
broad  social  benefits  is  a  policy  choice. 

Finally,  a  computer  operating  system  presents 
a  novel  problem  in  antitrust  law.  Windows  gives 
Microsoft  immense  market  power.  Microsoft's  de- 
cision to  "voluntarily"  allow  computer  makers  to 
modify  Windows  may  not  solve  the  problem. 
Microsoft  doesn't  appear  to  be  letting  the  PC  mak- 
ers change  the  new  Windows  xp's  most  important 
features,  such  as  instant  messaging.  One  proposal 
would  be  to  treat  an  operating  system  as  a  kind 
of  common  carrier  and  insist  that  the  system  be 
scrupulously  neutral  with  respect  to  applications 
from  competing  software  manufacturers.  This  is 
another  situation  that  demands  national  policy, 
rather  than  new  law  arrived  at  by  the  courts. 

The  Internet  also  raises  a  host  of  new  privacy 
concerns,  and  these  demand  a  regulatory  re- 
sponse that  balances  the  Web's  commercial  po- 
tential with  people's  right  to  be  left  alone.  So  let's 
retire  the  idea  that  the  New  Economy  is  natu- 
rally an  unregulated  economy.  A  policy  vacuum 
only  means  endless  litigation  and  cumbersome  ad 
hoc  rule  by  judges.  We've  never  needed  thought- 
ful regulation  more  than  we  do  now. 
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It  happens  only  once  a  year.  And  it's  over  before  you  know  it. 
"he  2001  Honda  Clearance.  Something  this  important  bears  repeating. 

honda.com 
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Economic  Trends 


BY  CHARLES  J.  WHALEN 

DON'T  BET  ON 
A  TECH  REBOUND 

History  says  a  surge  comes  later  on 

With  technology  investment  almost 
certain  to  fall  this  year,  stock 
market  analysts  are  hoping  for  a  strong 
rebound  in  2002.  They  are  likely  to  be 
disappointed.  That's  the  finding  of  re- 
search by  Jan  Hatzius,  a  senior  econo- 
mist at  Goldman,  Sachs  &  Co.  The  evi- 
dence of  the  past  three  decades  offers 

TECH  GROWS  SLOWLY  IN  THE 
FIRST  YEAR  OF  A  RECOVERY 


12  MONTHS  AFTER  AVERAGE  ANNUAL  GROWTH 

ECONOMY  HITS  BOTTOM"  TREND,  1 968-2001 

A  PERCENT 

■COMPUTER  HARDWARE,  SOFTWARE,  AND  COMMUNICATIONS  EQUIPMENT 
"AVERAGE  GROWTH  FOLLOWING  EACH  OF  THE  LAST  SEVEN  SIGNIFICANT 
ECONOMIC  SLOWDOWNS,  1968-96 

Data:  Goldman,  Sachs  &  Co. 

no  support  for  the  notion  that  a  sharp 
pullback  in  tech  spending  is  typically 
followed  by  a  vigorous  recovery.  It's 
possible  that  tech  spending  may  increase 
a  bit  faster  than  the  economy  as  a 
whole  next  year,  but  history  suggests  it 
still  won't  be  a  powerful  engine 
of  growth. 

Tech  investment,  which  includes  com- 
puter hardware,  software,  and  commu- 
nications equipment,  has  increased  at 
an  average  rate  of  9%  in  the  first  year 
following  a  recession  or  an  economic 
slowdown  (chart).  It's  not  until  well  into 
the  second  year  of  recovery  that  tech 
growth  reaches  its  long-term  trend, 
about  14%  for  the  1968-2001  period. 

There's  no  reason  to  think  the  sever- 
ity of  the  current  belt-tightening  will 
set  the  stage  for  an  unusually  strong 
upturn.  Looking  at  the  previous  tech 
pullbacks  and  the  recoveries  that  fol- 
lowed, Hatzius  finds  "no  correlation  be- 
tween how  quickly  things  contracted 
and  how  powerfully  they  rebounded." 

To  be  sure,  tech  investment  is  likely 
to  grow  somewhat  faster  than  overall 
gross  domestic  product  early  in  an  ex- 
pansion. Economic  output  usually  reach- 
es its  long-term  trend  rate  of  8% 
growth,  not  adjusting  for  inflation,  in 
the  first  year  of  an  upturn.  That  means 
tech  growth — expanding,  on  average,  at 


its  more  rapid  9%  clip  by  this  time — is 
giving  some  gas  to  the  economy. 

The  real  jolt  from  tech  spending 
comes  much  later,  when  that  spending 
growth  rises  above  its  trend  level:  "Tech 
booms  occur  late  in  the  cycle,"  Hatzius 
says.  With  corporate  profits  expected 
to  fall  6%  in  2001,  according  to  the  latest 
Goldman  forecast,  Hatzius  sees  an  ex- 
tended period  of  weak  spending  ahead — 
"for  the  tech  sector  and  for  investment 
more  generally." 


HAVE  STOCKS, 
WILL  BABBLE 

Investor  chat  has  a  big  impact 

People  like  to  talk  about  the  stock 
market.  And  economists  say  such 
talk  affects  investment  decisions:  People 
who  visit  with  their  neighbors  often  or 
attend  church  regularly  are  about  5% 
more  likely  to  invest  in  the  stock  mar- 
ket than  others.  What's  more,  the  im- 
pact increases  greatly  when  one  looks  at 
certain  parts  of  the  country  or  at  the 
people  most  likely  to  be  thinking  about 
making  a  stock  market  investment. 

These  are  the  conclusions  of  a  new 
National  Bureau  of  Economic  Research 
study  by  Harrison  Hong  of  Stanford 
University,  Jeffrey  D.  Kubik  of  Syra- 
cuse University,  and  Jeremy  C.  Stein 
of  Harvard  University.  Some  7,500 
households  were  surveyed  at  two-year 
intervals  from  1992  through  1998.  The 
survey  is  full  of  information  on  stock 
market  participation  and  social  activi- 
ties such  as  church-going.  It  also  allows 
the  authors  to  take  into  account  per- 
sonal characteristics  such  as  education 
and  willingness  to  take  risks. 

The  impact  that  spending  time  with 
neighbors  has  on  stock  market  investing 
differs  from  state  to  state.  Living  in  a 
state  with  a  relatively  large  share  of 
people  who  invest  in  stocks,  such  as 
Maryland  or  Connecticut,  nearly  dou- 
bles the  effect  that  visiting  neighbors  or 
attending  church  has  on  investing  com- 
pared to  the  average. 

A  similar  boost  to  investing  is  found 
among  white  households  with  above- 
average  wealth  and  where  at  least  one 
adult  has  a  high  school  degree.  These 
are  the  families  most  likely  to  have 
money  available  to  invest.  Social  inter- 
action encourages  them  to  take  the 
plunge,  the  authors  maintain. 

Hong  and  his  co-authors  believe  min- 
gling with  others  helps  a  person  gather 
information  on  investing.  But  there  are 
also  social  benefits  to  holding  stocks, 


they  argue:  An  investor  "can  get  plea- 
sure from  talking  about  the  ups  and 
downs  of  the  market  with  friends  who 
are  also  fellow  participants,"  Hong  ex- 
plains. In  this  kind  of  a  market,  it's 
probably  because  misery  loves  company. 


LESS  INK  FOR 
LIS.  ECONOMISTS 

Journals  print  more  foreign  work 

For  decades,  the  world's  top  econom- 
ic journals  have  been  dominated  by 
U.S.-based  researchers — and  even  more 
concentrated  with  articles  by  economists 
who  got  their  PhDs  from  U.  S.  schools. 
But  that  dominance  is  starting  to  erode, 
according  to  a  study  in  the  Economic 
Journal  by  Martin  Kocher  and  Matthias 
Sutter  of  the  University  of  Innsbruck. 

Kocher  and  Sutter  look  at  who  was 
writing  in  the  top  15  economic  journals 
between  1977  and  1997.  Their  conclu- 
sion: The  concentration  of  articles  by 
U.  S.  researchers  has  declined  since 
1987.  In  1997,  just  under  66%  of  the 
articles  had  U.S.-based  authors — down 
from  77%  a  decade  earlier  (chart).  A 
similar  fall  has  occurred  in  the  share  of 
contributors  with  a  U.  S.  PhD,  down  to 
about  75%  in  1997. 

The  U.  S.  decline  is  most  dramatic  in 
the  journals  ranked  11-15.  In  work  con- 
ducted while  their  article  was  in  the 
process  of  being  published,  Kocher  and 
Sutter  found  that  the  share  of  U.  S.  au- 
thors in  the  top  10  journals  was  nearly 
stable  across  the  entire  two  decades. 
But  in  journals  11-15,  which  includes 
the  Economic  Journal,  the  concentra- 
tion of  U.  S.  authors  fell  sharply  in  the 
late  1980s  and  1990s— from  70%  to 
about  35%. 

The  authors  say  this  change  is  a  sign 
that  European  universities  are  begin- 
ning to  reap  benefits  from  their  work  to 
improve  doctoral  ■■ — — -^ — ™ 
programs  and  aca-  y  s  DOMINANCE 
demic      research  SLIPS 

over  the  past  cou-      on 

pie  of  decades. 
And  they  expect 
this  success  to 
spread  to  even 
the  highest-ranked 
journals,  as  the 
brain  drain  slows 
and  more  non- 
U.S.  institutions 
become  attractive 
to  the  world's 
best  students  and 
researchers. 
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Do   you   think   about   SECURITY  when   you 
think   about   the    new   high-speed    internet? 
You'd    better. 
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INFINEON  leads  the  world  in  semiconductortechnology  forsecure 
data  transmission,  with  the  use  of  biometric  sensors  and  security  systems. 
Which  means  that  soon  internet  fraud  could  be  a  thing  of  the  past. 

We're  not  only  making  the  internet  more  secure,  we're  making  it 
faster  as  well.  Think  about  how  fast  your  internet  connection  is  now. 
Multiply  that  by  a  hundred  and  that's  how  fast  we're  making  it. 
And  look,  no  wires,  because  when  it  comes  to  wireless  tech- 
nologies such  as  UMTS  and  Bluetooth™*,  Infineon  is  at  the  cut- 
ting edge  there  as  well.  Then  there's  our  leadership  in  memory  and  storage 
technologies,  another  essential  part  of  the  new  internet. 

So  when  you  think  about  a  safer,  high-speed,  anytime,  anywhere 
internet,  think  Infineon,  then  contact  us. 


www.infineon.com/convergence 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


THE  STARS  ARE  ALIGNING 
FOR  A  SECOND-HALF  PICKUP 

Lower  inventories  and  oil  prices  will  help,  but  Greenspan  is  cautious 


US.  ECONOMY 


THE  FEDS  OUTLOOK 
FOR  2001  AND  2002 

CENTRAL  TENDENCY  FORECAST 
2000*      2001        2002 


ALL  DATA  ARE  4Q  10  4Q  PERCENT  CHANGE 
EXCEPT  JOBLESS  RATE.  WHICH  IS  4Q  AVERAGE 
'ACTUAL  Data:  Federal  Reserve  Board 


Betting  on  a  second-half  turn- 
around? So  far,  the  tip  sheet 
doesn't  offer  much  guidance.  And  Federal  Reserve 
Chairman  Alan  Greenspan  sounds  wary,  despite  the 
Fed's  official  forecast,  which  implies  a  pickup  in  the 
third  and  fourth  quarters. 

The  latest  data  are  running  hot  and  cold.  Consumers 
are  still  spending,  and  housing  is  holding  up.  But  in- 
dustrial production  is  falling,  as  are  payrolls.  Plus,  the 
tech  wreck,  still  scattered  across  the  information  high- 
way, will  not  be  cleaned  up  until  next  year. 

Outside  of  tech,  however, 
the  economy  is  firming  up  be- 
cause two  of  the  biggest  drags 
on  first-half  growth  are  eas- 
ing. First,  businesses  are  bet- 
ter aligning  their  inventories 
with  their  sales,  clearing  the 
way  for  pickups  in  factory  or- 
ders and  output.  Second,  low- 
er prices  for  gasoline  and  oth- 
er fuels  are  acting  like  a  giant 
tax  cut  for  both  consumers 
and  businesses.  In  the  second  half,  these  two  pluses  will 
work  in  tandem  with  the  policy  stimulus  already  in 
the  pipeline  from  lower  interest  rates  and  taxes. 

The  Fed's  panel  of  forecasters  all  expect  some  degree 
of  turnaround.  The  central  bank's  latest  outlook  for 
economic  growth  for  all  of  2001  centers  around  the 
1.25%  to  2%  range  (table).  If  second-quarter  growth  in 
real  gross  domestic  product  is  zero,  as  generally  ex- 
pected, that  forecast  implies  second-half  growth  at  an 
annual  rate  of  1.9%  to  3.4%. 

|  THAT  SOUNDS  PRETTY  GOOD,  but  the  forecast  of  the 
policymaker  who  matters  most  may  be  at  the  low  end 
of  that  range.  In  his  semiannual  report  to  Congress  on 
monetary  policy  on  July  18,  Greenspan  said  plainly 
that  "the  period  of  subpar  economic  performance,  how- 
I  ever,  is  not  yet  over,  and  we  are  not  free  of  the  risks 
i  that  economic  weakness  will  be  greater  than  currently 
anticipated,  and  require  further  policy  response." 

And  in  his  off-the-cuff  remarks  during  the  Q&A, 
Greenspan  showed  even  more  caution,  suggesting  an- 
other rate  cut  is  likely  at  the  Fed's  Aug.  21  meeting.  "I 
'don't  know  whether  or  not  you  would  describe  what's 
going  to  occur  as  a  rebound,"  he  said,  suggesting  that 
any  turnaround  will  be  slow  in  developing.  He  also 
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said  that  the  bottom  may  just  now  be  forming.  That 
might  imply  that  the  Fed  chief  thinks  the  first  half's 
weakness  is  extending  into  the  third  quarter. 

Even  Greenspan,  however, 
acknowledged  some  improve- 
ment, saying  the  data  that  had 
once  been  unrelentingly  nega- 
tive "have  now  turned  mixed." 
One  area  that  looks  encourag- 
ing is  inventories.  May  stock- 
piles held  by  manufacturers, 
wholesalers,  and  retailers  were 
unchanged  from  April,  when 
they  fell  by  0.2%,  and  the  May 
ratio  of  inventories  to  sales 
fell  to  1.42,  the  lowest  since  last  October. 

More  progress  was  made  in  June.  The  National  As- 
sociation of  Purchasing  Management  reported  that  only 
14%  of  the  industrial  companies  it  surveyed  said  that 
inventories  were  "too  high,"  down  sharply  from  a  peak 
of  26%  in  January.  June  was  the  first  month  since  last 
fall  in  which  more  purchasers  said  that  inventories 
were  "too  low"  than  "too  high." 

However,  the  progress  in  eliminating  excess  stock- 
piles is  slow  and  uneven  (chart).  Auto  makers  have 
made  exceptional  headway.  Earlier  this  year,  the  supply 
of  domestically  made  vehicles  had  soared  to  90  days. 
But  by  the  end  of  June,  dealer  inventories  were  down 
to  a  comfortable  61-day  supply. 

Tech  stockpiles  are  another  story.  Yes,  they  are 
shrinking,  but  shipments  are  falling  faster.  Since  March, 
inventories  of  computers  and  electronic  products,  in- 
cluding peripheral  gear,  telecom  equipment,  and  semi- 
conductors, have  fallen  4%.  But  shipments  have  plunged 
12%.  Consequently,  the  ratio  of  inventories  to  sales  in 
May  was  still  rising,  hitting  a  three-year  high  of  1.54. 

INVENTORIES  AREN'T  the  only  problem  for  the  in- 
dustrial sector.  It's  also  getting  clobbered  by  export 
weakness,  partly  due  to  the  superstrong  dollar.  So 
don't  expect  much,  if  any,  turnaround  in  factory  pro- 
duction or  payrolls.  In  June,  manufacturing  output  fell 
0.8%,  the  ninth  monthly  decline  in  a  row.  Second-quar- 
ter factory  output  fell  at  an  annual  rate  of  5.9%,  after 
dropping  at  a  7.9%  rate  in  the  first  quarter. 

For  tech  equipment  alone,  output  shrank  at  an  annual 
rate  of  19.4%  last  quarter,  three  times  faster  than  the 
first-quarter  decline.  Overcapacity  remains  a  huge  prob- 
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lem.  Despite  cutbacks  and  plant  closings,  tech  capacity 
grew  at  a  large  22.8%  annual  rate  last  quarter. 

Excluding  tech,  the  factory  news  is  slightly  better. 
Output  declined  at  an  annual  rate  of  4.3%  in  the  second 
quarter,  but  that  was  half  the  size  of  the  first-quarter 
drop.  The  biggest  plus  was  a  quarterly  swing  in  auto 
output,  from  a  27.2%  plunge  to  a  35%  surge. 

AS  GREENSPAN  NOTED,  consumer  spending  has  been 
resilient.  And  demand  has  helped  along  the  inventory 
adjustment.  More  importantly,  households  will  have 
even  more  going  for  them  in  the  second  half  than  in  the 
first  half.  That  includes  not  only  tax  rebates  and  lower 
interest  rates  but  lower  energy  prices  as  well. 

Since  peaking  in  mid-May,  gasoline  prices  nationally 
have  dropped  nearly  20%  (chart),  and  further  declines 
seem  likely.  If  gas  prices  stay  at  about  $1.35  per  gallon, 
the  drop  would  add  some  $30  billion  to  the  purchasing 
power  of  incomes  this  quarter.  That  rivals  the  $38  bil- 
lion in  tax  rebates  in  terms  of  economic  stimulus. 

The  positive  impacts  from  cheaper  fuel  are  already 
showing  up.  The  consumer  price  index  rose  0.2%  in 
June,  with  a  0.9%  drop  in  energy  costs.  The  CPI  could 
decline  in  July,  as  the  full  impact  of  falling  fuel  costs 
works  its  way  through.  Moreover,  the  drop  in  gasoline 
prices  made  June  retail  sales  look  softer  than  they  re- 
ally were.  Overall  sales  rose  0.2%  from  May,  but  ex- 
cluding gas  stations,  retail  sales  were  up  0.4%. 


GERMANY 


FILL  ER  UP: 
GAS  GETS  CHEAPER 


The  problem  is  that  consumer  demand  can  only  go 
far  in  correcting  the  inventory  problem  in  tech  equip- 
ment. Those  goods  are  more  sensitive  to  demand  by 
businesses,  which  are  in  the  middle  of  sharp  cutbacks  in 
their  capital  spending.  Greenspan  said:  "Investment 
spending  ultimately  depends  on  the  strength  of  con-l 
sumer  demand  for  goods  and  services."  But  since  most 
of  that  demand  will  be  satisfied  out  of  existing  inven- 
tories, look  for  continued  downward  pressure  on  tech- 
equipment  output  in  coming  months. 

The  good  news  for  busi- 
nesses is  that  lower  energy 
costs  will  go  straight  to  the 
bottom  line — just  when  profits 
need  the  help.  The  Fed  has 
estimated  that  up  to  a  quarter 
of  the  increase  in  costs  for 
nonfinancial,  nonenergy  busi- 
nesses in  the  fourth  quarter 
reflected  a  larger  energy  bite. 

The  new  positive  supports 
don't  mean  a  second-half  pick- 
up is  a  sure  thing.  But  even  amid  all  his  cautior 
Greenspan  couldn't  help  but  remark:  "It  is  notabl 
how  well  the  U.S.  economy  has  withstood  the  man 
negative  forces  weighing  on  it."  With  some  of  thos 
negatives  now  waning,  the  odds  of  a  second-half  turr 
around  are  improving. 
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NO  GLIMMER  OF  RELIEF  FROM  THE  GLOOM 


Is  the  European  Central  Bank 
fiddling  while  Germany  burns? 
The  euro  zone's  largest  economy 
could  use  help,  but  it  won't  come 
anytime  soon  from  policymakers. 

Weakness  in  retail  sales  and  in- 
dustrial output  sug- 
gests that  German  real 
gross  domestic  product 
fell  in  the  second  quar- 
ter after  rising  at  a 
1.4%  annual  rate  in  the 
first.  And  sagging  or- 
ders hint  that  the  sec- 
ond half  will  be  soft, 
too.  For  all  of  2001, 
real  GDP  growth  is 
sure  to  miss  the  gov- 
ernment's 2%  forecast.  The  econo- 
my grew  3.1%  in  2000. 

Domestic  demand  is  especially 
vulnerable  to  the  drags  of  higher 
energy  costs  and  a  sluggish  labor 
market.  In  1999  and  2000,  the  job- 


INDUSTRY  ACTIVITY 
TAKES  A  NOSEDIVE 


QUARTERLY  PERCENT  CHANGE  AT 
ANNUAL  RATES      'APR  -MAY  AVERAGE 
Data:  DRI-WEFA 


less  rate  fell  almost  VA  percentage 
points.  But  it  has  held  at  9.3%  for 
the  first  six  months  of  this  year. 
That  has  led  to  a  drop  in  con- 
sumer confidence  and  a  decline  in 
shopping.  Retail  volume  in  May 
was  down  about  2% 
from  a  year  ago. 

As  a  result,  domes- 
tic orders  for  German 
factory  goods  so  far 
in  the  second  quarter 
are  down  by  a  2.4% 
annual  rate  when 
compared  with  their 
first-quarter  level.  In- 
dustrial production 
thus  far  in  the  second 
quarter  has  dropped  by  a  10%  an- 
nual rate  from  the  first-quarter 
average  (chart). 

All  this  bad  news  is  darkening 
the  mood  of  company  executives. 
Business  confidence  has  been  sink- 


ing like  a  stone  all  year,  pulled 
down  by  growing  pessimism  for 
both  the  current  economic  climate 
and  expectations. 

Despite  this  backdrop  of  gloom 
the  ecb  remains  intransigent 
against  cutting  interest  rates; 
policymakers  are  sticking  with 
their  mandate  to  fight  inflation — 
not  promote  growth.  The  ECB 
trimmed  rates  by  a  quarter-point 
on  May  10  but  has  held  firm  since 
then.  In  its  July  report,  the  bank 
said  that  current  policy  "remains 
appropriate  to  ensure  price  stabil 
ity  will  prevail." 

The  ECB  is  unlikely  to  cut  rates 
before  its  summer  recess  starts 
on  Aug.  2,  even  though  analysts 
think  euro  zone  inflation  peaked 
back  in  May  at  3.4%.  Given  the 
lags  in  monetary  policy,  the  delaj 
means  Germany  will  receive  little 
stimulus  before  early  2002. 
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very  easy  to  proclaim  that  you  own 
the  network  of  tomorrow.  The  question,  of 
course,  is  what  do  you  have  to  offer  today? 

In  WorldCom's  case,  we  offer  our 
customers  the  world's  most  expansive*  IP 
network.  Namely,  WorldCom's  own  UUNET 
network.  A  network  that  is  already  carrying 
the  data  and  ambitions  of  thousands  of 
companies  to  more  than  65  countries 
around  the  world. 

A  network  that  truly  is  next  generation. 
The  difference  being  that  it's  already 
serving  the  needs  of  this  generation. 
Leave  nothing  to  chance. 


Visit  www.worldcom.com/backup 
or  call  1-888-886-3829  for  a  no  cost, 
no  obligation,  backup  plan. 
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OF  ALL 


PRICE 


WARS 

It's  forcing  Hl 

hardware  makers 
to  rethink-or 
exit-the  business 

Michael  S.  Dell  isn't 
blinking.  Just  as 
computer     sales 
started  to  fall  off 
a   cliff  back   in 
September,  the 
ceo  of  Dell  Com- 
puter Corp.  launched 
the  meanest  price  war  in  the  personal- 
computer  business  since  George  Bush 
Sr.  was  in  the  White  House.  So  far, 
prices  for  Pes — and  servers,  too — have 
plunged  by  as  much  as  50%.  With  prof- 
it margins  falling  fast,  Dell  is  taking  its 
hit  along  with  everyone  else.  But  amid 
what  looks  to  be  one  of  the  worst  down- 
turns in  tech  spending  ever,  Dell's  chief 
figures  he  has  the  low-cost  business 
model  to  tough  it  out  and  grab  market 
share  from  weaker  rivals — he  want 
to  nearly  triple  his  share  of  the 
computer  business  to  40% 

He  just  shouldn't  bank 
on     regaining     those 
profit    margins.     In 
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past  tech  downturns,  the  computer  in- 
dustry could  price-slash  its  way  to 
growth.  Sure,  profits  shrank,  but  that 
was  more  than  offset  by  huge  swells  in 
sales  volumes  as  new  customers  were 
drawn  in.  Trouble  is,  the  combination 
of  a  sluggish  economy,  mature  markets, 
and  more  efficient  products  has  taken 
the  pop  out  of  price  wars.  Today's  price 
cuts    are    only    marginally    boosting 
sales — while  completely  erod 
^>     ing   earnings.   That   means 
tKl     they're    also    setting    the 
<jfc     stage  for  longer-term  prob 
ygL    lems,  since  prices  and  mar- 
™    gins  on  hardware  product; 
rarely  ever  bounce  back.  "All  Dell  is 
accomplishing  is  to  drain  gross 
profit  dollars  out  of  the  PC  seg- 
ment for  everybody,"  says  C.  E. 
Unterberg,  Towbin  analyst  James 
D.  Poyner  Jr. 

Dell  isn't  the  only  one  using  thai 

strategy  as  the  tech  slump  slides  into  it; 

eleventh  month.  From  tiny  silicon  chip: 

to  powerful  computer  servers,  no-holds 

barred  price  wars  fueled  by  OVersup 

ply  and  sluggish  demand  are  raging  ii 

every   corner   of  the   hardware 

market.  And  it's  nol   jus 

old-line  sectors  Ilia 

are    suffering 

Prices  are  plung 


II  is 


I 


lg  even  in  young  markets  ranging  from 
andhelds  to  the  network  routers  sold 
y  the  likes  of  Cisco  Systems  Inc. 
With  sales  and  earnings  getting  ham- 

\/  lered  and  demand  still  falling,  the  hard- 
are  landscape  is  likely  to  appear  radi- 
illy  different  when  the  smoke  clears. 

indeed,  some  business  models  that 
■orked  fine  in  the  old  environment  of 
tiling  margins  and  rising  sales  are  al- 

i  jady  faltering  and  will  likely  break. 

'  omputer  makers  will  have  to  learn 
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how  to  operate  with  ever-thinner  profit 
margins.  Or,  as  Borne  arc  now  doing, 
they'll  have  to  look  for  related  markets 
with  tatter  profit  margins  or  drop  out  of 
businesses.  "We're  in  for  a  round  of  con- 
solidation, and  only  the  fittest  will  sur- 
vive," says  Mare  .lourlait,  director  of 
Hewlett-Packard  Co.'s  network-server 
business. 

A  prime  example:  storage  systems, 
the  washing  machine-size  gear  used  to 
house  and  sort  reams  of  corporate  data. 
Thanks  to  a  battle  to  hang  on  to  market 
share,  the  price  of  storage  products 
from  emc,  ihm,  and  Hitachi  were  down 
24%  in  the  first  quarter,  twice  the  his- 
torical rate  of  12%,  according  to  a  recent 
McKinsey/Merrill  Lynch  study. 

Things  couldn't  get  much 
worse  for  the  chip  sector, 
either.  With  cell-phone  sales 
Hat  and  consumers  turning 
up  their  noses  at  electronic 
gizmos,  semiconductor  sales 
are  expected  to  tumble  21% 
this  year,  according  to  Mer- 
rill Lynch  &  Co.  That  has 
Intel  Corp.  and  archrival 
Advanced  Micro  Devices 
Inc.  locked  in  an  increas- 
ingly costly  price  war.  Even 
slashing  prices  66%  on 
some  desktop-PC  parts  was 
not  enough;  on  July  16,  Intel 
whacked  chip  prices  for  lap- 
top computers  37%,  to  $401. 
NO  SELL  The  cuts  are  play- 
ing havoc  with  earnings.  In 
early  July,  Dell  rival  Com- 
paq Computer  Corp. 
warned  Wall  Street  that 
second-quarter  earnings  will 
come  in  sharply  lower  than 
estimates.  On  July  13,  AMD 
reported  earnings  of  $17.4 
million  for  the  quarter  end- 
ed July  1 — 92%  lower  than 
the  same  quarter  last  year. 
Four  days  later,  Intel 
matched  that  with  an 
earnings  plunge  of 
94%,  to  $196  mil- 
lion. Don't  count 
on  things  easing 
up,  either.  Even  as  AMI)  CEO 
W.J.  Sanders  III  vowed  to  analysts  that 
"we  will  not  lose  market  share"  to  Intel, 
its  bigger  rival  also  promised  to  be  even 
more  aggressive  in  pricing  its  core  Pen- 
tium 4  chips. 

Problem  is,  all  those  cuts  aren't  like- 
ly to  do  what  they've  done  in  the 
past — goose  sales.  Back  in  June,  1992, 
when  the  PC  industry  was  well  into  its 
last  big  slowdown,  Compaq  lopped 
about  50%  off  its  PC  prices.  It  also  re- 


leased an  entirely  new  line  of  low  cost 
computers  that  proved  to  be  a  hit.  The 
following  quarter,  Compaq's  revenue 
grew  50%,  and  the  company  began  a 
surge  that  took  it  to  No.  1  in  world- 
wide PC  unit  sales.  But  that  prize  was 
costly:  In  1993,  Compaq's  gross  margin 
fell  to  24%  from  37%  in  1991,  and  it 
hasn't  been  higher  than  27. 5'V  since. 
Even  though  Compaq's  sales  doubled 
from  1990  to  1993,  pre-tax  profits  fell. 
The  company  earned  $616  million  on 
$7.2  billion  in  revenue  in  1998.  It 
earned  $641  million  on  $3.6  billion  in 
revenue  in  1990. 

This  time,  the  formula  isn't  even 
benefiting  sales,  in  part  because  the  PC 
market  has  matured.  Back  then,  the 


FALLING  FAST 

Prices  for  many  tech  goods  are  being  slashed 
in  an  effort  to  revive  demand. 
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PERSONAL  COMPUTERS 


Dell  PC  with  a  1 -gigahertz 
processor  and  17-in.  monitor 

$1,537      $1,227 


SEMICONDUCTORS 


Intel  Pentium  4 
1.4  gigahertz 

$574        $193 


SERVER 


Sun  Enterprise 
4500 

$86,700    $76,500 


EMC  Symmetrix  8000 

$3*         $2.1* 


Estimates  in  millions 


Data  Company  reports, 
Technology  Business  Research 


cuts  helped  draw  many  new  customers 
into  the  PC  market  for  the  first  time; 
today,  75%  of  buyers  are  replacing  ex- 
isting machines.  And  according  to  Mer- 
rill Lynch,  unit  sales  of  pes  worldwide 
are  expected  to  decline  5%  this  year. 
Nor  are  firesale  prices  persuading  cus- 
tomers to  open  their  wallets — they've 
already  binged  on  too  many  digital  gad- 
gets. "It  used  to  be  that  you  could  cut 
prices  and  people  would  buy  more," 
says  Dataquest  Gartner  analyst  Martin 
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Reynolds.  "There  aren't  customers  for 
this  stuff  at  any  price." 

Now,  companies  are  struggling  to  fig- 
ure out  how  to  survive.  In  the  short 
term,  their  options  seem  limited.  They're 
laying  off  workers  and  squeezing  more  ef- 
ficiencies out  of  supply  chains  while 
scrambling  to  fund  innovations.  And  some 
are  simply  getting  out  of  hard-hit  busi- 
nesses. On  Mar.  23,  Micron  Electronics 
Inc.  dropped  out  of  the  PC  business  to  fo- 
cus on  making  memory  chips.  Then,  on 


June  25,  Compaq  announced  that  it  could 
no  longer  afford  the  cost  of  developing  its 
proprietary  Alpha  chip  technology  and 
will  shut  the  program  down. 

Longer  term,  further  structural 
changes  are  inevitable  as  hardware  com- 
panies adjust  to  permanently  lowered 
margins.  And  that  means  another  big 
downside  throughout  techdom:  less  mon- 
ey to  invest  in  the  operations  of  the  busi- 
ness or  to  fund  research  and  develop- 
ment, the  soul  of  an  industry  that  prides 


itself  on  innovation.  With  chip  earnings 
so  slim,  for  example,  there's  less  to  plow 
into  next-generation  plants  or  capital 
equipment — moves  chipmakers  have  to 
take  years  in  advance  to  be  competitive. 
Computer  makers  such  as  Gateway, 
HP,  and  Compaq  will  also  come  under  in- 
creasing pressure  to  change  their  busi- 
ness models — or  come  up  with  new  ones. 
That  will  mean  pushing  additional  ser- 
vices with  their  products  or  working  with 
partners  to  off-load  some  of  the  costs. 


FLASH  PROFITS 


THE  CARNAGE  GETS  WORSE 

Profits  at  bellwether  companies  slid  in  the  second  quarter 


Welcome  to  the  earnings  recession. 
Economists  may  debate  the 
health  of  the  economy,  but  there's 
little  doubt  where  Corporate  America 
stands:  Profits  have  shrunk  for  three 
consecutive  quarters  now.  Higher  ener- 
gy costs,  the  gut- wrenching  hangover 
from  tech-spending  excesses,  and  the 
strong  dollar  have  all  contributed  to  a 
slowing  economy — and  con- 
tinue to  take  a  heavy 
toll  on  earnings. 

That's  despite 
seemingly  strong  rev- 
enue gains.  Although 
overall  sales  rose  8% 
in  the  second  quarter 
from  the  year  before, 
BusinessWeek's  flash 
profit  survey  of  90  bell- 
wether companies 
shows  that  net  in- 
come shriveled  34%. 
But  on  a  closer  look, 
sales  weren't  so  hot 
either.  Much  of  the 
jump  stems  from  Enron  "^^■^^^* 
Corp.'s  196%  revenue  gain. 
Barring  that,  overall  sales  were  flat. 
DEPRESSED.  Nor  is  the  carnage  over 
yet.  First  Call/Thomson  Financial  says 
earnings  will  drop  8%  in  the  third  quar- 
ter. Worse,  recent  earnings  surprises 
have  the  Boston  firm  backing  away  from 
a  projected  3.3%  profit  recovery  in  the 
fourth  quarter.  So  far,  811  companies 
have  warned  of  lower  second-quarter 
earnings,  up  from  263  a  year  ago.  "You 
don't  switch  from  record  earnings  warn- 
ings to  normal  overnight,"  says  Charles 
L.  Hill,  First  Call's  director  of  research. 
Few  sectors  escaped  the  bloodbath. 
Tech  companies  continued  to  lead  the 


downturn:  Intel  Corp.'s  net  dropped 
94%  on  depressed  demand  for  chips, 
while  Motorola  Inc.'s  $759  million  quar- 
terly loss  was  one  of  the  worst  among 
the  90  companies.  Carmakers  and  air- 
lines didn't  fare  much  better.  General 
Motors  Corp.'s  profits  plunged  73%  on 
weaker  sales  and  losses  from  overseas 
units.  "The  strong  dollar  is  becoming 
an  increased  problem  in  the 
marketplace,"  says  gm 
cfo  John  Devine. 
Among  carriers,  UAL 
Corp.  was  one  of 
the  worst  performers, 
posting  a  $292  million 
loss.  Corporate  travel 
cuts  will  force  losses  at 
most  major  carriers. 
The  financial  services 
sector  was  a  mixed  bag. 
Citigroup's  net  rose 
9%,  to  $3.7  billion, 
on  higher  global  busi- 
ness growth.  But 
venture  capital  invest- 
ments in  technology  dealt 
Wells  Fargo  &  Co.  an  $87 
million  loss. 

There  were  few  surprises  among  the 
quarter's  star  performers.  Jack  Welch 
will  retire  with  his  legacy  as  a  master  of 
strong  and  consistent  earnings  intact: 
General  Electric  Co.  earnings  rose  15%, 
to  $3.9  billion.  Pharmaceuticals  were 
also  healthy.  Pfizer  Inc.'s  net  surged 
56%  to  $1.8  billion,  and  Johnson  &  John- 
son's climbed  9%,  to  $1.5  billion,  on  in- 
creased drug  sales.  Good  thing.  If  the 
economy  stays  sick,  we're  all  going  to 
need  plenty  of  painkillers. 

By  Pallavi  Gogoi  in  Chicago,  with 
bureau  reports 


CURRENT  QTR  SALES 
(MILLIONS) 


INDUSTRIALS 


252,707.3 


ABBOTT  LABORATORIES  4,099.1 

ALCOA  5,991.0 

BLACK  &  DECKER  1,070.4 

BOEING  15,374.0 

BOISE  CASCADE  1,889.8 


CATERPILLAR  5,488.0 

COCA-COLA  5,293.0 

COCA-COLA  ENTERPRISES  4, 105.0 

CONAGRA  FOODSttt  6,437.6 

CUMMINS  1,461.0 

DANA  2,797.0 
DELPHI  AUTOMOTIVE  SYSTEMS     6,944.0 

DOVER  1,138.6 

EASTMAN  KODAK  3,592.0 

FORD  MOTOR  42,314.0 


GENERAL  DYNAMICS 

2,962.0 

GENERAL  ELECTRIC 

31,977.0 

GENERAL  MOTORS 

46,119.0 

GLOBAL  MARINE 

376.4 

GUIDANT 

656.3 

HARLEY-DAVIDSON 

850.9 

INTERNATIONAL  PAPER 

6,686.0 

JOHNSON  &  JOHNSON 

8,342.0 

KRAFT  FOODS 

8,692.0 

MAYTAG 

1,069.0 

NIKEttt 

2,483.3 

PEPSI  BOTTLING  GROUP 

2,060.0 

PFIZER 

7,686.0 

TEMPLE  INLAND 

1,062.0 

TEXTRON 

3,288.0 

TYCO  INTERNATIONAL  i  i 

8,776.5 

UNITED  TECHNOLOGIES 

7,332.0 

WEATHERFORD  INTERNATIONAL       573.0 

WHIRLPOOL 

2,585.0 

WILLAMETTE  INDUSTRIES 

1,136.3 

SERVICES 

134,269.4 

AMR 

5,583.0 

BANK  OF  AMERICA 

NA 

BANK  ONE 

NA 

BED  BATH  &  BEYOND 

575.8 

BEST  BUYt 

3,697.0 

CIRCUIT  CITY  GROUPt 

1,881.7 

CITIGROUP 

27,854.0 

CNF 

1,256.6 

COSTCO  WHOLESALE!  1 

7,718.9 

DOW  JONES 

484.1 

FEDEXtll 

5,117.0 

FIRST  UNION 

NA 
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Last  month,  Compaq  CEO  Michael  D. 
Capellaa  said  that  within  the  next  four 
years,  he  wanted  the  company's  higher- 
margin  service  revenues  to  grow  from 
one  tilth  of  total  sales  to  one-third.  And 
on  July  16,  to  bulk  up  service  revenues, 
HP  agreed  to  pay  $610  million  for  the 
computer-services  operation  of  Comdisco 
Inc.,  which  had  just  filed  for  Chapter  11. 
Even  the  strong  will  have  to  adjust. 
Dell  is  pushing  into  new,  higher-margin 
markets,  too.  On  July  18,  the  company 
announced  that  it  will  enter  the 
network-switch  business,  another 
sign  that  it  is  seeking  refuge  from 


falling  margins  on  pes  and  servers. 

Others  are  trying  novel  pricing 
schemes'.  IBM,  HP,  and  Compaq  are  offer- 
ing big-server  customers  a  radically  in- 
novative utility- type  system.  Equipped 
with  tracking  meters,  customers  get 
monthly  bills  based  on  their  usage  in- 
stead of  having  to  buy  the  server  out- 
right. While  it's  too  early  to  tell  how 
popular  this  will  be,  Compaq  claims  its 
new  plan  lowers  a  customer's  total  bill  by 
up  to  20%.  For  computer  makers,  the 
benefit  is  a  steady  revenue  stream  amid 
falling  sales. 

In  the  last  downturn,  Dell  ended  up 


figuring  out  a  low-cost  business  model 
that  turned  the  PC  industry  upside 
down.  "The  funny  thing  about  the  tech- 
nology business,"  says  Michael  Nevens, 
a  managing  partner  at  McKinsey  &  Co., 
"is  you  never  know  when  someone  is 
going  to  come  up  with  that  'Aha!'  prod- 
uct or  business  model."  So  far,  no  'Aha!' 
developments  have  emerged  from  this 
downturn.  But  if  history  is  any  guide, 
keep  listening. 

By  Ira  Sager,  with  Faith  Keenan,  in 
New  York,  Cliff  Edwards  in  San  Ma- 
teo, Andrew  Park  in  Dallas,  and  bu- 
reau reports 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Mike  France 


GET  READY  FOR  WINDOWS  XP.  TROSTDOSTERS  ARE 


M 


Iicrosoft  has  a  big  day  ahead.  On 
Oct.  25,  the  company  is  planning  a 
massive  party  to  celebrate  the 
launch  of  Windows  xp,  the  latest  version 
of  its  desktop  operating  system.  Chair- 
man William  H.  Gates  III  has  called  it 
his  most  important  new  product  since 
Windows  95.  He  isn't  the  only  one 
who's  excited:  The  whole  PC  indus- 
try is  counting  on  XP  to  ignite  con- 
sumer spending  and  end  its  worst 
doldrums  in  a  decade. 

But  the  party  may  not  go  off 
as  planned.  The  Justice  Dept., 
which  was  expected  to  approach 
Microsoft  Corp.  with  kid  gloves, 
appears  to  be  taking  aim  at  the 
new  operating  system.  And 
some  state  attorneys  general 
are  charging  that  XP,  which  will 
come  bundled  with  an  impres- 
sive array  of  new  technology,  is 
a  dangerous  landgrab.  Embold- 
ened by  last  month's  appeals- 
court  ruling  that  the  company 
violated  the  Sherman  Antitrust 
Act,  they  are  investigating 
whether  Microsoft  is  illegally 
using  XP  to  extend  its  domi- 
nance into  new  markets. 

So  far,  Justice  is  mum  about 
its  views  on  the  new  product.  But  ac- 
tions speak  louder  than  words.  In  a  sur- 
prise move  on  July  13,  incoming  Justice 
antitrust  chief  Charles  James  joined  a 
couple  of  the  attorneys  general  in  a  re- 
quest to  quickly  get  a  new  judge  as- 
signed to  the  Microsoft  case.  The  mo- 
tion signaled  that  the  Bush  Administration 
could  be  tougher  on  the  company  than 
expected — and  wants  to  impose  new  re- 
strictions on  its  business  practices  as 
soon  as  possible.  Microsoft  responded 
on  July  18  with  its  own  motion  asking 
the  court  to  reaffirm  the  company's  con- 
trol over  the  design  of  Windows. 


The  government's  moves  raise  the 
possibility  that  it  may  intervene  to  slow 
XP's  rollout.  Specifically,  it  might  seek  an 
injunction  halting  the  release  of  the 
blockbuster  product  in  the  next  few 
weeks — a  gutsy  move  that  would  roil 
the  PC  industry.  Even  if  trustbusters 
don't  go  that  far,  they  will  be  able  to  air 
their  concerns  soon,  either  in  court  or  at 
the  bargaining  table.  "Microsoft  may  be 
repeating  some  of  its  predatory  prac- 
tices," says  Connecticut  Attorney  Gen- 
eral Richard  Blumenthal.  "If  it  uses  XP 
to  extend  its  monopolistic  power  in  the 
operating  system,  that's  a  real  problem." 


m 
Gates  is  well  aware  that  XP  is  un  "' ' 
scrutiny.  So  he  has  taken  a  few  sn  m 
steps  to  appease  critics,  such  z  ^ 
giving  PC  makers  and  con-  &' 
sumers  more  power  to  ch  * J 
non-Microsoft  products,  her 
he's  still  playing  hardba  P 
other  issues.  For  instan  ' ' u; 
he  is  withdrawing  Sun  J  & 
crosystems'  Java  technol  ^ 
from  XP.  That  means  We  to> 
plications  using  Java  wc  W 
run  on  XP  without  inst;  & 
extra  software.  More  i  M 
portant,  Gates  is  adam  p 
that  his  company  can  j  '  ■ 
any  new  technology  it  P 
wishes  into  the  operat:  is  8 
system.  In  Microsoft's  »fti 
18  motion,  it  asked  th«  p 
peals  court  to  reconsid  W 
portion  of  its  ruling  su  K 
gesting  that  it  might  r  r  ri< 
have  that  right. 
SHOWDOWN.  Bill's  coi  p 
ment  to  bundling  coul  H 
the  stage  for  a  show  I 
over  XP's  design.  Give  M 
industry  dependence  o  ■ 
crosoft,  the  fight  has  in  M 
tions  far  beyond  Redi  ■ 
The  Acs  believe  that  last  month's  ki 
bars  the  company  from  wrapping  an  li 
ture  into  XP  that  could  hobble  a  nc  tai 
crosoft  competing  software  "platfon 
program  that  serves  as  a  base  for 
applications. 

According  to  Blumenthal  and  ot    - 
government  lawyers,  three  XP  feat  teu 
may  fit  this  description.  The  first  i  i: 
stant  messaging,  a  technology  exp<  s 
to  one  day  offer  a  wide  variety  of  p 
services,  such  as  programs  that  he  f;,; 
engineers  in  different  locations  wo  ^- 
the  same  blueprints  at  the  same  ti 
The  second  is  Microsoft's  Passport 


Bundle  With 
Caution 

Trustbusters  could 
hare  these  Windows 
XP  features  in  their 
crosshairs: 

Data  BusinessWeek 


INSTANT  MESSAGING 


Like  the  Net  browser,  this 
feature  will  grow  to  support  a 
variety  of  new  services,  such 
as  programs  that  let  engineers 
on  different  coasts  work  on  the 
same  blueprints.  Trustbusters 
want  to  ensure  that  rival  ser- 
vices aren't  squelched. 


PASSPORT/HAILSTORM 


This  complex  technology  forms 
the  infrastructure  for  a  variety 
of  new  subscription  services. 
For  example,  Expedia  hopes  to 
use  it  to  alert  travelers  when 
their  flights  are  late.  Critics 
worry  that  it  gives  Microsoft  too 
much  power. 


This  music  and  video  softw 
is  going  to  become  a  corne 
stone  for  new  products  and 
will  be  increasingly  import 
to  consumers.  Antitrust  cor. 
are  afraid  that  Microsoft's 
version  will  kill  competitor 
RealNetworks. 


36  BusinessWeek  /  July  30,  2001 


ieation  technology,  which  verifies  a 
oner's  identity  and  will  allow  the  de- 
ment of  a  new  breed  of  services — 
1  Microsoft  is  calling  Hailstorm — 
:an,  for  example,  send  an  alert  when 
sumer's  plane  is  late.  Finally,  there 
ndows  Media  Player,  which  allows 
uters  to  play  music  and  video.  It 
one  day  serve  as  a  platform  for 
'orms  of  entertainment, 
th  the  imminent  launch  of  XP,  an- 
t  lawyers  have  been  analyzing 
ier  any  of  its  new  features  might 
foul  of  the  appellate  court's  ruling. 
i  tough  to  figure,  because  the  final 
>n  of  XP  hasn't  been  released,  and 
gal  definition  of  what  constitutes  il- 
bundling  remains  unclear. 
MANDATE."  If  the  appeals  court  ac- 
Microsoft's  request  to  clarify  its  ear- 
uling,  that  may  provide  some  guid- 
But  no  matter  how  the  judges  rule 
e  company's  new  motion,  many  ex- 
believe  that,  in  the  long  run,  trust- 
rs  could  have  a  hard  time  stopping 
soft  from  bundling  these  features  into 
["here  is  no  general  mandate  in  the 
Circuit's   opinion   for  radical   un- 
ing,"  says  Iowa  University  antitrust 
ir  Herbert  J.  Hovenkamp,  who  has 
id  the  AGs. 

isider  instant  messaging.  Of  xp's 
features,  this  is  the  one  that  gov- 
?nt  lawyers  probably  have  the  best 
e  of  attacking,  because  instant 
iging  could  support  a  wide  variety 
ovative  products.  For  example, 
fame  software  using  the  technology 
.  let  multiple  users  play  against 
)ther.  Microsoft  is  also  clearly  try- 
■  leverage  its  Windows  monopoly  to 
a  customer  base  for  its  messenger 
ti  rather  than  those  produced  by 


;  it's  not  an  open-and-shut  case.  In- 
messaging  could  never  be  the  type 
•ad  platform  that,  say,  Netscape's 
;ator  browser  could  have  been.  The 
er  of  programs  suitable  to  run  on 
iging  software  is  much  smaller 
;he  number  able  to  run  on  a 
;er,  so  the  Netscape  precedent  set 
appeals  court  decision  may  not 

ippiy- 

M  ■  bottom  line:  Any  potential  legal 
m  age  to  Microsoft's  bundling  deci- 
in  XP  is  no  sure  thing.  But  that 
lot  stop  the  trustbusters  from  try- 
he  reason?  The  company  is  betting 
j  y  on  xp's  success.  Threatening  to 
Jill's  party  may  be  the  best  way  to 
m  to  the  bargaining  table. 
With  Jay  Greene  in  Seattle  and  Dan 
y  in  Washington 


THE  INTERNET 

MICROSOFT'S 
FIRST-CUSS  DEAL 

It  sold  Expedia  for  cheap-but 
gets  passengers  for  Hailstorm 

Two  years  ago,  Expedia  Inc.  CEO 
Richard  Barton  was  anxious  for 
Microsoft  Corp.  to  spin  off  the  on- 
line travel  agency.  So  he  pasted  a  pho- 
to of  Steven  Ballmer,  then  Microsoft's 
president,  on  his  International  Associ- 
ation of  Travel  Agents  card  and  waved 
it  in  front  of  him.  "Do  you  want  to  be 
the  world's  largest 
travel  agent?  Because 
I  do,"  Barton  said. 
Ballmer,  Mi- 
crosoft's CEO 
now,  got  the 
message. 

Six  months 
later  Microsoft 
sold    20%    of 
Expedia  in  an 
initial    public     ' 
offering.       It      ~ 
later  sold  an 
additional  10%,  and 
on     July     16,     it 
agreed  to  unload 
the  rest  to  Barry 
Diller's    USA    Net 
works    Inc.    for    s 


Ui 


USA'S  PRIZE:  A  full  line  of  travel  services 


deal  valued  at  $1.3  billion  to  $1.5  billion. 
At  first  glance,  it  looks  like  a  mighty 
good  deal  for  Diller,  and  a  mighty 
strange  one  for  Microsoft.  After  all,  the 
folks  in  Redmond  are  hardly  slouches  at 
negotiation,  yet  USA  is  getting  the 
shares  for  as  much  as  20%  below  what 
they  were  trading  before  the  deal  was 
announced.  And  Expedia  is  no  dot- 
bomb;  it's  a  leader  in  one  of  the  few 
promising  e-commerce  businesses.  The 
forecast  of  a  cash  profit  this  year  has 


DILLER  AND  BARTON:  Expedia  is  one 
of  the  few  e-biz  successes 

pushed  its  stock  up  nearly  fivefold,  to 
$49.67,  since  January. 

Moreover,  the  benefits  for  Diller  are 
clear.  USA  has  spent  the  last  six  years 
building  a  company  that  uses  its  TV 
programs  to  drive  business  to  its  Web 
shopping  sites.  Expedia  adds  an  im- 
portant piece  to  the  puzzle:  it  will  link 
to  usa's  discount  lodging  service,  the 
Hotel  Reservation  Network,  and  to  its 
recently  acquired  cruise  and  vacation 
package  company,  the  National  Leisure 
Group  Inc.  Later  this  year,  USA  will 
add  a  new  travel  channel.  The  mar- 
riage of  TV  and  direct  shopping  "is  in- 
evitable, and  it's  now  in  evidence,"  says 
Diller. 

INSTANT  ALERTS.  So  why  is  Microsoft 
selling  Expedia  so  cheaply?  For  one 
thing,  it  is  generating  accounting  losses 
that  pinch  Microsoft's  earnings.  But 
more  important,  Microsoft  may  need 
Diller  more  than  Diller  needs  Expedia. 
USA  Networks  has  a  database  of  30  mil- 
lion customers  who  have  shopped  on  its 
Home  Shopping  Network  or  bought 
tickets  through  its  Ticketmaster  busi- 
ness. Microsoft  badly  wants  those  cus- 
tomers for  its  Hailstorm  service — a 
technology  under  development  that  will 
let  companies  notify  customers  of  spe- 
cific events  and  automatically  update 
their  calendars  when  they  make 
appointments  online.  Microsoft  sees 
Hailstorm,  for 
which  it  will 
charge  a  month- 
ly fee,  as  a  key 
new  revenue 
stream. 

Already,  Ex- 
pedia has  be- 
come a  Hail- 
Storm  poster 
child  with  a 
service  that 
alerts  travelers  by 
e-mail  or  pager 
when  their  flights 
are  delayed.  But 
Hailstorm  needs 
more  than  Expedia 
to  make  it  fly,  and 
~  Microsoft  figures 
getting  closer  to  Diller  and  his  array  of 
e-companies  will  help,  "usa  Networks 
has  a  broad  reach . . .  which  Microsoft 
can  leverage  to  reach  consumers,"  says 
Microsoft  Vice-President  Yusuf 
Mehdi. 

Microsoft  may  have  sold  Expedia  on 
the  cheap.  But  Gates  &  Co.  know  how 
to  build  new  businesses.  And  the  payoff 
from  this  deal  could  be  huge. 

By  Jay  Greene  in  Seattle,  with 
Ronald  Grover  in  Los  Angeles 
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COMMENTARY 


By  Ronald  Grover  and  Tom  Lowry 


FOR  MEDIA  GIANTS,  HOW  BIG  IS  BIG  ENOUGH? 


It's  likely  to  be  a  long  season  next 
year  for  Philadelphia  sports  fans 
who  get  their  TV  from  satellite 
systems  like  DirecTV  or  the 
dish  network.  That's  because 
Comcast  Corp.,  whose 
Sports  Net  Channel  broad- 
casts games  by  the  76ers 
basketball  team  and  hock- 
ey's Flyers,  won't  license 
to  satellite  carriers.  But 
Philly  sports  nuts  aren't 
the  only  folks  who  are  dis- 
turbed. As  part  of  Comcast's 
$54.9  billion  bid  to  buy  AT&T's 
cable  assets,  it  intends  to 
slash  what  it  pays  for  pro- 
gramming by  up  to  $500  mil- 
lion, sending  shivers  through 
just  about  every  media  com- 
pany that  owns  cable  chan- 
nels— or  wants  to. 

Not  that  AT&T  is  in  the 
bag  for  Comcast,  by  any 
stretch.  On  July  18,  AT&T  reject- 
ed Comcast's  offer;  one  source  close 
to  the  board  says  it  would  like  near- 
er to  $75  billion.  Still,  Comcast's  bid 
is  a  deafening  wake-up  call  for  media 
companies.  It  has  forced  even  such 
behemoths  as  aol  Time  Warner  Inc. 
and  Walt  Disney  Co.  to  wonder 
whether  they  are  large  enough  to  ef- 
fectively compete  in  a  fast-consolidat- 
ing world  in  which  one  or  two  gar- 
gantuan media  conglomerates  may 
control  access  to  up  to  half  America's 
TV  homes. 

BLOCKED  PIPELINE?  Indeed,  the 
question  reverberating  around  media 
boardrooms  is:  How  big  is  big 
enough?  Disney  President  Robert  A. 
Iger  says  he  and  Chairman  Michael 
Eisner  spend  "20  of  our  24  hours"  a 
day  worrying  about  whether  a  rival 
can  block  their  programs.  Until  now, 
it  had  been  an  industry  given  that 
Disney  programming  is  a  must-carry 
on  cable  systems.  But  now,  Disney 
and  other  media  giants  worry  that 
the  balance  of  power  could  shift  in 
favor  of  huge  cable  operators.  "We're 
not  cowed,"  Iger  says.  "But  we're  al- 
ways monitoring  and  can  change  our 
approach  accordingly." 

Even  aol  Time  Warner,  with  its 
massive  reach,  is  looking  worried.  A 


To  ensure  that  their 
content  makes  it  into 
homes,  programmers 
think  they  must  own 
cable  or  satellite 
assets,  too 

year  ago,  when  the  cable  and  Inter- 
net companies  merged,  aol  Time 
Warner  was  the  one  that  had  other 
media  operations  worried.  But  now, 
AOL  Time  Warner  is  studying  its  own 
bid  for  AT&T's  cable  assets  to  ensure 
that  the  huge  system  will  carry  aol's 
Net  and  TV  offerings. 

Meanwhile,  Rupert  Murdoch's 
News  Corp.  is  solving  its  distribution 
worries  by  snatching  up  an  alterna- 
tive: It  will  soon  close  a  deal  to  buy 
DirecTV  from  General  Motors  Corp. 
That  will  give  Fox  a  fast-growing 
satellite  service  to  beam  programs  to 
homes.  And  still  other  programmers 
have  asked  Disney  to  take  the  lead 
in  making  a  joint  bid  for  AT&T,  which 


it  has  so  far  resisted.  "Ultimately, 
this  is  a  game  that  will  be  won  by 
the  biggest  player,  and  access  to 
the  consumer  is  the  most  im- 
portant part  of  all,"  says  Mc- 
Kinsey  &  Co.  media  consultant 
Michael  J.  Wolf. 

So  how  big  do  media  compa- 
nies need  to  be?  No  one  seems 
to  know,  but  all  figure  they're 
not  there  yet.  Already,  there 
are  signs  of  friction  between 
those  who  own  the  pipes  into 
homes  and  those  who  want  to 
fill  them.  Last  year,  Disney 
fought  off  Time  Warner  Cable, 
which  took  abc  off  some  of  its 
cable  systems  in  a  contract 
dispute.  A  public  clamor  got 
abc  back  on  the  air,  and  Dis- 
ney won  new  deals  for  its 
Toon  Disney  and  SoapNet 
channels.  Yet  in  June,  Disney 
had  to  take  its  new  ESPN 
News  channel  off  a  handful  of 
systems  owned  by  Charter  Commu- 
nications in  another  contract  dispute. 

Since  new  channels  and  services 
are  the  lifeblood  of  media  companies, 
more  dustups  of  this  sort  are  likely. 
Even  with  federal  rules  intended  to 
keep  programs  from  being  blocked, 
smart  media  companies  will  find  a 
way  to  favor  their  own  programs  at 
the  expense  of  rivals'.  You  can  bet 
that  Murdoch,  should  he  get  DirecTV, 
will  offer  sports  programs  to  his  sub- 
scribers that  won't  be  available  to 
Comcast.  And  when  aol  rolls  out  its 
aW-Soprauos  cable  channel,  others 
will  have  to  pay  dearly  to  show  it. 

The  irony  is  that  Comcast — even  if 
it  is  able  to  win  control  of  AT&T's  ca- 
ble assets — may  not  be  large  enough 
to  thrive  without  more  original  pro- 
gramming. DirecTV  now  tries  to  nab 
Comcast  viewers  using  exclusive  pro- 
football  games.  "If  DirecTV  is  interest- 
ed in  giving  us  access  to  its  exclusive 
football  package,  we  would  be  happy 
to  give  them  Comcast  Sports  Net," 
says  President  Stephen  B.  Burke. 
Fair  enough.  But  there  could  always 
be  a  bigger  player  to  stiff  the  deal. 

Grover  and  Lowry  cover  tin'  media 
ami  entertainment  industry. 
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JUST  HOW  DEEP  ARE 
THOSE  TEEN  POCKETS? 

fouth-apparel  chains  are  branching  into  ever-smaller  niches 


It's  a  typical  summer  day  in  the  San 
Fernando  Valley.  Economic  slowdown 
or  not,  the  malls  are  swarming  as 
.eens  with  nothing  but  time  on  their 
lands  and  allowances  in  their  pockets 
:heck  out  the  scene.  And,  lately,  no 
)lace  has  been  packing  them  in  more 
,han  Hollister  Co.  at  the  Westfield  Shop- 
)ingtown  Mall  in  Canoga  Park,  Calif. 
The  new  chain,  an  offshoot  of  Aber- 
Tombie  &  Fitch  Co.  that  opened  last 
rear,  is  geared  to  the  wanna-be 
mrfer-and-skateboarder  teens. 
'After  they  opened,  everybody 
it  school  said:  'What  a  great 
store,  you  have  to  see  it!'" 
pushes  15-year-old  Vanessa 
,Vhite,  who's  picked  up  15 
;hirts  and  10  pairs  of  pants 
here  in  the  past  four  months. 

Retailers  across  the  country  are 
>etting  big  that  there  are  plenty 
nore  buyers  like  Vanessa  around. 
)espite  the  worst  slowdown  in 
he  retail  sector  since  the  early 
990s,  a  raft  of  teen  retailers 
ire  branching  out  into  ever 
mailer  slices  of  the  highly 
egmented    youth    market. 
Nearly  a  dozen  chains  are 
aunching  new  store  concepts. 
?heir  target?  Anyone  from 
he  7-  to  12-year-olds  known 
S  tweens  in  the  marketing 
rorld,  to  the  teenagers  and 
roung  adults  they  imitate. 

Largely,  though,  it  is  a 


teen  fad.  Pembroke  Pines  (Fla.)-based 
Claire's  Stores  Inc.,  which  operates  3,000 
teen  stores  under  four  names,  is  testing 
a  chain  called  Velvet  Pixies  that  will 
cater  to  preteen  girls  with  name-brand 
clothes  like  mudd  and  Esprit.  Aber- 
crombie  &  Fitch's  Hollister  is  going  after 
a  slightly  younger  group  than  its  preppy 
parent  with  lower  prices.  And  City 
of  Industry  (Calif.)-based  Hot 
Topic  Inc.,  which  draws  the  MTV 
crowd,  has  started  Torrid  to  offer 
trendy  fashions  for  large-size 
girls  age  15  to  29. 

But  just  because  every- 
one's doing  it  doesn't  mean 
the  mad  rush  to  the  segment 
is  a  smart  move.  On  July  12, 
most  retailers — including  many 
aimed     at     youths — reported 
down    year-over-year    same- 
store  sales  for  June,  the  seventh 
straight  soft  month  for  specialty 
stores.  Abercrombie  &  Fitch,  for 
example,  saw  sales  fall  4%,  while 
Pacific  Sunwear  of  California 


HER  VERDICT?:  An  11-year-old  inspects 
the  wares  at  a  trial  Velvet  Pixies  store 

Inc.  experienced  a  7%  drop.  But  even  as 
sales  have  softened,  openings  of  spe- 
cialty stores  aimed  at  youths  are  grow- 
ing at  a  17%  clip — more  than  double 
the  rate  of  the  specialty-apparel  sector 
overall,  according  to  Salomon  Smith 
Barney.  "Everybody  is  saturating  their 
niches,"  admits  Maria  Schaefer,  vice- 
chairman  of  Claire's  Stores. 
IRRESISTIBLE.  The  spin-off  drive  smacks 
of  the  overreaching  that  has  such  nation- 
al chains  as  Gap  Inc.  hurting.  It  has  post- 
ed four  consecutive  quarters  of  declining 
same-store  sales,  with  overexpansion 
causing  its  Gap,  Banana  Republic,  and 
Old  Navy  divisions  to  cannibalize  sales. 

Still,  many  retailers  can't  resist  the 
fact  that  teenagers  are  the  fastest-grow- 
ing population  group.  Teenage  Research 
Unlimited,  a  Northbrook  (111.)  market 
researcher,  says  that  the  number  of 
teens  will  rise  7%  by  2010,  to  33.9  mil- 
lion, the  largest  teen  market  ever. 

To  avoid  Gap's  fate,  today's  specialty 
operators  are  casting  smaller,  more  spe- 
cialized nets.  Stores  are  geared  to  par- 
ticular teen  styles  and  niches,  or  tighter 
age  groupings.  Hollister  appeals  to  wan- 
na-be surfers,  for  example,  while  the 
soon-to-be-opened  mishmash  chain 
draws  the  older  sisters  of  girls  shop- 
ping at  parent  chain  Limited  Too. 

Moreover,  with  their  own  growth  lim- 
ited, the  parent  chains  say  they  have  lit- 
tle choice.  Abercrombie,  for  example, 
already  has  275  units  of  what  it  be- 
lieves can  be  a  400-store  store.  To  pre- 
vent overlap,  it  gave  Hollister  stores  a 
different  look  and  aimed  them  younger. 
And  by  targeting  mishmash  to  a  slight- 
ly older  crowd,  Limited  Too  execs  hope 
to  steer  customers  there  as  they  age. 

But  plenty  of  overlap  exists.  Hollister 
targets  the  same  teens  as  Pacific  Sun- 
wear.  And  its  d.e.m.o.  division  offers 
the  same  urban  style  as  Claire's  Mr. 
Rags  unit.  "There  will  be  a  shakeout," 
predicts  Gerald  R.  Szczepanski,  chief 
executive  of  teen  clothier  Gadzooks  Inc. 
The  chains  need  only  look  to  their  big- 
ger cousin,  Gap,  to  see  what  can  happen 
when  a  good  thing  goes  too  far. 

By  Robert  Berner  in  Chicago,  with 
Christopher  Palmeri  in  Canoga  Park, 
Calif. 


Kids'  Stuff 

Three  successful 
youth  clothing 
chains  and  their 
spin-offs  that 
take  aim  at  other 
segments 


ABERCROMBIE  & 
FITCH  Already  a  teen 
favorite,  the  chain  is 
taking  aim  at  kids 
aged  7  to  14  with  its 
Hollister  stores.  Surf- 
style  clothes  will  go 
for  30%  less  than  at 
A&F. 


LIMITED  TOO  The 

girls'  sportswear 
specialist  will  target 
older  sisters. 
Seven  mishmash 
stores  will  feature 
shoes,  cosmetics, 
and  intimate 
apparel. 


HOT  TOPIC  Tweens 
and  teens  love  its 
rock-video-inspired 
clothes.  The  Torrid 
'offshoot  will  sell 
plus-size,  edgy 
clothes  for  15-  to 
29-year-old 
women. 
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SECURITY 


REVENGE  OF 

THE  DOWNSIZED  NERDS 

Computer  sabotage  by  ex-workers  is  rising 


The  agents  on  the  computer  intrusion 
squad  at  the  San  Francisco  FBI  bu- 
reau thought  they  had  seen  every- 
thing when  it  came  to  hackers.  But  since 
the  tech  meltdown  began  late  last  year, 
the  Silicon  Valley  G-men  have  discov- 
ered a  new  breed:  laid-off  dot-com- 
mers  and  other  techies  who 
are  out  for  revenge.  In  one 
case  under  investigation,  an 
axed  systems  administrator 
hacked  back  into  his  former 
company's    computers,    then 
published  user  I.  D.s,  passwords, 
and  secret  company  information  in 
public  chat  rooms.  Another  pink- 
slipped  worker  sent  bawdy  e-mails — 
complete  with  a  pornographic  picture 
attached — to  everyone  at  the  high-tech 
company  where  he  had  worked. 
And  at  an  import-export  outfit, 
the  ceo  can't  access  any  of  his 
old  e-mail:  A  former  employee 
wiped  it  all  out. 

These  computer  criminals  are 
part  of  a  new  sort  of  cyber 
saboteur:  the  disgruntled  ex-em- 
ployee. In  recent  months,  axed 
workers  have  posted  a  compa- 
ny's payroll  on  its  intranet,  plant- 
ed data-destroying  bugs,  and 
handed  over  valuable  intellectual 
property  to  competitors.  Although 
exact  numbers  are  hard  to  come  by, 
computer  security  experts  say  it  is  fast 
becoming  the  top  technical  concern  at 
many  companies.  "This  is  a  major 
threat,"  says  Internet  Trading  Tech- 
nologies ceo  Craig  Goldberg. 
COSTLY  DAMAGE.  Take  the  FBI's  San 
Francisco  office,  which  saw  just  three 
cases  of  disgruntled  ex-employees  break- 
ing into  corporate  networks  last  year.  So 
far  this  year,  it  has  15.  In  Boston,  no 
cases  were  reported  in  2000;  now,  there 
are  four.  That  may  not  sound  like  much, 
but  most  companies  want  to  avoid  neg- 
ative publicity  and  don't  report  such 
crimes.  "This  is  just  the  tip  of  the  ice- 
berg," says  James  Hegarty,  supervisor 
of  the  FBI's  computer  crime  squad  in 
Boston.  "We  think  it's  phenomenally 
underreported." 

Of  course,  fired  workers  have  always 
exacted  revenge  on  their  former  em- 
ployers. But  this  time,  they're  capable  of 


much  greater 
damage.  More 
than  ever,  companies 
depend  on  computer 
networks  that  are  vulnera- 
ble to  electronic  sabotage.  With  more 
than  30,000  Web  sites  filled  with  hacking 
tools  that  any  grade-schooler  could  use, 
today's  brand  of  getting  even  is  far  eas- 
ier for  alienated  workers  to  pull  off.  It's 
also  far  more  costly  for  companies.  The 
FBI  estimates  the  cost  of  the  average 
insider  attack  at  $2.7  million. 

Many  of  the  attacks  amount  to  low- 
level  extortion.  One  systems  adminis- 
trator at  a  hospital  encrypted  patient 


files  once  she  learned  she  would  be  laid 
off.  She  then  offered  to  fix  the  problem 
immediately  in  exchange  for  severance, 
a  cash  payout,  and  a  no-prosecution 
agreement.   The  hospital  signed  the 
"golden  parachute,"  as  computer-secu- 
rity experts  call  such  deals,  and  subse- 
quently was  unable  to  press  charges. 
So  who  is  the  typical  perpetrator  of 
cyber  sabotage?  An  introvert  prone 
to  nursing  grudges,  says  Bethesda 
(Md.)-based  Political  Psychology  As- 
sociates Ltd.  Researchers  have  iden- 
tified six  common  traits  in  attack- 
ers: a  history  of  personal  or 
social  frustrations,  heavy  com- 
puter usage,  loose  ethics,  re- 
duced loyalty,  a  sense  of  enti- 
tlement, and  lack  of  empathy. 
Companies  rarely  know 
how  many  computers  they 
have  or  who  is  authorized 
to  use  them.  And  they  of- 
ten don't  immediately  ter- 
minate their  ex-workers' 
access.  Worse,  one  comput- 
er-security consultant  cites  a 
case  in  which  a  laid-off  worker  even 
managed  to  use  the  password  of  a  dead 
co-worker  to  log  back  into  a  company's 
network,  because  the  dead  man's  profile 
hadn't  yet  been  deleted.  International 
Data  Corp.  estimates  that  as  many  as 
30%  of  a  company's  approved  users  are 
no  longer  around.  Many  executives  also! 
make  the  mistake  of  assuming  firewalls| 
will  protect  them.  But  a  third  of  com- 
panies using  firewalls  say  they're  stillj 
hacked  into,  according  to  the  Compute] 
Security  Institute. 

That's  why  taking  some  simple  pre 
ventative  steps  to  centralize  compute] 
access  can  save  a  lot  of  money.  Compa- 
nies such  as  E*Trade  Group  Inc.  am 
Oppenheimer  Funds  Inc.  are  racing  t< 
install  the  latest  in  security  software 
which  offers  the  ability  to  instant! 
block  laid-off  workers  from  their  entin 
networks.  How  times  have  changed 
year  ago,  companies  begged  to  get  em 
ployees  to  stay.  Now,  they're  doin 
everything  they  can  to  keep  forme: 
workers  away. 

By  Michelle  Conlin  with  Alex  Salket 
er  in  New  York 


Drill aqc      Ex-employees  are  increasingly  seeking  revenge  on  their 

DlYVHiil      former  employers.  Here's  how  companies  ran  fight  back: 


►Terminate  ►Inform  workers 

employees'  com-  that  divulging 

puter  access  just  company  secrets 

before  they  are  and  intruding  via 

handed  pink  computer  are  se- 

slips  rious  crimes 


►Treat  laid-off  ►Require  remain- 
workers  with  re-  ing  employees  to 
spect:  Most  cases  change  passwords 
of  corporate  sabo-  ►Sweep  the  com- 
tage  and  hacking  puter  system  to 
are  inside  jobs  detect  intruders 
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Now  we've  made  paying  bills  online 
as  secure  as  paying  them  by  mail. 

Introducing  USPS  eBillPay. 
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USPS  eBillPay 


Now  you  can  receive  and  pay 
bills  online  with  the  people 
7   you've  always  trusted  to 
/  deliver  to  your  mailbox— the 
U.S.  Postal  Service.  Because 
even  if  our  delivery  methods 
change,  our  secure,  reliable 
service  stays  the  same.  Find 
out  more  about  USPS  eBillPay 
at  www.usps.com 
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A  NEW  MESSAGE 
AT  AOL 

FOR       MONTHS,       AOL       TIME 

Warner  executives  have  con- 
fidently proclaimed  that  de- 
spite the  economic  downturn, 
the  media  giant  would  deliver 
on  its  aggressive  revenue  and 
cash-flow  growth  targets  for 
2001.  Wall  Street  largely 
seemed  to  believe  it,  sending 
AOL  shares  up  by  as  much  as 
20%  since  early  January.  But 
the  company's  second-quarter 
revenue  gain  of  3%,  to  $9.2 
billion,  fell  short  of  analysts' 
expectations  because  of  weak 
advertising  and  lower  rev- 
enues in  the  music  and  pub- 
lishing divisions.  The  short- 
fall spread  fears  that  AOL 
might  not  be  as  immune  to 
a  sour  economy  as  its  execs 
have  promised.  The  news 
sent  aol's  stock  down  10%, 
to  $44.65  that  day.  aol  ceo 
Gerald  Levin  predicted  that  a 
strong  second  half  will  help 


CLOSING    BELL 


COKE  ISN'T  IT 

Investors  in  Coca-Cola  Enter- 
prises probably  aren't  hum- 
ming a  jingle.  The  world's 
largest  bottler  reported 
worse-than-expected  second- 
quarter  income  and  said  it 
will  cut  3%  of  its  workforce. 
The  culprits:  currency  swings, 
grocery  price  wars,  and 
lackluster  ad  support 
from  parent  Coca-Cola.  CCE's 
shares  dropped  15%  on  the 
news,  to  $15.05,  on  July  18. 


JULY  11,  01  JULY  18 

I  Markets 


42  BusinessWeek  /  July  30,  2001 


aol  achieve  its  aggressive 
15%  revenue  growth  target, 
to  $40  billion,  for  the  year. 

THE  THRILL  IS  GONE 
FORVCs 

FOR     THE      FIRST     TIME      IN 

almost  30  years,  venture  cap- 
italists posted  negative  re- 
turns in  their  portfolios  for 
two  consecutive  quarters.  Ac- 
cording to  a  July  18  study  by 
researcher  Venture  Econom- 
ics, U.  S.  funds  were  hit  with 
an  average  loss  of  8.9%  for 
the  first  quarter  of  2001.  This 
follows  a  13.4%  loss  in  the 
fourth  quarter  of  2000.  The 
bad  news  stems  from  the 
stock  market's  steep  decline 
as  well  as  plummeting  valua- 
tions for  private  companies 
backed  by  venture  capitalists. 
Experts  say  that  the  industry 
is  unlikely  to  feel  relief  any- 
time soon. 


AMEXGETSABAD 
TASTE  FROM  JUNK 

AMERICAN    EXPRESS   SAID   ON 

July  18  that  it  would  cut 
4,000  to  5,000  jobs  and  take 
an  $826  million  charge  to  cov- 
er severance  costs  and  losses 
in  its  investment  portfolio. 
The  move  came  as  a  surprise 
to  analysts  and  investors, 
who  anticipated  that  AmEx 
earnings  would  be  on  track 
following  an  Apr.  2  write- 
down. All  told  this  year, 
AmEx  wrote  off  more  than 
a  third  of  2000's  $2.81  billion 
net  income,  while  cutting  7% 
of  its  workforce.  Large  in- 
vestments in  high-yield  secu- 
rities are  to  blame  for  the 
losses,  the  financial-services 
giant  said. 


TOUGH  LOVE 
FORSUVs? 


THE  DETROIT  AUTO  MAKERS 
seem  fresh  out  of  pals  in 
Washington,  and  that's  going 
to  cost  them.  The  National 
Academy    of   Sciences    will 


HEADLINE!*:   KATHERINE  GRAHAM 


1917-2001 


A  PIONEER  AMONG  WOMEN 

in  journalism,  Washington 
Post  Co.  Chairwoman 
Katherine  Graham  died 
July  17  at  age 
84.  In  1963, 
Graham  became 
the  first  woman 
to  run  a  major 
media  company, 
when  her  hus- 
band committed 
suicide  and  she 
took  over  The 
Washington 
Post. 

Graham's  Post 
helped  set  the  national 
agenda  with  its  co-publica- 
tion of  the  Pentagon  Pa- 
pers and  its  Watergate 
coverage.  In  the  process, 
she  transformed  an  also- 
ran  paper  that  her  father 
had  bought  out  of  bank- 


ON  HER  WAY:  1967 


ruptcy  in  1933  into  one  of 
the  nation's  best,  and  built 
a  media  empire  around  it. 
The  company,  which  has 
revenues  of  $2.4 
billion,  includes 
Newsweek  and  six 
TV  network  affili- 
ates. After  Gra- 
ham passed  con- 
trol of  the 
company  to  her 
son,  Donald  E. 
Graham,  in  1991, 
she  wrote  her 
memoirs,  Personal 
~  History,  for  which 
she  won  a  Pulitzer  Prize. 
Graham  was  interested 
in  business  until  the  end: 
She  was  attending  Allen  & 
Co.'s  annual  media  powwow 
in  Idaho,  where  she  died  af- 
ter a  fall. 

Lorraine  Woellert 
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soon  recommend  that  Con- 
gress stiffen  the  fuel  economy 
regulations  for  auto  makers. 
The  Bush  Administration  has 
said  that  it  will  use  the  nas 
report  to  decide  which  way 
it  will  lean  in  the  fuel  econo- 
my debate.  Congress  is  on 
the  same  page  as  the  NAS. 
There  are  several  proposals 
in  the  House  and  Senate  that 
would  raise  fuel  economy 
standards.  By  law,  vehicles 
sold  by  the  car  companies 
must  average  27.5  miles  per 
gallon  for  cars  and  20.7  mpg 
for  trucks  and  sport-utility 
vehicles  or  the  auto  makers 
must  pay  fines.  Most  propos- 
als would  push  the  truck  re- 
quirements closer  to  the  pas- 
senger car  mandate  over  a 
period  of  five  to  seven  years. 


ANOTHER  PERFECT 
ROUND  BY  TIGER 


TIGER  WOODS  MAY  WIN  MORE 
tournaments  and  bag  the 
most  prize  money.  But  the 


Tiger  Effect  is  making  his  fel 
low  golf  pros  a  lot  richer,  too. 
That  was  evident  on  July  16, 
when  the  pga  Tour  an 
nounced  a  new  four-year  TV 
deal  that  takes  effect  in  2003 
Industry  sources  put  the  val- 
ue of  the  contract  with  ABC, 
NBC,  cbs,  and  three  cable  out- 


lets at  about  $850  million,  Jf», 
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50%  above  the  tour's  current 
TV  deal.  Credit  Woods  and 
his  knack  for  attracting  mil 
lions  of  new  viewers  for  mosi 
of  the  increase.  While  ratings 
for  the  major  team  sports 
have  declined,  the  TV  audi 
ence  for  golf  is  up — way,  way 
up  when  Woods  is  teeing  off, 


ETCETERA... 
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■  Boeing  raised  its  annual  rev 
enue  forecast  by  $1  billion 

■  Albertson's  will  close   l(i.r 
of  its  2,541  stores. 

■  Apria  Healthcare  said  tha 
its  Medicare  overcharges  ;tn< 

penalties  could    range    Iron 

$4.8  billion  to  $9  trillion, 
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WOOING  LATINOS: 

HOW  FAR  WILL  BUSH  GO? 


As  trial  balloons  go,  it  ranked  right  up  there  with  the  Hin- 
denburg.  Only  hours  after  the  White  House  leaked  word 
that  President  Bush  might  grant  amnesty  to  some  3  mil- 
lion Mexicans  illegally  residing  in  the  U.  S.,  the  Administration 
began  backtracking  in  the  face  of  vehement  opposition  from 
conservatives.  What  the  President  actually  has  in  mind,  the 
Bushies  now  say,  is  a  traditional  form  of  limited  amnesty. 

Is  this  retreat  cause  for  gloom  at  La  Casa  Blancal  Hardly. 
Just  by  broaching  the  idea  of  a  massive  outreach  proposal  for 
Latinos,  Bush  has  demonstrated  two  things:  that  he  gave  due 
consideration  to  Mexican  President  Vi- 
cente Fox's  call  for  an  open-border  pol- 
icy, and  that  he's  serious  about  an  ar- 
dent pursuit  of  the  Hispanic  vote. 

Fact  is,  without  a  Hispanic  strategy, 
Republicans  face  serious  problems.  De- 
spite hailing  from  Texas  and  speaking 
passable  Spanish,  Bush  received  just  a 
third  of  Latino  votes  in  2000.  White 
House  political  guru  Karl  Rove  be- 
lieves it  is  essential  to  up  his  boss's 
support  from  the  nation's  fastest-grow- 
ing minority  group  in  a  2004  reelec- 
tion bid.  Without  improving  his  stand- 
ing with  this  constituency,  Bush  could 
face  defeat  in  several  closely  contested  SIMPATICO:  Bush  on  the 
states  that  he  carried  last  year,  includ- 
ing  Florida,  Nevada,  Arizona,  and  Colorado. 

Not  surprisingly,  the  drive  for  Hispanic  votes  has  been  ex- 
tensive. Bush  delivered  the  first  weekly  Presidential  radio 
address  in  Spanish,  ordered  an  end  to  U.  S.  Navy  bombing  on 
the  Puerto  Rican  island  of  Vieques,  emphasized  his  opposition 
to  English-only  initiatives,  and  put  more  Latinos  in  top  jobs 
than  any  Administration,  among  them  White  House  Counsel 
Alberto  R.  Gonzales  and  Housing  Secretary  Mel  Martinez. 

Although  many  of  Bush's  actions  could  be  seen  as  symbolic, 
his  backing  for  liberalized  immigration  has  policy  implications 
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2000  campaign  trail 


CAPITAL  WRAPUP 


MINIMUM  TAX,  MAXIMUM  PAIN 

►  For  hundreds  of  thousands  of 
American  families,  the  Bush  tax  cut 
may  wind  up  being  a  tax  hike  in  2002. 
How  can  that  be?  Large  households, 
especially  in  high-tax  states,  may  lose 
the  ability  to  claim  major  tax  credits — 
notably  the  Hope  and  Lifetime  Learn- 
ing credits  for  higher  education  costs — 
because  they  are  hit  by  the  alternative 
minimum  tax.  A  parallel  tax  code  de- 
signed to  entrap  tax-shelter  abusers, 
the  amt  wipes  out  deductions  for  state 
and  local  taxes,  and  numerous  credits. 


The  Bush  tax  cut  shields  the 
per-child  credit  and  the  break  for 
adoption  expenses  from  the  amt  until 
2010.  But  other  credits  lose  their  pro- 
tection next  year. 

Higher  tax  bills  will  fuel  a  growing 
backlash  against  the  amt,  but  there's 
little  hope  for  change  this  year:  Busi- 
ness has  dibs  on  the  small  pot  of  mon- 
ey available  for  additional  tax  cuts. 

MAX  BACKS  E-TAX  FREEZE 

►  A  powerful  new  player  may  soon 
join  the  ongoing  flap  over  Internet 
taxes.  Senate  Finance  Committee 


that  could  generate  goodwill  with  Hispanics.  "Politically,  this  is 
a  stroke  of  genius,"  says  Andy  Hernandez,  a  political  scientist 
at  St.  Mary's  University  in  San  Antonio.  "This  gives  the  Pres- 
ident a  foot  in  the  door  into  the  Latino  community." 

Still,  the  strategy  has  risks.  For  one  thing,  the  Hispanic  pop- 
ulation is  not  monolithic.  If  he  is  seen  as  catering  to  those  of 
Mexican  origin,  Bush  could  create  a  backlash  among  other 
Latinos.  "From  a  social  justice  perspective,  this  makes  no 
sense,"  says  Rudolfo  de  la  Garza,  vice-president  of  the  Tomas 
Rivera  Policy  Institute,  a  Hispanic  think  tank  in  Claremont, 
Calif.  "Other  Latino  groups  will 
protest."  And  Democrats  already  are 
accusing  Bush  of  blatant  pandering. 
COURT  TEST.  While  Bush  may  come  off 
as  personally  simpatico  to  Latinos,  po- 
litical opponents  insist  he  doesn't  speak 
their  language  on  issues  such  as  gun 
control,  affirmative  action,  and  social 
spending.  No  question,  Bush  could 
stand  some  improvement  with  Span- 
ish-speaking voters.  A  June  Pew  Re- 
search Center  survey  found  that  42%  of 
Latinos  approved  of  his  job  perfor- 
mance, vs.  50%  for  all  Americans. 

The  ultimate  gesture?  That  could  be 
the  appointment  of  a  Hispanic  to  the 
Supreme  Court.  Gonzales  is  sure  to  be 
on  the  short  list,  but  already  the  Right  is  balking.  With  pro- 
choice  Justice  David  Souter  as  a  constant  reminder,  conserva- 
tives will  only  back  nominees  who  have  expressly  opposed 
abortion  rights.  That  rules  out  Gonzales,  who,  as  a  Texas 
Supreme  Court  justice,  voted  against  anti-abortion  forces  in  a 
case  involving  parental  consent  for  Texas  abortions.  Whether 
El  Presidents  is  willing  to  stick  with  Gonzales  or  picks  anoth- 
er Hispanic  like  pro-life  U.  S.  Appeals  Court  Judge  Emilio  M. 
Garza  will  reveal  how  genuine  his  Latino  outreach  truly  is. 

By  Richard  S.  Dunham  and  Alexandra  Starr 


Chairman  Max  S.  Baucus  (D-Mont.), 
who  has  had  little  to  say  about  the 
squabble,  is  considering  a  limited  ex- 
tension of  the  moratorium  on  Net  ac- 
cess fees. 

High-tech  companies  want  a  five- 
year  continuation  of  the  congressional 
freeze,  which  expires  in  October.  Gov- 
ernors want  the  issue  resolved  now. 

Baucus,  whose  panel  must  sign  off 
on  Internet  tax  legislation,  fears  there 
is  not  enough  time  to  settle  the  con- 
troversy by  October.  So  he  may  ask 
Congress  to  extend  the  freeze  for  six 
months  or  a  year. 
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TAKING  ON  BMW 

Can  Toyota  lure  Japanese  yuppies  from  their  German  iron?; 


When  young  Tokyo  professionals 
shop  for  wheels  these  days, 
chances  are  they'll  drive  right 
past  the  local  Toyota  dealer- 
ship. While  Japan's  No.  1  auto  maker 
still  has  half  of  Japan's  high-end  car 
market,  affluent  30-  and  40-somethings 
increasingly  find  its  offerings  dull  and 
"old."  The  prestige  cars  in  Japan  these 
days  are  made  by  Mercedes-Benz,  BMW, 
and  Audi.  Combined  Japanese  sales  of 
this  formidable  trio  have  grown  34% 
over  the  past  decade. 

The  hearty  appetite  for  fancy  Ger- 
man metal  has  Toyota  Motor  Co. 
spooked.  "Higher-priced  sedans  are  a 
traditional  base  of  strength  for  Toyota," 
says  Yasuhiko  Fukatsu,  managing  di- 
rector for  domestic  luxury  sales.  "But 
BMW  and  Mercedes-Benz  are  doing  a 
better  job  attracting  younger  buyers." 
Toyota  also  is  increasingly  worried  about 
a  resurgent  Nissan  Motor  Co.,  which  is 
staging  a  comeback  in  the  sedan  niche. 
Toyota's  answer:  Run  its  rivals  off 
the  road.  To  do  so,  it  is  unleashing  on 


Japan  a  dozen-plus  new  or  improved 
vehicles.  Besides  updating  such 
midrange  standbys  as  the  Camry,  Toy- 
ota is  bulking  up  on  eye-candy  luxury 
models,  most  of  which  sell  for  $30,000  to 
$60,000.  Among  them:  fully  loaded  ver- 
sions of  the  muscular  and  decidedly 
BMW-ish  Verossa,  the  remodeled  Lexus 
es  300  (known  in  Japan  as  the  Win- 
dom),  and  a  Mercedes-like  sedan  called 
the  Brevis.  Toyota  is  even  debating 
marketing  cars  at  home  under  the 
Lexus  badge,  which  now  exists  only 
overseas. 

Aging  customers  are  a  problem  for 
Toyota  everywhere,  but  nowhere  more 
than  in  Japan.  Most  of  the  folks  buying 
such  luxury  Toyota  sedans  as  the  best- 
selling  Crown  are  graying  executives 
who  started  out  with  entry-level  Toy- 
otas in  the  1950s  and  1960s.  By  contrast, 
upwardly  mobile  Japanese  wouldn't  be 
caught  dead  in  a  Crown,  a  $30,000  sedan 
often  used  as  a  taxi.  Consider  Shunsuke 
Kurita,  a  46-year-old  interior  designer 
who  drives  a  black  1999  BMW  318i.  "It's  a 


P 


status  symbol  more  than  anything  else, 
but  I  figure  a  BMW  has  better  resale  val 
ue  than  domestic  cars,"  he  says.  "Toyotaji , 
sedans  have  a  fuddy-duddy  image." 

Still,  why  all  the  fuss?  After  all,  for- 
eign imports  account  for  less  than  10% 
of  the  Japanese  auto  market.  Well,  what, 
worries  Toyota  is  that  up-and-coming 
Japanese  drivers  will  develop  the  kind 
of  loyalty  to  their  German  imports  that 
their  parents  had  to  Toyota.  Were  that 
to  happen,  Toyota  could  lose  out  on  fu- 
ture sales  to  drivers  now  in  their  late, 
thirties  and  early  forties. 
HOOKING  THEM  YOUNG.  Here,  the  Ger 
mans'  global  strategy  of  going  down 
market  poses  a  real  danger.  Car  owner* 
can  start  off  with  entry-level,  semi-lu? 
Bimmers  and   Benzes  for  as  little  as 
$30,000,  perhaps  trading  up  to  high-em 
models  later  on.  Take  Kurita:  He  plan) 
to  trade  up  to  a  5-Series  BMW  next  yea 
As  pari  of  their  intensive  effort   to  at 
tract  more  Kuiitas,  BMW  and  Mercede 
have  cut  prices  on  many  of  the  model 
they  sell  in  Japan — no  hardship,  givei 
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the  euro's  weakness  against  the  yen. 

Toyota,  meanwhile,  relies  on  fat  mar- 
gins from  luxury  models  to  fund  devel- 
opment of  less  lucrative  cars  like  the 
Vitz  subcompact  and  to  offset  losses  on 
slow  starters  like  the  Prius  gasoline- 
electric  hybrid.  Prestige  cars  are  in- 
creasingly important  to  Toyota's  bottom 
line  because  demand  for  them  at  home 
has  held  up  despite  slower  sales  of  more 
utilitarian  models.  Toyota's  high-end  cars 
also  are  cash  cows  in  the  U.  S.,  where 
the  Lexus  line  is  popular.  Due  in  large 
part  to  robust  luxury  sales,  Toyota's 
global  operating  income  is  expected  to 
hit  a  record  high  of  $8  billion  this  year. 

While  Toyota  can  afford  to  spend 
heavily  on  a  new  line  of  luxury  models, 
the  strategy  could  still  backfire.  "Toyota 
risks  overextending  itself  with  too  many 
similar  models  chasing  after  too  few 
customers,"  says  Noriyuki  Matsushima, 
an  analyst  at  Nikko  Salomon  Smith 
Barney  in  Tokyo.  The  similarity  stems 
in  part  from  the  fact  that  Toyota  is 
sharing  platforms  with  existing  models 
rather  than  developing  new  engines  and 
chassis.  The  es  300,  for  instance,  is 
based  on  the  Japanese  version  of  the 
Camry,  and  the  Brevis  shares  parts 
with  the  midprice  Progres. 

Company  officials  acknowledge  there 
may  be  some  overlap  but  say  the  strat- 
egy reduces  risk  by  substantially  low- 
ering development  costs.  Besides,  they 
add,  the  cars'  fresh  new  look  will  help 
rekindle  "latent"  demand.  "Less  tradi- 
tional styling  will  bring  people  back  to 
•sedans,"  says  Kyoji  Sasazu,  Toyota's 


man  in  charge  of  domestic  marketing. 
Hence  the  Verossa,  a  $30,000-plus 
car  that  looks  and  sounds  nothing  like 
a  Toyota.  Featuring  a  sinewy  body  and 
sharply  flared  grill,  the  Verossa  evolved 
from  a  concept  sketched  three  years 
ago  by  designer  Takayuki  Watanabe, 
who  was  just  27  at  the  time.  It  has  a 
distinctive  marque — the  stylized  claws 
of  a  wild  beast — and  a  guttural  roar. 
"We'd  really  like  BMW  drivers  to  take  it 
for  a  ride,"  Toyota  President  Fujio  Cho 

LUXURY  WARS 


TOYOTA* 


GERMAN* 


▲  THOUSANDS 
♦INCLUDES  SUCH  LUXURY  CARS  AS  THE  CROWN,  SOARER, 
AND  WINDOM 
"INCLUDES  AUDI,  BMW,  AND  MERCEDES-BENZ  CARS 
Data:  Japan  Automobile  Dealers  Assn.,  Japan 
Automobile  Importers  Assn. 

said  at  the  Verossa's  July  6  launch. 
Toyota's  challenge  comes  not  just 
from  BMW  and  Mercedes  but  also  from  a 
rejuvenated  Nissan.  In  June,  Japan's 
No.  2  luxury  auto  maker  rolled  out  its 
sleek  new  Skyline  sedan.  The  $27,500 
car  targets  those  partial  to  BMW's  3-se- 
ries  and  slightly  more  expensive  5-series 
cars.  "We  half-jokingly  nicknamed  the 
new  Skyline  our  4-series  car,"  says 
Kazuhiko  Ieda,  Nissan's  chief  market- 


ing manager  for  luxury  cars.  Orders  for 
the  Skyline,  a  revival  of  a  cult  classic 
originally  launched  in  1989,  topped  4,000 
units  the  first  month  it  was  on  sale. 

How  are  Toyota's  new  models  stack- 
ing up  against  rivals'?  So  far,  the  re- 
sults are  mixed.  Sales  of  the  home  ver- 
sion of  the  Lexus  sc  430  convertible, 
launched  in  Japan  in  April  as  the  Soarer, 
are  double  Toyota's  initial  estimates. 
Most  buyers,  however,  are  not  yuppies 
but  moneyed  50-year-olds.  TV  ads  for 
the  Brevis,  a  long-hooded  sedan  with  a 
blunt  rear,  feature  a  fortyish,  jeans-clad 
narrator  and  the  boomer-friendly  1972 
tune  Saturday  in  the  Park  by  Chicago. 
But  despite  the  middle-age  pitch,  half 
of  the  5,000  people  who  bought  the  Bre- 
vis in  June  were  on  the  other  side  of  60. 
DOWDY.  Besides  a  dearth  of  yuppie  mo- 
biles, Toyota  is  being  hurt  by  lackluster 
brand  identity  at  its  luxury-car  show- 
rooms. No  matter  what  price  the  Toy- 
ota, buyers  get  the  same  aftersales  ser- 
vice and  dowdy  showroom.  "What 
Toyota  needs  is  at  least  two  different 
brands  in  Japan,  like  it  has  in  the  U.  S. 
with  Lexus,"  says  analyst  Matsushima. 

Toyota  has  long  debated  launching 
the  Lexus  brand  in  Japan,  but  it  is 
wary  of  alienating  dealers.  Change  may 
be  afoot,  though.  "It's  hard  to  say  if 
Lexus  is  right  for  Japan,"  says  Manag- 
ing Director  Fukatsu.  "But  we  must  do 
more  to  make  our  luxury  models  stand 
out  from  the  crowd."  And  beat  back 
those  pesky  Germans. 

By  Chester  Dawson 
in  Tokyo 
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FRANCE 


THE  SWORD  HANGING  OVER 
CREDIT  LYONNAIS 

Can  the  French  government  rescue  the  bank  again? 


The  hottest  seat  in  European  finance 
has  to  be  Jean  Peyrelevade's.  The 
chairman  of  France's  Credit  Lyon- 
nais  is  fighting  for  his  bank's  indepen- 
dence: The  early  July  expiration  of  a 
pact  among  core  shareholders  not  to 
sell  leaves  the  institution  vulnerable. 

Peyrelevade  is  also  fighting  for  his 
reputation.  He  is  given  credit  for  re- 
building Credit  Lyonnais  after  past  mis- 
management but  still  can't  shake  a  scan- 
dal stemming  from  its  purchase  of  a 
failed  California  insurer  called  Executive 
Life  Insurance  Co.  10  years  ago.  Claim- 
ing Credit  Lyonnais  fraudulently  gained 
control  of  Executive  Life,  California's 
state  Insurance  Dept.  is  suing  the  bank. 
And  in  Washington,  the  Justice  Dept.  is 
winding  up  a  grand  jury  in- 
vestigation that  could  result 
in  the  bank's  criminal  indict- 
ment. The  Federal  Reserve 
could  also  fine  Lyonnais  or  lift 
its  U.  S.  banking  license. 

For  all  these  pressures, 
Peyrelevade — whom  the  bank 
says  isn't  at  risk  personally 
of  an  indictment — seems  cool 
and  calm  in  an  interview.  The 
Executive  Life  deal?  "It's 
heavy,  it's  sad,  and   it  has 

CEO  PEYRELEVADE:  Powerful 
friends  in  high  places 


lasted  a  long  time.  But  I  am  not  a  pes- 
simist." The  takeover  threat  to  Credit 
Lyonnais?  "It's  true,  'independent'  is 
not  a  word  I'd  use  in  the  long  term  for 
Credit  Lyonnais.  But  why  rush  into  ne- 
gotiations now  when  our  results  and 
our  market  capitalization  will  be  in- 
creasing over  the  next  [few]  years?" 

One  reason  for  Peyrelevade's  calm 
may  be  a  fresh  strategy  to  resolve  the 
Executive  Life  affair.  An  all-out  effort  to 
avoid  a  federal  criminal  indictment  is 
under  way,  featuring  a  new  actor:  the 
French  government,  which  has  finally 
thrown  its  weight  behind  the  bank.  On 
June  26,  lawyers  representing  France, 
Credit  Lyonnais,  and  the  Consortium 
de  Realisation,  which  assumed  its  bad 


PEYRELEVADE'S  PRIDE 

Lyonnais  shares  have  outperformed  the  market 
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DARK  DAYS:  assets,  met  with  Fed 

A  takeover  is  officials.  French  For- 
a  possibility  eign  Minister  Hubert 
"  Vedrine  has  discussed 
the  case  with  Secretary  of  State  Colin 
L.  Powell.  President  Jacques  Chirac  and 
Prime  Minister  Lionel  Jospin  are  ex- 
pected to  raise  the  matter  with  the 
White  House.  Lyonnais  officials  don't 
expect  Justice  to  act  until  September. 

The  issues  date  to  1991,  when  the 
California  Insurance  Dept.  seized  Ex- 
ecutive Life  after  its  $9  billion  junk- 
bond  portfolio  collapsed.  The  state  sold 
the  bonds  to  Altus  Finance,  then  a 
Credit  Lyonnais  unit.  A  new  entity,  Au- 
rora National  Life  Assurance  Co.,  os- 
tensibly owned  by  French  investors, 
bought  Executive  Life's  insurance  port- 
folios, since  banks  couldn't  own  insurers 
under  the  now-repealed  Glass-Steagall 
Act.  But  according  to  documents  filed  in 
the  case,  Lyonnais  controlled  Aurora 
via  secret  agreements.  Then,  in  1998,  a 
French  whistle-blower  told  U.S.  au- 
thorities about  the  secret  deal.  In  early 
1999,  the  California  Insurance  Dept. 
sued  Credit  Lyonnais,  alleging  fraud 
and  seeking  restitution  of  up  to  $2  bil- 
lion in  alleged  profits.  The  Justice  Dept. 
and  Fed  probes  followed. 
DAMAGE  CONTROL.  Bank  sources  say 
Peyrelevade  wants  to  resolve  the  Jus- 
tice Dept.  matter,  possibly  by  admitting 
that  Altus  technically  hid  control  of  Au- 
rora in  an  agreement  that  would  let  the 
bank  avoid  criminal  charges.  Peyrele- 
vade's other  imperative  is  to  clear  his 
own  image.  His  office  got  a  fax  explain- 
ing the  Executive  Life  deal  days  after 
he  arrived  at  the  bank,  according  to 
documents  that  the  bank  says  it  gave  to 
the  Justice  Dept.  But  bank  officials  say 
Peyrelevade  never  signed  the  fax,  mean- 
ing he  didn't  read  it.  He  says  he  only 
learned  of  the  front  operation  on  Dec 
31,  1998,  and  told  the  Fed  then. 

Credit  Lyonnais'  foes  claim  victory  is 
close.  "About  the  only  thing  left  to  do 
is  measure  up  Peyrelevade  for  an  or- 
ange [prison]  jumpsuit,' 
quips  Gary  L.  Fontana,  a 
partner  at  San  Francisco 
law  firm  Thelen  Reid  & 
Priest  LLP  who  now  repre- 
sents the  California  Insur- 
ance Dept. 

Other  lawyers  insist 
Peyrelevade  runs  no  sue! 
risk.  If  he  gets  out  of  this 
bind,  history  may  rememhei 
him  as  the  man  who  save 
Credit  Lyonnais.  This  sag; 
isn't  over,  though. 

By  John  Roaaom 
in  Pari 
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COMMENTARY 

By  Stephen  Baker  and  Christina  White 

WHY  'PORNO  CHIC  IS  RILING  THE  FRENCH 


Nudity's  nothing  new, 
at  least  in  Paris.  But 
check  out  the  bill- 
boards in  the  Metro  or 
along  the  Boulevard  des 
Italiens,  and  you  see  the 
traditional  flesh-happy  ad- 
vertisements taking  a 
more  provocative  turn. 
Posted  on  bus  shelters 
throughout  the  city  is 
Yves  St.  Laurent's  ghostly 
white  naked  woman,  ca- 
ressing herself  into  a  state 
of  ecstasy.  She's  selling 
perfume.  Other  ads  fea- 
ture women  who  are 
bruised,  bullied,  even  con- 
sorting with  animals.  One 
recent  billboard  for  the 
fashion  house  La  City 
showed  a  woman,  wearing 
only  underpants,  sugges- 
tively posed  on  all  fours 
next  to  a  sheep. 
A  SHRUG?  It's  all  part  of  a 
marketing  push  known  in 
France  as  porno  chic.  You 
would  think  the  people 
who  gave  the  world  the 
Marquis  de  Sade  and  the 
Folies  Bergeres  would 
greet  these  ads  with  a 
shrug.  But  porno  chic  ap- 
pears to  be  ruffling  even 
the  famously  tolerant 
French.  A  government  poll 
finds  that  70%  of  the 
French  are  "more  shocked  than 
ever"  by  the  new  sexual  ads,  and 
two-thirds  find  at  least  some  of  them 
objectionable. 

With  polling  numbers  like  that,  it 
was  just  a  matter  of  time  before  the 
French  state  weighed  in.  On  July  12, 
Prime  Minister  Lionel  Jospin's  gov- 
ernment released  a  report  decrying 
ads  that  "degrade  and  humiliate" 
women.  The  authors  of  the  report 
recommend  amending  France's  120- 
year-old  press-freedom  law,  which  al- 
ready outlaws  race,  religious,  and 
gender  bigotry,  to  prohibit  images 
degrading  women.  "Nude  women  in 
advertising  don't  pose  any  problem," 
says  Brigitte  Gresy,  an  official  in  the 
Employment  Ministry  and  coauthor 
of  the  report.  "It's  the  violence  and 
degradation  that  offends  people." 

Is  this  electoral  posturing  for 
women's  votes,  as  critics  claim?  Nat- 


DEGRADING? 

If  the  most  tolerant 
nation  is  offended, 
advertisers  will  listen 


urally,  there's  a  bit  of 
that.  The  presidential 
vote  is  only  nine 
months  away.  But 
Jospin's  push  makes 
sense  for  society,  not 
only  in  France  but  around  the  world. 
Marketers,  led  by  the  luxury  houses, 
find  themselves  in  a  race  to  establish 
bold  and  sexy  brands.  This  is  awfully 
hard  to  pull  off  in  places  like  France, 
where  even  the  anti-cellulite  ads  in 
pharmacy  windows  feature  glam- 
orous photos  of  naked  models.  The 
marketplace  is  so  crowded  with 
beautiful  bodies — most  of  them  fe- 
male— that  it  pushes  innovators  to 
branch  out  into  the  morally  question- 
able world  of  porno  chic  and  beyond. 

The  result  not  only  degrades 
women  but  also  undermines  their 
struggle  for  fair  treatment.  By  re- 
leasing the  report  and  threatening 


legislation  that  would  make 
advertisers  more  vulnera- 
ble to  legal  challenges, 
the  French  government  is 
attempting  to  set  limits. 
Enfin. 

And  who  better  to  draw 
this  line  than  the  French? 
Unlike  the  Americans,  the 
French  are  no  one's  idea  of 
prudes.  What's  more,  as 
home  to  many  luxury  busi- 
nesses, from  Christian  Dior 
to  Guerlain,  they're  ad- 
dressing their  own  indus- 
try. The  world's  trendset- 
ting  fashion  marketers  may 
get  the  message  a  lot  soon- 
er to  clean  up  their  act  if 
they  are  warned  by  the 
worldly  French. 

And  while  Jospin's  secre- 
tary of  state  for  women's 
rights,  Nicole  Pery,  has 
called  for  the  press-law 
amendments,  the  Prime 
Minister  is  likely  to  avoid 
such  legal  tinkering.  That's 
a  smart  move,  too:  Smoth- 
ering the  press  for  running 
the  ads  looks  dangerously 
like  an  invitation  to  curb  a 
vital  civil  liberty.  "They 
don't  want  to  open  up  the 
press  law  for  10,000  lobbies 
right  before  the  election," 
says  Jacques  Bille,  vice- 
president  of  France's  Asso- 
ciation of  Public  Relations 
Agencies.  It  makes  more 
sense  for  Jospin  simply  to 
voice  the  warning  and  rely 
on  the  government's  pow- 
ers of  moral  suasion. 
The  French  public  could  help  by 
rousing  itself  to  action.  Although 
France  has  no  tradition  of  consumer 
activism,  the  authors  of  the  govern- 
ment report  are  urging  citizens  to 
sue  advertisers  and  publishers  if 
their  messages  and  billboards  de- 
grade women.  Sounds  downright 
American.  Of  course,  even  as  they 
take  their  first  steps  against  porno 
chic,  the  French  aren't  likely  to  stop 
selling  and  celebrating  sex.  But  a 
soupcon  of  moral  outrage  may  do 
France,  and  the  world,  some  good. 

Baker  and  White  cover  European 
business  and  society  from  Paris. 
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FOR  CHINA'S  ECONOMIC  REFORMERS, 
THE  2008  OLYMPICS  ARE  GOLD 


The  mid-July  decision  to  award  Beijing  the  2008  Olympic 
Games  was  cause  for  patriotic  celebration  for  hundreds  of 
thousands  of  ecstatic,  flag-waving  Chinese  who  poured 
into  the  streets  of  China's  capital.  The  vote  for  Beijing  also 
marked  a  major  victory  for  China's  more  reformist  leaders, 
President  Jiang  Zemin  and  Premier  Zhu  Rongji.  The  win  is 
certain  to  bolster  their  popularity  as  they  prepare  to  face  do- 
mestic challenges  and  as  China  gears  up  for  entry  to  the 
World  Trade  Organization  by  early  next  year. 

Jiang  and  Zhu  will  have  their  first  big 
opportunity  to  exploit  Beijing's  Olympic 
victory  during  August's  Beidaihe  policy  con- 
fab, an  annual  event  at  a  seaside  resort 
where  top  Communist  Party  leaders  make 
key  decisions  for  the  year  ahead.  Jiang  and 
Zhu  are  now  likely  to  hold  sway  in  a  battle 
expected  to  erupt  over  their  controversial 
proposals  to  modernize  the  Party  Following 
Jiang's  recent  bold  call  to  welcome  private 
entrepreneurs  into  the  cadres'  ranks,  he 
had  faced  stiff  resistance  from  such  con- 
servatives as  National  Party  Congress 
Chairman  Li  Peng,  who  considers  Jiang's 
proposal  ideological  heresy. 
RED  CAPITALISTS.  But  now  the  effort  by 
Jiang  and  Zhu  to  shore  up  the  Party's  de-  ~ 
dining  legitimacy  and  enlist  private  capital  to  support  economic 
reforms  looks  unstoppable.  These  leaders  realize  that  they 
must  bolster  support  for  the  Party  by  bringing  in  new  groups 
such  as  entrepreneurs,  even  while  the  regime  continues  to 
block  substantial  political  reforms  like  allowing  real  opposition 
parties.  "Jiang  has  recognized  the  need  for  red  capitalists," 
says  one  Western  diplomat  in  Beijing. 

The  Olympic  win  also  strengthens  the  hands  of  Jiang  and 
Zhu  as  they  try  to  influence  the  Party  debate  over  who  will 
succeed  them.  That's  another  important  decision  that  will 
be  discussed  at  Beidaihe  and  approved  at  next  year's  16th 


JOYRIDE:  Jubilation  in  Beijing 


Party  Congress.  Vice-President  Hu  Jintao,  a  technocrat  with 
ties  to  Jiang,  is  now  almost  certain  to  take  over  as  both 
President  and  Chairman  of  the  Communist  Party.  And  re- 
formist candidate  Vice-Premier  Wen  Jiabao,  who  is  in  charge 
of  China's  hard-pressed  agricultural  sector  and  is  strongly  sup- 
ported by  Zhu,  looks  set  to  become  the  next  Premier.  He 
would  be  expected  to  keep  economic  reforms  moving. 

The  newly  emboldened  Jiang  looks  poised  to  fulfill  his 
goal  of  keeping  a  grip  on  the  reins  of  power  beyond  next 
year.  Although  Jiang,  74,  is  certain  to  give 
up  both  the  presidency  and  chairmanship 
of  the  Party,  he  will  probably  maintain  his 
position  as  Central  Military  Commission 
Chairman.  That  will  give  him  a  role  in  man- 
aging China's  delicate  relationships,  including 
those  with  Taiwan  and  the  U.S.,  and  in  act- 
ing as  a  buffer  to  the  Chinese  military's  of- 
ten antagonistic  stance  toward  the  West. 

For  Jiang  and  Zhu,  the  Olympic  win  is 
sweet  justification  for  their  advocacy  of  a 
strengthened  relationship  with  the  U.S.  The 
Bush  Administration's  decision  not  to  op- 
pose Beijing's  Olympic  bid  eased  strains 
that  had  developed  in  the  wake  of  the  U.  S. 
spy  plane  incident  in  April.  Soon,  Beijing  is 
expected  to  release  several  U.S.  citizens 
charged  with  spying,  possibly  before  Secretary  of  State  Col- 
in L.  Powell's  planned  visit  to  Beijing  on  July  28-29.  That  trip 
will  set  the  stage  for  a  summit  between  Bush  and  Jiang  in 
China  in  September. 

Of  course,  even  as  Beijing  and  Washington  move  cau- 
tiously closer,  U.  S.  plans  for  a  missile  defense  system  and  Bei- 
jing's policy  toward  Taiwan  will  remain  sore  spots.  But  what- 
ever happens,  Beijing's  Olympic  victory  will  influence  China's 
political  game. 

By  Dexter  Roberts  in  Beijing  and  Mark  L.  Clifford  in 
Hong  Kong,  with  Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


AFTER  THE  CHINA-RUSSIA  PACT 

►  The  friendship  pact  signed  by  Rus- 
sia and  China  on  July  16  may  have 
been  designed  as  a  roadblock  for  Pres- 
ident Bush's  plans  for  a  missile  de- 
fense system  to  repel  nukes  from 
rogue  states.  But  it's  unlikely  to  dis- 
suade Washington  from  its  ambitions. 
The  Pentagon  plans  more  than  a  dozen 
tests  by  the  end  of  2002.  Some  will  vi- 
olate the  1972  Anti-Ballistic  Missile 
(abm)  Treaty,  which  both  Russia  and 
China  claim  to  hold  sacred.  Deploy- 
ment of  the  defense  system  seems  in- 


evitable: Completing  the  legacy  of 
President  Ronald  Reagan,  who  first 
proposed  a  "Star  Wars"  system,  is  an 
irresistible  political  goal  for  any  Re- 
publican President. 

The  drive  for  deployment  may  pres- 
sure Moscow  to  come  to  the  table  to 
negotiate  changes  in  the  ABM  accord. 
Bush  and  Russian  President  Vladimir 
V.  Putin  are  expected  to  address  the 
issue  at  the  meeting  of  the  Group  of 
Eight  industrial  nations  in  Genoa  in 
late  July.  The  China-Russia  agreement 
is  clearly  an  effort  to  give  Putin  some 
cards  to  play  in  talks  with  Bush.  Putin 


may  also  try  to  up  the  ante  by  contin- 
uing to  block  new  sanctions  on  Iraq  or 
by  boosting  sales  of  sophisticated  arms 
to  China. 

But  Washington  could  be  holding 
the  aces.  If  Putin  continues  to  oppose 
Bush's  missile  defense  initiative,  that 
could  hurt  the  prospect  of  increased 
U.  S.  investment  in  Russia  or  prompt 
Bush  to  delay  slashing  America's  nu- 
clear arsenal.  In  the  end,  the  Russia- 
China  accord  may  show  that  the  two 
nations  have  fewer  options  for  thwart- 
ing the  U.S.  than  they  had  hoped. 

By  Stan  Crock  in  Washinglxm 
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Special  Report 


MARKETING 


SUDDENLY 
THIS  STEALTH 
STRATEGY  IS 
HOT— BUT  IT'S 
STILL  FRAUGHT 
WITH  RISK 


requent  the  right  cafes  in  Sunset  Plaza,  Melrose,  or  the  Third  Street 
Promenade  in  and  around  Los  Angeles  this  summer,  and  you're  like- 
ly to  encounter  a  gang  of  sleek,  impossibly  attractive  motorbike  rid- 
ers who  seem  genuinely  interested  in  getting  to  know  you  over  an 
iced  latte.  Compliment  them  on  their  Vespa  scooters  glinting  in  the 
brilliant  curbside  sunlight,  and  they'll  happily  pull  out  a  pad  and 
scribble  down  an  address  and  phone  number — not  theirs,  but  that  of  the  lo- 
cal "boutique"  where  you  can  buy  your  own  Vespa,  just  as  (they'll  confide) 
the  rap  artist  Sisqo  and  the  movie  queen  Sandra  Bullock  recently  did.  And 
that's  when  the  truth  hits  you:  This  isn't  any  spontaneous  encounter. 
Those  scooter-riding  models  are  on  the  Vespa  payroll,  and  they've  been 
hired  to  generate  some  favorable  word  of  mouth  for  the  recently  reissued 
European  bikes. 

Welcome  to  the  Summer  of  Buzz.  This  season,  it  seems,  marketers  are 

taking  to  the  streets,  as  well  as  cafes,  nightclubs,  and  the  Internet,  in 
record  numbers.  Vespa  importer  Piaggio  USA  has  its  biker  gang.  Hebrew 

National  is  dispatching  "mom  squads"  to  grill  up  its  hot  dogs  in  backyard 

barbecues,  while  Hasbro  Games  has  deputized  hundreds  of  fourth-  and  fifth-graders 
as  "secret  agents"  to  tantalize  their  peers  with  Hasbro's 
new  POX  electronic  game.  Their  goal:  to  seek  out  the  trend- 
setters in  each  community  and  subtly  push  them  into  talk- 
ing up  their  brand  to  their  friends  and  admirers.  By  or- 
chestrating a  tsunami  of  chatter,  marketers  are  hoping 
to  replicate  the  pattern  set  by  such  overnight  sensations  as 
independent  film  Tlw  Blair  Witch  Project,  the  Harry  Potter 


book  series,  and  Razor  kick  scooters.  In  each  case,  buzz 


THINK  NARROW 

The  idea  is  to  target 
a  handful  of 
carefully  chosen 
trend  leaders  in 
each  community... 
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PHONE  BUZZ 

...and  if  it  works, 
each  recipient 
spreads  the  message 
spontaneously,  like 
a  virus. . . 


Special  Report 


that  seemed  to  come  from 
out  of  nowhere  transformed 
what  otherwise  would  have 
been  a  niche  product  into  a 
mass  phenomenon. 

This  is  the  new  world  of 
buzz  marketing,  where  brand 
come-ons  sometimes  are  veiled 
to  the  point  of  opacity  and 
where  it  is  the  consumers 
themselves  who  are  lured  into  doing  the  heavy  lifting  of 
spreading  the  message.  Sure,  generating  great  buzz  for 
their  products  has  been  the  holy  grail  in  marketing  circles 
since  P.  T.  Barnum  learned  to  work  a  crowd.  But  the  art  of 
generating  word-of-mouth  has  grown  far  more  sophisticated 
since  the  early  days  of  simple  publicity  stunts.  Marketers  are 

learning  to  turn  their 
brands  into  carefully 
guarded  secrets  that 
are  revealed  to  a 
knowing  few  in  each  community,  who  in  turn  tell  a  few 
more,  who  tell  a  few  more,  and  so  on.  Rather  than  blitzing 
the  airways  with  30-second  TV  commercials  for  its  new  Fo- 
cus subcompact,  Ford  Motor  Co.  recruited  just  a  handful  of 
trendsetters  in  a  few  markets  and  gave  them  each  a  Focus 
to  drive  for  six  months.  Their  duties?  Simply  to  be  seen 
with  the  car  and  to  hand  out  Focus-themed  trinkets  to 
anyone  who  expressed  interest  in  it.  "We  weren't  looking  for 
celebrities.  We  were  looking  for  the  assistants  to  celebrities, 
party  planners,  disk  jockeys — 
the  people  who  really  seemed 
to  influence  what  was  cool," 
says  Julie  Roehm,  who  imple- 
mented the  program  as  Ford 
Div.  car-marketing  communica- 
tions manager  and  is  plotting 
other  buzz  forays  since  moving 
to  a  marketing  job  at  Daimler- 
Chrysler. 

The  slightly  subversive, 
slightly  underground  techniques 
that  form  the  basis  of  buzz  mar- 
keting have  been  building  in 


INTERNET  BUZZ 

. .  .possibly  helped 
along  in  the  effort 
by  online  shills 
and  seemingly 
independent  sites. . 


popularity  for  a  few  years.  But 
now  a  confluence  of  factors  has 
helped  to  make  buzz  more  at- 
tractive than  ever.  For  one 
thing,  buzz  is  cheap.  There  are 
no  national  media  buys  and  no 
expensive  creative  components. 
In  a  period  of  budget  chop- 
ping, cheap  is  good.  Then 
there's  the  rise  of  the  Inter- 
net, which  means  marketers  can  reach  just  about  anyone  in 
almost  any  guise  they  care  to  assume.  Finally,  buzz  market- 
ing attempts  to  make  each  encounter  with  a  consumer  look 
like  a  unique,  serendipitous  event.  That's  appealing  to  the  de- 
sired twentysomethings,  who  remain  skeptical  of  traditional 
mass  advertising. 

So  how  does  it  work?  In  a  successful  campaign,  each 
carefully  cultivated  recipient  of  the  brand  message  becomes 
a  powerful  carrier,  spreading  the  word  to  yet  more  carriers, 
much  as  a  virus  rampages  through  a  given  population.  "We're 
arming  consumers  with  the  tools  or  knowledge  they  can 
take  back  to  their  peer  groups  so  they'll  be  perceived  as  be- 
ing in  the  know,"  says  Scott  Stern,  senior  vice-president  at 
Bates  usa,  who  developed  a  buzz  campaign  for  Lucky  Strike 
cigarettes.  "Ultimately,  the  brand  benefits  because  an  ac- 
cepted member  of  the  social  circle  will  always  be  far  more 
credible  than  any  communication  that  could  ever  come  di 
rectly  from  the  brand." 

The  initial  contact  may  look  spontaneous,  but  it's  anything 


FAN 


THE  LATEST 

BUZZ-Z-Z-z 


Here's  how  some 
marketers  are 
getting  influential 
consumers  to  talk  up 
their  brands: 


# 


LUCKY  STRIKE 
CIGARETTES 

"Lucky  Strike 
Forces"  offered 
free  coffee,  cell- 
phone calls,  beach 
chairs,  and  other  comforts  to 
ostracized  smokers  suffering 
outside  office  buildings.  An 
800-number  told  callers  that 
"Lucky  Strike  loves  you." 


LEE 


DUNGARE 

'..■III  out  f.    * 


homemad 
videos  by 
e-mail  to  200,000  trend 
setting  consumers.  The  i 
to  drive  them  and  their 
friends  to  a  Lee  Web  site 
and  from  there  into 
actual  stores. 
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but.  Buzz  campaigns  are  meticulously  planned  and  the  results 
carefully  measured.  Marketers  are  even  attempting  to  quan- 
tify how  often  their  message  will  be  passed  along  and  how 
many  downstream  consumers  they  need  to  influence  before  a 
fad  is  born.  VF  Corp.  last  summer  contacted  200,000  careful- 
ly selected  Web  surfers  in  the  opening  foray  of  a  buzz  cam- 
paign for  its  Lee  Dungarees.  Within  four  months,  436,000  vis- 
itors had  made  their  way  to  a  specially  created  game  site. 
FAKE  SHOPPERS.  Buzz  marketing,  with  its  ,Sf  " 
heavy  dose  of  theatricality,  was  honed  by  A 
Hollywood  studios,  liquor  companies,  and  ^  \\v 
other  marketers  whose  products  were  ei- 
ther outlawed  in  traditional  media  or — -£ 

simply  had  too  short  a  shelf  life  for  a 
full-blown  ad  campaign.  From  Vespa's  scooter- 
riding  poseurs  to  chat-room  infiltrators  to  actors-pretending- 
to-be-shoppers  who  erupt  into  song  in  the  supermarket  aisle, 
the  technique's  dramatic  roots  show.  But  these  days,  as  tra- 
ditional media  fragments  and  cynicism  about  advertising 
grows,  even  the  most  blue-chip  marketers — right  up  to  Ford 
and  Procter  &  Gamble  Co. — are  trying  their  hand  at  buzz. 

Often  buzz  marketers  cover  their  tracks,  at  least  initially,  as 
Vespa  is  doing  with  its  biker  impersonators.  Other  times, 
though,  it's  immediately  clear  who  the  sponsor  is,  as  when 
Lucky  Strike  sent  out  teams  to  bring  iced  coffee  and  beach 
chairs  to  exiled  smokers  trying  to  catch  a  smoke  outside  ur- 
ban office  buildings.  Either  way,  the  gambit  essentially  is  the 
same:  to  slip  into  the  conversational  pathways  of  those  who 
heavily  influence  their  peers.  That  way,  instead  of  coming 


FACE-TO-FACE  BUZZ 

...until  potential 
buyers  are  learning 
about  a  brand 
rom  their  coolest 
friends. . . 


BRUISER  Chrysler  planted 
units  of  its  retro  hot  rod 
ntal  fleets  in  trendy 
ii  to  seed  the  grapevine. 


VESPA 
SCOOTERS 

Importer 
Piaggio  USA 
hired  sleek- 
looking 
models  to 
buzz  up  to  cafes  and  clubs 
in  trendy  L.A.  neighborhoods 
to  talk  up  the  recently 
revived  brand. 


from  a  faceless  and  distrusted 
corporate  conglomerate,  the 
marketing  message  seems  to 
emanate  from  the  most  pow- 
erful endorser  possible:  your 
coolest  friend. 

from  thpir  coalpit  But  for  comPanies  used  to 

carefully  controlling  their  mes- 
sage, buzz  marketing  can  put 
them  on  unfamiliar  and  risky 
ground.  Measuring  the  reach  of  a  buzz  campaign  has 
nowhere  near  the  precision  of  AC  Nielsen  Corp.  rat- 
ings or  cost-per- thousand  magazine  subscribers.  And 
while  buzz  may  work  for  products  with  a  heavy  dose  of 
fashion,  there's  skepticism  that  it  will  translate  to  more 
prosaic  categories  such  as  paper  towels  and  breakfast  cereal. 
Whether  it  works  for  a  broad  array  of  products  or  not,  there 
is  also  the  risk  that  buzz  will  simply  be  overdone,  losing  its 
power  to  capture  attention  by  becoming  too  familiar.  This 
summer's  profusion  of  buzz  efforts  certainly  will  test  that 
proposition. 

Sometimes  the  tactics  can  be  downright  dangerous.  Given 
the  essentially  uncontrollable  nature  of  buzz,  there  is  always 
the  risk  of  a  backlash.  "Our  clients  have  to  know  that  if  you 
are  trying  to  be  subversive  and  you  are  found  out,  it  can  be 
dangerous,"  says  Scott  Leonard,  ceo  of  add  Marketing  Inc., 
an  agency  that  uses  street  teams  and  chat-room  "cyber-reps" 
to  spread  hot,  not-always-flattering  gossip  about  client  com- 
pany recording  artists.  Staid  IBM  ran  afoul  of  the  law  in 
April  after  one  of  its  agencies  stenciled  wordless  images  of  a 
peace  symbol,  heart,  and  penguin  on  Chicago  and  San  Fran- 
cisco sidewalks  to  build  buzz  for  its  "Peace  Love  Linux"  effort 
behind  the  open-source  software.  True,  the  resulting  avalanche 
of  media  coverage  did  more  than  expensive  paid  ads  could 
have  to  bring  attention  to  IBM's  Linux  effort,  but  Big  Blue's 
portrayal  as  a  corporate  vandal  may  not  have  been  the  image 
it  was  looking  for. 

Indeed,  some  critics  of  advertising  are  decrying  buzz  mar- 
keting as  a  form  of  cultural  corruption  at  a  time  when  ad- 
vertising already  pervades  the  landscape.  "It's  a  much  more 
insidious  kind  of  development,  because  now,  all  of  a  sudden, 
marketers  are  creating  culture  on  the  grassroots  level,  on  the 
streets  and  in  the  places  people  live,"  says  Kalle  Lasn, 
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editor  of  Adbusters  magazine  and  an  orchestrator  of  "media 
democracy"  protests  against  multinational  marketers. 

Despite  the  risks,  more  and  more  major  marketers  are  try- 
ing their  hands  at  the  technique,  unable  to  resist  the  chance 
to  imbue  their  brands  with  an  aura  of  cutting-edge  cool. 
When  DaimlerChrysler  wanted  to  generate  some  prelaunch 
buzz  for  its  FT  Cruiser,  it  seeded  the  striking-looking  roadsters 
in  rental-car  fleets  around  trendy  Miami  Beach,  then  let  the 
grapevine  do  its  work.  Beer  importer  Guinness  Bass  Import 
offered  a  precious  handful  of  custom-designed  "Kegerator" 

home-tapping  systems 
to  Hollywood  stars 
like  George  Clooney 
and  Brad  Pitt,  hoping 
they  would  drop  hints  of  their  Guinness  Stout  habit  to  their 
friends  and  hangers-on. 

Even  packaged-goods  colossus  Procter  &  Gamble  has  been 
plotting  buzz-marketing  forays — which  it  refers  to  as  "diffu- 
sion marketing" — as  part  of  a  broader  push  to  reinvigorate  its 
stable  of  staid  brands.  It  sought  to  get  Canadian  consumers 
talking  about  Cheer  detergent  by  having  brightly  outfitted 
"shoppers"  break  into  impromptu  fashion  shows  in  super- 
markets, with  nary  a  hard  sell  for  the  detergent.  (The  actors 
did  mention  that  their  duds  were  washed  with  Cheer.) 
ONE  STEP  AHEAD.  Building  a  successful  buzz  campaign  hinges 
on  finding  the  right  carriers  for  the  message:  influencers 
who  are  obsessed  with  staying  one  step  ahead  of  their  peers. 
That  was  Ford's  strategy  last  year  when  it  sought  to  interest 
a  new  generation  of  buyers  in 
its  humdrum  but  well-estab- 
lished Escort  with  a  new 
$13,000  version  of  the  subcom- 
pact  called  the  Focus.  Ford  ex- 
ecutives figured  a  word-of-mouth 
foray  might  position  the  Focus 
as  a  hip,  young  person's  car  and 
help  it  win  what  Ford  Div. 
President  James  G.  O'Connor 
styles  the  "buzz  war"  against 
the  small-car  leader,  Honda  Motor  Co.'s  Civic. 

To  kick-start  the  buzz,  Ford  tapped  New  York  youth 
marketing  boutique  Fusion  Five  to  help  it  identify  120  in- 
fluential young  consumers  in  five  key  markets:  New  York,  Mi- 
ami, Los  Angeles,  Chicago,  and  San  Francisco.  Each  of  the 
120  people  was  given  a  Focus  to  drive  for  six  months  and 
was  asked  to  keep  a  record  of  where  they  took  the  car  and 
what  they  did.  The  gambit  worked  on  Joe  Regner,  a  21-year- 
old  operations  engineer  in  Miami.  Regner  spotted  a  yellow 
Focus  in  the  parking  lot  as  he  cruised  by  hip-hop  radio  sta- 
tion wedr  99  Jamz  and  he  pulled  over  to  get  a  closer  look.  It 
turned  out  to  be  a  loaner  to  Jill  Tracey,  one  of  sy  "" 
Regner's  favorite  deejays.  "It  was  so  cool,  I  ({ 
took  pictures  and  really  checked  it  out,"  he  ^  ^  y\<o 
says.  While  waiting  to  order  a  special,  high- 
performance  version  of  the  Focus  called     

the  svt  that's  due  out  this  fall,  Regner  per- 
suaded his  girlfriend,  Eli  Dominguez,  a  legal  as- 
sistant, to  scrap  plans  to  buy  a  Civic  in  favor  of  a  Focus 
ZX3.  With  enthusiasts  like  Regner  as  an  unpaid  sales  force, 
Ford  was  able  to  get  the  Focus  off  to  a  brisk  start,  selling 
286,166  units  in  its  first  full  year,  2000 — and  outselling  the 
Civic  in  some  recent  months. 

Of  course,  the  kind  of  person  marketers  look  for  to  ignite 
buzz  depends  on  the  product.  ConAgra  Foods'  Hebrew  Na- 
tional unit  searched  12  cities  for  250  PTA  presidents,  His- 
panic community  leaders,  and,  yes,  Jewish  mothers  to  serve 
on  its  "mom  squads"  this  summer.  The  recruits  are  driving 
around  in  sport-utility  vehicles  emblazoned  with  a  Hebrew 
National  logo,  hosting  backyard  hot-dog  barbecues,  and  pass- 
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EVERYBODY'S  BUZZING 

...and  a  marketer's 
dream  comes  true: 
Consumers  are 
actually  doing  their 
marketing  for  them 


*~-M 


ing  out  discount  coupons  at  community  events.  "I  used  to 
think  only  outrageous  products  were  worthy  of  viral  mar- 
keting," says  Mark  Kleinman,  vice-president  of  sales  and 
marketing.  "But  even  a  loved  American  food  like  the  hot  dog 
can  generate  a  lot  of  discussion  and  a  viral  build." 

It's  not  hard  to  see  why  major  marketers  are  open  to  ex- 
perimentation. Expensive,  conventional  approaches  such  as 
network-TV  ads  seem  less  and  less  able  to  move  the  needle. 
That's  particularly  true  when  it  comes  to  younger  consumers, 
who  because  they  are  still  forming  their  brand  preferences, 
are  coveted  by  marketers.  They  spend  less  time  planted  in 
front  of  the  tube  and  are  more  skeptical  about  the 
messages  they  receive  there.  Besides,  some  prod- 
ucts or  services  are  so  complex,  it's  hard  to  get 
the  message  across  in  a  30-second  commercial. 
While  traditional  ad  campaigns  have  lost  some 
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BUZZ-ZZ-y. 

RULES 


Want  to  get  the 
world  talking 
about  your 
product? 
Here's  how  to 
get  started: 


FOLLOW  THE 
LEADERS 

You  only  need  to 
reach  a  handful  of 
consumers — as 
long  as  they're  the 
right  handful. 
Identify  true  trend- 
setters and  let 
them  spread  your 
message  for  you. 


CREATE 
SCARCITY 

Lure  those  ke 
consumers  wit 
coveted  items 
whether  hot  m 
loaner  cars,  or  fa 
cool  gadgets 
that  are  in  she 
supply,  and  le  L 
buzz  begin 


of  their  punch,  examples  of  quirkier  campaigns  that  have 
generated  huge  grassroots  followings  for  their  brands  with 
laughably  low  marketing  expenditures  abound.  Blair  Witch, 
the  independent  film  phenomenon  of  two  years  ago,  was  one 
of  the  biggest,  but  there  have  been  others.  Anita  Diamant's 
The  Red  Tent,  a  novel  of  female  empowerment  in  a  Biblical 
setting,  languished  for  two  years  until  Diamant  had  the  in- 
spiration of  blanket-mailing  free  copies  to  hundreds  of  female 
Reform  rabbis.  That  unleashed  a  storm  of  word-of-mouth 
buzz,  and  Tent  soon  landed  on  best-seller  lists.  Then  there  was 
the  obscure  Taiwanese  import,  Razor  scooters,  that  deftly 
worked  the  online  and  offline  grapevines  to  become  a  must- 
iiave  toy  among  both  kids  and  grownups. 

Is  it  merely  lightning  striking?  To  some  extent,  yes:  Each 
item  was  the  right,  unique  property  at  the  right  time.  What 
las  fascinated  marketers,  though,  is  how  the  consumers  who 


UTHENTIC 
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OR  BE 
BLATANTLY 

INAUTHENTIC 

This  approach 
can  work  as  long 
as  consumers 
don't  feel  duped. 
Humor  helps,  too. 
Think  of  it  as 
Joe  Isuzu  with 
buzz. 


PREPARE 
FOR  THE 

UNKNOWN 

Buzz-building  is 
an  intangible, 
unpredictable 
process,  aimed  at 
a  slippery  target. 
If  you  can't  go 
with  the  flow,  buy 
a  TV  ad. 


are  first  to  climb  aboard  become  ardent  proselytizers.  "It's 
sort  of  like  a  good  word-of-mouth  movie.  It's  the  only  way  to 
get  something  going  with  that  kind  of  acceleration,"  says 
Razor  USA  LLC  President  Carlton  Calvin. 

But  buzz  is  no  longer  a  hit-or-miss  proposition  used  ex- 
clusively by  fringe  marketers.  These  days,  plenty  of  big 
players  are  trying  hard  to  systematize  buzz  techniques. 
Their  efforts  got  a  big  theoretical  lift  from  Malcolm  Glad- 
well's  book  The  Tipping  Point:  How  Little  Things  Can 
Make  a  Big  Difference,  which  brought  home  how  a  small 
number  of  consumers — if  they're  the  right  ones — can  turn  a 
grass  fire  into  a  conflagration.  Gladwell  traced  how  a  hand- 
ful of  hipsters  patronizing  the  thrift  shops  of  Manhattan's 
Lower  East  Side  were  able  to  "tip"  Wolverine's  Hush  Pup- 
pies shoes  into  a  national  revival. 

FICTIONAL  AUTEURS.  Now  even  ad  agencies  that  are  heavily 
invested  in  traditional  brand-building  techniques  acknowl- 
edge that  buzz  marketing     

has  become  a  phenomenon. 
"Everybody's  read  The  Tip- 
ping Point  and  is  trying  to 
figure  out  what  are  the  un- 
derground streams  to  reach 
consumers,"  acknowledges 
Edward  H.  Meyer,  chair- 
man, president,  and  ceo  of 
Grey  Global  Group  Inc. 
"Everybody  is  experiment- 
ing with  it." 

Even  one  of  the  more 
freewheeling  and  influential 
efforts  to  date,  the  one  be- 
hind Lee  Dungarees,  was 
driven  by  the  most  prag- 
matic considerations  and 
was  meticulously  planned. 
VF,  of  Greensboro,  N.C.,  had 
managed  in  recent  years  to 
renovate  the  image  of  its 

stodgy  Lee  jeans  brand  among  younger  consumers  but  felt  it 
could  do  more  to  convert  that  cooler  image  into  traffic  at 
teen-toxic  retailers  like  J.  C.  Penney  and  Sears  Roebuck,  its 
biggest  outlets.  Working  with  ad  agency  Fallon  McElligott,  VF 
came  up  with  a  solution  that  played  on  the  weakness  for 
video  games  and  computers  of  its  target  customers,  males  17 
to  22.  First,  VF  culled  a  list  of  200,000  "influential"  guys 
from  a  list  of  Web  surfers  and  zapped  them  a  trio  of  grainy 
video  clips  that  were  hilarious  in  their  apparent  naivete. 
They  purported  to  be  ultralow-budget  flicks,  meant  to  draw 
visitors  to  the  Web  sites  of  auteurs  such  as  open-shirted 
Curry,  a  23-year-old  race-car  driver.  To  the  high  school  and 
college-age  Web  surfers  who  received  them,  the  clips  would 
have  seemed  like  delicious  examples  of  the  oddball  digital  de- 
tritus that  litters  the  Web.  So  not  many  of  the  recipients  who 
eagerly  zapped  the  quick  flicks  to  their  friends  would  have 
guessed  that  they  actually  were  abetting  an  elaborate  mar- 
keting campaign  orchestrated  by  Lee. 

The  "stupid  little  films,"  as  agency  President  David  Lubars 
describes  them,  intrigued  their  recipients  enough  to  be  for- 
warded to,  on  average,  six  friends  apiece,  according  to  VF  re- 
search. (Fallon  executives  say  they  knew  firsthand  that  the  ef- 
fort was  igniting  when  they  started  receiving  the  viral  e-mails 
themselves  from  friends  who  had  no  idea  that  Fallon  was  in- 
volved with  the  effort.)  Despite  virtually  no  advertising, 
some  100,000  unique  visitors  stormed  the  fictional  auteurs' 
Web  sites  the  week  they  went  live,  crashing  the  server.  As 
with  other  such  viral  efforts,  "we  created  a  little  community: 
You  either  knew  about  it  or  not,"  says  Lubars. 

The  marketing  connection  only  became  clear  a  few  months 
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"IT  CAN  TURN  INTO 
A  HORRIBLE 
PUBLIC-RELATIONS 
NIGHTMARE  IF... 
YOU'RE  DECEIVING 
PEOPLE" 


"THE  BIGGEST  PROBLEM  WITH  BUZZ 
MARKETING...WILL  BE  THE  GLUT  OF 


PEOPLE  TRYING  TO  DO  IT" 


later,  after  a  TV  and 
radio  ad  blitz  finally 
revealed  the  three 
characters  to  be  fic- 
tional antagonists  de- 
veloped as  part  of  an 
online  computer  game. 
And  that  was  a  key  to 
the  program:  To  play 
the  game  at  an  ad- 
vanced level,  partici- 
pants had  to  snag  the 
product  identification 
numbers — er,  the  "se- 
cret code" — off  Lee 
items,  which  of  course 
required  a  visit  to  a 
store.  Ultimately,  the 
effort  drove  thousands 
of  kids  age  17  to  22 
into  the  stores  and 
helped  propel  Lee 
sales  upward  by  20% 
last  year. 

Of  course,  if  the  vi- 
ral effort  had  just 
been  a  lead-in  to  a 
conventional  ad  bar- 
rage for  Lee  Dunga- 
rees, not  much  would 
have  been  accom- 
plished. After  the  co- 
vert come-on,  an  ad 
blitz  might  even  have 
created  a  backlash.  In- 
stead,   VF    kept    the 

commercial  aspect  to  a  bare  minimum.  The  most  overt  con- 
nection with  the  brand  was  in  structuring  the  game  so  that 
participants  had  to  go  to  retailers  to  snag  the  code  off  the 
pants.  "You  have  to  be  careful  not  to  sell  too  hard  because 
that's  a  total  turn-off  to  young  adults,"  explains  Kathy 
Collins,  Lee  Jeans'  vice-president  for  marketing. 

But  the  line  be- 
tween being  clever 
and  being  deceptive 
can  be  a  hard  one  for 
marketers  to  navigate.  Sony  Pictures  Entertainment  gen- 
erated the  kind  of  publicity  you  wouldn't  especially  want  to 
have  when  a  couple  of  recent  buzz  strategies  backfired. 
First,  it  turned  out  that  Sony  had  fabricated  quotes  from  a 
fictitious  film  critic  praising  movies  such  as  Vertical  Limit 
and  The  Animal.  Soon  after,  two  supposed  moviegoers  who 
gushed  about  The  Patriot  in  Sony  commercials  were  un- 
masked as  studio  employees.  Rather  than  delighting  or  sur- 
prising, the  ham-handed  efforts  merely  confirmed  consumers' 
worst  suspicions  about  marketers.  "It  can  turn  into  a  hor- 
rible public-relations  nightmare  if  it  turns  out  you're  de- 
ceiving people,"  says  Christopher  Ireland,  CEO  of  Cheskin 
Research,  which  explores  youth  culture  for  clients  such  as 
PepsiCo  Inc.  and  Motorola  Inc. 

"ENORMOUSLY  BELIEVABLE."  Some  of  the  most  successful  prac- 
titioners of  buzz  marketing  include  alcohol  and  tobacco  ad- 
vertisers. Long  excluded  from  mass  media,  they  have  an  ob- 
vious interest  in  making  any  sort  of  buzz  work.  Consider 
Lucky  Strike,  an  all-but-dead  brand  that's  hemmed  in  by 
ever-tightening  restrictions  on  cigarette  advertising,  mer- 
chandising, sampling,  and  promotions.  Brown  &  Williamson  To- 
bacco Corp.  and  its  ad  agency,  Bates,  decided  to  add  buzz  to 
Lucky  Strike's  equation.  The  result  was  the  Lucky  Strike 
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Special  Report 


SHARP  FOCUS:  Ford's 
buzz  effort  sold  Joe 
Regner  and  Eli 
Dominguez  on  the  car 

Force,  attractive  cou- 
ples  working  trendy 
neighborhoods  such  as 
Miami's  South  Beach, 
New  York's  Soho,  and 
Santa  Monica,  Calif., 
proffering  hot   coffee 
and  cell-phone  calls  to 
shivering  smokers  in 
winter  or  iced  coffee 
and  lounge  chairs  in 
spring    and    summer. 
"Send  up  a  smoke  sig- 
nal,   and    we'll    be 
there,"  local  teaser- 
ads  urged.  The  Strike 
Force  has  helped  the 
onetime  icon  edge  back 
toward  broad  availabil- 
ity.  "As   a  marketer, 
you  hope  to  have  your 
consumer  do  your  mar- 
keting for  you,"   ex- 
plains Sharon  Smith, 
director       of 
Lucky     Strike. 
"It  is  credible, 
less  expensive, 
and  enormously 
believable." 
A    buzz    c 

paign  for  a  quirky,  narrow-market  car  like  the  Focus  or  a 
moribund  cigarette  brand  is  one  thing.  Using  the  viral 
strategy  in  more  humdrum  categories  is  something  else  al 
together.  P&g's  strutting  shoppers  aside,  buzz  marketing 
still  seems  to  work  best  for  the  relatively  narrow  range  ol 
products  and  services  that  consumers  care  deeply  about 
whether  because  of  their  physical  intimacy,  technical  com- 
plexity, or  status-enhancing  potential.  "The  bad  news  is 
that  [buzz  marketing]  only  works  in  high-interest  product 
categories,"  says  Peter  Sealey,  a  former  Coca-Cola  Co.  mar 
keter  who  is  an  adjunct  professor  at  the  Haas  School  ol 
Business  at  the  University  of  California  at  Berkeley.  "Foi 
the  next  BMW  or  Ford's  reintroduction  of  the  Thunderbird, 
absolutely  would  use  buzz,  because  there's  going  to  be  a  cull 
following.  For  laundry  detergent  or  the  next  flavor  of  Snap 
pie,  not  a  chance." 

Indeed,  the  growing  popularity  of  buzz  marketing  couk 
well  spell  its  downfall.  After  all,  buzz  is  inherently  exclusive 
not  inclusive.  Once  everyone  does  it,  it's  no  longer  buzz,  it': 
simply  obscure — and  annoying — advertising.  "The  bigges 
problem  with  buzz  marketing  in  the  next  24  months  will  b 
the  glut  of  people  trying  to  do  it,"  says  Jonathan  Resslei 
ceo  of  Big  Fat  Promotions,  which  worked  on  the  Luck 
Strike  effort.  By  then,  marketers  looking  to  break  fre 
from  the  herd  will  have  to  resort  to  something  more  un 
usual.  Super  Bowl  ads,  anyone? 

By  Gerry  Khermouch  in  New  YoH 
with  Jeff  Green  in  Detro 
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How  complex  is  your 
IT  project? 
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If  you're  about  to  tackle  an  ambitious 
technology  project,  you'd  better  sit  down. 

And  call  us. 

At  AMS  we've  managed  IT,  eBusiness, 
and  systems  integration  projects  of 
nail-biting  complexity  all  over  the  world. 

And  not  only  do  we  succeed  in  getting 
difficult  projects  done,  we  also  make  the 


process  of  doing  them  a  lot  less  grueling. 

Which  is  one  reason  why  85%  of  our 
business  comes  from  companies  we've 
already  worked  with. 

Before  you  decide  on  a  shortlist  of 
consultants,  we  hope  you'll  look  into  AMS. 

We  can  improve  a  lot  more  than 
your  posture. 


Industrial 
strength  IT 


ams.com 


Government 


CAPITOL  HILL 


THE  MAJORITY  LEADER 
LAYS  OUT  HIS  GAME  PLAN 

Tom  Daschle  talks  about  taxes,  health  care,  and  more 


Democrats  liaven't  Iiad  much  to  cheer 
about  since  the  2000  election.  But 
party  spirits  have  risen  dramati- 
cally since  South  Dakota  Democrat  Tom 
Daschle  landed  in  the  Senate  Majority 
Leader's  seat  on  June  5.  A  skilled  tac- 
tician noted  for  his  quiet  intensity, 
Daschle  has  become  a  major  headache 
for  tfie  Bush  Wliite  House.  In  a  July  10 
interview  with  Washington  Bureau 
Chief  Lee  Walczak  and  Congressional 
Correspondent  Lorraine  Woellert,  the 
party's  new  point  man  laid  out  his 
agenda  and  promised  to  challenge  the 
Administration  on  issues  ranging  from 
education  to  health  care. 

These  days,  Democrats  style  themselves 
as  the  party  of  fiscal  restraint.  You  talk 
of  erasing  the  national  debt,  you  worry 
that  President  Bush's  tax  cut  will  raise 
interest  rates.  So  how  come  every  time 
Bush  sends  you  a  bill,  you  complain 
that  it's  underfunded? 

We  were  making  the  argument  that 
it  was  really  a  choice  between  education, 
a  prescription-drug  benefit,  and  the  tax 
cut.  When  the  budget  was  drafted,  we 
carved  out  special  investments  for  these 
priorities.  We  did  agree  [with  Senate 
Republicans]  to  $300  billion  for  pre- 
scription drugs.  That  wasn't  as  high  as 
we  wanted. 

That's  still  triple  the  President's  number. 

But  it's  within  the  budget  we  passed. 
Our  view  is  that  we've  got  to  pay  down 
the  debt.  What  we  had  recommended 
was  to  take  the  projected  surplus  and 
use  a  third  for  paying  down  the  debt,  a 
third  for  the  tax  cut,  and  a  third  for 
investments.  Regardless  of  what  frame- 
work you  have  for  changing  projections 
on  the  surplus,  that  formula  still  works. 
Now,  the  President  has  proposed  that 
the  tax  cut  take  virtually  all  of  the  sur- 
plus. From  where  does  our  investment 
in  these  [social  areas]  come? 

The  President  wants  to  keep  discre- 
tionary-spending growth  at  about  4%, 
but  Democrats  say  that's  not  enough. 

That's  not  accurate,  actually.  What 
they  want  is  a  far  greater  increase  in 


defense  spending  than  4%.  That  number 
is  correct  for  the  defense  nondiscre- 
tionary  accounts,  [but]  he  is  arguing  for  a 
much  more  robust  increase  for  defense. 

Still,  last  year,  total  spending  rose  at 
about  8%.  What  should  a  more  sensible 
figure  be? 

We  want  to  take  into  account  two 
things — the  cost  of  living  and  the 
growth  in  population.  If  you  don't  take 


has  reduced  tax  revenues.  But  the  slow- 
down looks  temporary,  and  the  lockbox 
is  mainly  a  political  construct.  Are  De- 
mocrats playing  "gotcha"  games? 

The  unified  budget  makes  a  supposi- 
tion which  I  don't  think  anyone's  pre- 
pared to  make  anymore,  which  is  that 
the  Medicare  and  Social  Security  sur- 
pluses are  there  for  the  asking  for  what- 
ever other  purpose  we  want  to  use 
them  for.  Now,  the  Congressional  Bud- 
get Office  tells  us  we're  within  $5  billion 
or  $6  billion  of  going  into  Medicare  for 
the  first  time  in  years.  That's  a  very 
precarious  position  to  be  in,  given  the 
commitment  both  parties  had  made. 

The  ink  has  barely  dried  on  Bush's  tax 
cut.  Is  it  politically  feasible  for  Demo- 
crats to  talk  about  repealing  provisions? 

Can  you  legitimately  take  Medicare 
funds  for  other  purposes?  Is  that  any 
more  politically  feasible? 


ON  THE  MEDICARE  'LOCKBOX' 


Li  We're  within  $5  billion  or  $6  billion  of 
going  into  Medicare  [for  other  purposes] .... 
That's  a  very  precarious  position  to  be  in  H 


those  two  things  into  account,  you  have 
a  negative  [number]. 

So  the  magic  number  is...? 

Well,  I  think  that  depends  on  the 
specific  issue.  With  health  and  educa- 
tion, it's  probably  closer  to  6%. 

Democrats  predict  that  the  Administra- 
tion will  have  to  breach  the  Medicare 
"lockbox"  because  the  economic  slump 


So  you  are  going  to  reopen  the  tax  cut 

There  are  three  options.  We've  t;ilke< 
about  two.  The  other  is  to  find  offsetl 
for  what  we  are  doing  so  we  don't  us< 
Medicare  funds  and  we  don't  open  ii) 
the  tax  cut. 

Campaign-finance  reform  is  dead  in  th< 
House  for  now.  What's  your  next  move; 

Wh;it  I  would  do — and  I'm  going  tl 
do  this  with  a  lot  of  other  bills  if  I  hav 
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to — is  take  the  Senate-passed  version, 
add  it  to  [an  unrelated]  House-passed 
bill  that  [Republicans]  really  want  to 
get  done,  and  send  it  to  the  President 
that  way.  I'm  not  threatening,  but  if 
we  have  to  use  innovative  ways  to  get 
the  job  done,  then  we're  going  to. 

You're  gung-ho  on  adding  a  new  drug 
entitlement  to  Medicare.  But  doesn't 
that  give  up  the  real  inducement  for 
reforming  the  system? 

That  concedes  that  we  need  radical 
reform.  I  think  the  Medicare  system 
works  every  bit  as  good  as  any  hmo. 

That  well,  huh? 

I  would  say  better.  Far  better.  I 
guess  I  don't  subscribe  to  this  notion 
that  we  have  to  radically  overhaul 
Medicare.  I  argue  that  prescription- 
drug  coverage  is  a  reform  because  so 
much  of  what  we  provide  in  health  care 
today  is  outpatient  treatment  through 
medications.  This  is  just  modern  medi- 
cine writ  large. 

The  Democrats'  energy  bill  includes 
tax  breaks  to  boost  the  demand  for  re- 
newables  and  alternative  fuels.  But 
such  efficiency  tax  credits  often  flop. 
Shouldn't  we  take  a  more  market-driven 
approach? 

There  have  to  be  market-driven  an- 
swers. But  I  also  recognize  that  just 
about  every  fuel  known  to  man  has 
been  the  beneficiary  of  subsidies,  from 
the  oil-depletion  allowance  to  the 
tremendous  government  investment  in 
nuclear  R&D.  You  could  make  an  argu- 
ment that  excessive  subsidization  is  not 
in  anybody's  best  interest.  We  have  to 
find  the  balance. 

Does  increased  production  mean  more 
drilling? 

In  environmentally  safe  areas,  addi- 
tional drilling  is  going  to  have  to  be 
part  of  the  plan. 

Democrats  have  criticized  some  of 
Bush's  judicial  choices  as  too  conserva- 
tive. Have  you  identified  any  nomi- 
nees who  you  think  ought  to  be 
reconsidered? 

No.  I've  always  said  that  we  want  to 
be  as  fair  as  we  can  be  as  to  how  the 
nominees  are  being  considered.  My 
hope  is,  even  though  there's  no  litmus 
test,  that  they  represent  the  diversity 
we  expect  in  this  day  and  age,  that 
there  should  be  an  emphasis  on  expe- 
rience and  integrity,  and  that  they 
come  largely  from  the  mainstream. 
People  on  either  end  of  the  political 
spectrum  don't  make  the  most  quali- 
fied judges.  But  no,  we're  not  going 
after  anybody.  We  are  not  going  to 
participate  in  payback. 


The  Corporation 


STRATEGIES 


CAN  THE  NORDSTROMS 
FIND  THE  RIGHT  STYLE? 

They'll  need  more  than  great  service  to  get  back  on  top 


Once,  back  in  the  1970s,  when 
Bruce  A.  Nordstrom  was  stand- 
ing on  the  shoe  floor  of  his  flag- 
ship Seattle  store,  a  shopper  con- 
gratulated him  on  his  company's  great 
customer  service,  telling  him  how  nice 
he  must  be.  He  bluntly  told  her  that 
"nice"  had  nothing  to  do  with  it:  "It's 
because  we're  competitive  and  greedy, 
and  we  want  to  win." 

Shareholders  no  doubt  wish  the  ven- 
erable company  could  demonstrate  more 
of  that  ruthless  determination  today. 
Nordstrom  Inc.'s  dreary  financial  record 
hangs  over  the  department-store  chain 
like  a  dark  Seattle  rain  cloud.  First- 
quarter  profits  fell  24%,  to  $24.8  mil- 
lion, on  sales  of  $1.2  billion,  after  a  year 
that  saw  earnings  plummet  nearly  50%, 
to  $102  million,  on  sales  of  $5.5  billion. 
Same-store  sales  declined  3.7%  in  the 
quarter.  With  the  economy  in  the  dol- 


drums, the  outlook  for  the  rest  of  the 
year  doesn't  look  much  brighter.  Not 
surprisingly,  shareholders  have  gotten 
whacked:  From  a  high  of  $44.81  in  1999, 
the  stock  plunged  to  $14.19  last  year. 
Recently,  it  has  risen  to  about  $19. 
LONG  ODDS.  Now  the  Nordstrom  fami- 
ly is  back  in  charge  of  the  company 
founded  by  John  W  Nordstrom  in  1901. 
Blake  W.  Nordstrom,  40,  who  ran  the 
company's  46-store  discount  Rack  Div., 
took  over  as  president  last  August  af- 
ter the  ouster  of  John  Whitacre — the 
only  non-Nordstrom  ever  to  run  the 
company.  The  family-controlled  board 
also  persuaded  Bruce  Nordstrom,  67,  a 
former  president  and  Blake's  father,  to 
return  as  chairman  and  adviser  to  his 
sons.  Peter  oversees  buying  and  fashion 
decisions,  while  Erik  runs  the  depart- 
ment stores. 

But  will  it  matter?  The  odds  seem 
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The  Corporation 


long  that  Nordstrom  can  recapture  the 
edge  it  enjoyed  during  the  '80s.  Today, 
even  many  upscale  customers  prefer 
discounts  to  pampering.  Wall  Street  an- 
alysts say  bigger  retailers  such  as  Fed- 
erated Department  Stores,  Dillard's,  or 
May  Department  Stores  could  gobble 
up  Nordstrom  if  Blake  fails  to  deliver 
stronger  results  within  two  years.  Blake 
denies  the  family  wants  to  sell  but  ac- 
knowledges that  he  may  have  no  choice 
if  he  can't  pump  up  earnings.  "I  can't 
guarantee  we'd  never  be  for  sale,"  Blake 
says.  "If  we  were  to  fail,  I'm  sure  the 
board  would  have  to  revisit  all  options." 

That  sense  of  urgency  was  clear  as 
the  new  ceo  went  to  work  to  stanch 
Nordstrom's  hemorrhaging.  He  rebal- 
anced the  women's  clothing  selection, 
shifting  back  to  more  classic  lines.  Al- 
most overnight  last  year,  the  retailer 
had  estranged  many  core  customers 
with  a  fashion  face-lift  called  "Reinvent 
Yourself."  The  aborted  campaign  seemed 
to  cater  to  twentysomethings  at  the  ex- 
pense of  longtime  boomer  shoppers. 
Blake  also  canceled  four  of  23  planned 
store  openings  and  renewed  Nord- 
strom's emphasis  on  lavish  customer 
service.  "We  know  by  giving  good  ser- 
vice we  sell  more,"  Blake  says.  "It's  the 
heart  and  soul  of  our  business." 
KNOTTY  DILEMMA.  But  the  retail  world 
has  changed  since  Nordstrom's  heyday. 
With  the  rise  of  such  specialty  retailers 
as  Talbots,  The  Limited,  and  Ann  Tay- 
lor, competition  is  ferocious.  And  its  old 
winning  formula — great  customer  ser- 
vice— isn't  the  easy  advantage  it  once 
was.  Neiman  Marcus  Group  Inc.  is  now 
No.  1  in  service  among  department-store 
chains.  It  generates  annual  sales  of  $490 
per  square  foot,  handily  eclipsing  sec- 
ond-place Nordstrom  at  $342.  And  Tal- 
bots Inc.  also  took  a  page  from  Nord- 
strom's playbook.  The  Hingham  (Mass.) 
chain  improved  its  service  and  stuck  to 
classic  merchandise.  The  result:  It  end- 
ed last  year  as  one  of  the  best-perform- 
ing retailers  in  the  nation,  with  same- 
store  sales  jumping  17%. 

Nordstrom  faces  an  even  knottier  I 
dilemma  these  days:  the  growing  em-  I 
phasis  on  value.  Consumers  are  much  I 
more  willing  to  shop  around.  Nord-  I 
strom's  response  has  been  to  try  to  do  I 
it  all  by  offering  superior  service  at  I 
middle-income  prices.  In  fact,  the  chain  " 
has  always  been  torn  between  the  art  I 
and  science  of  retailing.  It  mastered   • 
the  art — beautiful  store  designs  and 
marketing,  for  example.  But  it  always 
stumbled  on  the  science — inventory  and   L 
expense  management,  as  well  as  con-  I 
sistency  in  execution,  analysts   say.   | 
Those  unglamorou.s  back-shop  (let 


matter  in  a  value-driven  market. 
For  Nordstrom  to  regain  its  luster, 
Blake  must  continue  to  take  drastic 
measures.  Chief  among  them  is  slashing 
the  company's  bloated  overhead.  Annu- 
al selling,  general,  and  administrative 
expenses  run  about  $100  a  square  foot, 
vs.  $60  industrywide.  Next,  he  needs 
to  accelerate  the  installation  of  the  com- 
pany's first  computerized  inventory  sys- 
tem, which  is  still  almost  a  year  away 
from  reaching  all  123  stores.  Nordstrom 
still  partly  depends  on  handwritten 
notes  compiled  in  loose-leaf  binders  by 
sales  clerks  to  manage  inventory.  "They 


AS  NORDSTROM  EARNINGS 
TAKE  A  SLIDE... 
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...THE  FAMILY  LOOKS  FOR 
A  REVERSAL  OF  FORTUNE 


BRUCE  NORDSTROM  Chair 
man,  67.  Grandson  of  founder 
John  W.  Nordstrom.  He  helped 
oust  Mark  Whitacre,  the  only 
non-Nordstrom  to  run  the  chain. 

BLAKE  NORDSTROM  Presi- 
dent, 40.  Son  of  Bruce,  he  has 
overall  responsibility  for  reviving 
the  retailer.  The  family  controls 
about  one-third  of  the  stock. 

PETER  NORDSTROM  Execu- 
tive Vice-President,  39.  Brother 
of  Blake,  he  has  direct  respon- 
sibility for 
merchandise. 


are  doing  a  lot  of  guessing  and  hand 
counting,"  says  A.G.  Edwards  &  Sons 
Inc.  retail  analyst  Bob  Buchanan. 

Is  Blake  up  to  the  challenge?  The 
family  business  is  certainly  in  his  blood. 
He  has  worked  at  Nordstrom  since  age 
14,  starting  in  the  stock  room  of  the 
shoe  department  in  Bellevue,  Wash.  Bet- 
sy Sanders,  a  former  Nordstrom  vice- 
president  and  a  director  at  Wal-Mart 
Stores  Inc.,  at  one  time  had  11  Nord- 
strom kids  working  under  her,  including 
Blake  and  Peter.  "They  paid  their  dues," 
she  recalls.  "They  worked  really  hard." 
Blake  handled  stints  as  a  buyer,  store 
manager,  regional  vice-president,  and 
division  president  before  accepting  the 
top  spot.  While  running  the  Rack  cloth- 
ing chain  for  a  year,  he  added  10  stores 
and  saw  sales  rise  18.3%.  "In  every  as- 
signment, I  had  gains,  beat  the  company 
average,  and  saw  improvement,"  he 
says.  "I'm  confident  of  my  ability." 
OFF-KILTER.  But  many  analysts  and  in- 
vestors say  Blake  will  have  to  step  up 
the  pace — and  wonder  whether  he  has  a 
deep  enough  background  to  make  the 
tough  decisions.  "I  would've  preferred  to 
see  a  manager  come  from  the  outside 
who  had  experience  with  inventory 
management,"  says  J.  P.  Morgan  Chase 
&  Co.  analyst  Shari  Eberts.  Indeed,  a 
huge  inventory  overhang  from  last  year 
still  plagues  the  chain.  And  while  Nord- 
strom is  working  to  improve  its  store 
layouts,  an  off-kilter  mix  of  merchan- 
dise still  turns  off  some  customers.  Re- 
cently, Gloria  Hatch  couldn't  find  any 
outfits  for  larger  women  at  Nordstrom's 
Northgate  store  near  Seattle  or  a  clerk 
to  help  her  look,  so  she  took  her  $600 
worth  of  business  to  a  rival  Bon  Marche 
department  store.  Her  take:  "I  find 
shopping  at  Nordstrom  too  frustrating." 
There  are,  however,  hints  that  the 
chain  has  touched  bottom.  In  June,  the 
retailer  turned  in  a  1.4%  year-on-year 
gain  in  same-store  sales,  its  first  for 
the  year.  And  the  crucial  women's  ap- 
parel category,  36%  of  total  sales, 
showed  its  sixth  straight  month  of 
year-on-year  gains  in  June,  thanks  in 
part  to  Nordstrom's  higher-margin  pri- 
vate labels.  At  least  one  investor  is 
encouraged.  Says  Jeff  Huffman,  a  pen- 
sion-fund manager  for  Crabbe  Huson 
Group  Inc.,  which  recently  bought 
600,000  shares:  "I  think  they  have  a 
pretty  good  handle  on  where  they 
made  their  mistakes  and  wh;il  liny 
need  to  do  to  get  customers  hack." 
Can  Blake  and  his  brothers  get  it 
right?  The  future  of  their  great- 
grandfather's company  may  depend 
on  it. 

By  Stanley  Holmes  in  Seattl 
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By  Aaron  Bernstein 


hen  Wayne  A.  Elliott  was  trans- 
ferred in  1996  from  a  factory  job  to 
a  warehouse  at  Lockheed  Martin 
Corp.'s  sprawling  military-aircraft 
production  facilities  in  Marietta,  Ga., 
he  says  he  found  himself  face  to  face 
with  naked  racism.  Anti-black  graffiti  was 
scrawled  on  the  restroom  walls.  His  new 
white  colleagues  harassed  him,  Elliott  recalls, 
as  did  his  manager,  who  would  yell  at  him,  call 
him  "boy,"  and  tell  him  to  "kiss  my  butt."  He 
complained,  but  Elliot  says  the  supervisor 
was  no  help.  Instead,  he  assigned  Elliott,  now 
46,  to  collecting  parts  to  be  boxed,  which  in- 


found  "back-to-Africa  tickets"  on  their  desks, 
he  says,  which  said  things  like  "Just  sprinkle 
this  dingy  black  dust  on  any  sidewalk  and 

piss  on  it,  and,  presto!  hundreds  of  n s 

spring  up!"  They  reported  this,  but  the  Lock- 
heed security  officials  who  responded  took 
the  three  victims  away  in  their  security  cars 
as  if  they  were  the  wrongdoers,  he  says,  and 
interrogated  them  separately. 

Then,  one  day  in  1999,  according  to  Elliott, 
a  hangman's  noose  appeared  near  his  desk. 
"You're  going  to  end  up  with  your  head  in 
here,"  Elliott  recalls  a  white  co-worker  threat- 
ening. Another  noose  appeared  last  November, 
he  says.  He  and  the  other  whites  "hassle  me 
all  the  time  now,  unplugging  my  computer  so 
I  lose  work,  hiding  my  bike  or  chair;  it's  con- 


In  an  increasingly  multicultural  U.S.,  harassment  of 


mum 


volves  walking  about  10  miles  a  day.  Mean- 
while, the  eight  whites  in  his  job  category 
sat  at  computer  terminals  and  told  him  to 
get  a  move  on — even  though  Elliott  outranked 
them  on  the  union  seniority  list. 

The  atmosphere  got  even  uglier  when  El- 
liott and  a  few  other  blacks  formed  a  small 
group  in  1997  called  Workers  Against  Dis- 
crimination, which  led  to  the  filing  of  two 
class  actions.  One  day,  he  and  the  other  two 
black  men  among  the  30  warehouse  workers 


stant,"  says  Elliott,  who  gets  counseling  from 
a  psychologist  for  the  stress  and  says  he  has 
trouble  being  attentive  to  his  two  children, 
ages  7  and  8,  when  he's  at  home. 

Lockheed  spokesman  Sam  Grizzle  says 
the  company  won't  comment  on  any  specific 
employee.  But  regarding  the  suits,  which 
Lockheed  is  fighting,  he  says,  "we  do  not  tol- 
erate, nor  have  we  ever  tolerated,  harass- 
ment or  discrimination  of  any  form.  We  take 
such  complaints  very  seriously,  and  we  al- 


64  Uii',inov,W(;t!k  /  July  30,  2001 


ways  have  investigated  them  and  taken  ap- 
propriate action  when  needed." 

The  alleged  incidents  at  Lockheed  are 
part  of  an  extensive  pattern  of  charges  of 
racial  hatred  in  U.S.  workplaces  that  Busi- 
nessWeek investigated  over  a  two-month  pe- 
riod. Nearly  four  decades  after  the  Civil 
Rights  Act  of  1964  gave  legal  equality  to  mi- 
norities, charges  of  harassment  at  work  based 
on  race  or  national  origin  have  more  than 
doubled,  to  nearly  9,000  a  year,  since  1990, 
according  to  the  Equal  Employment  Oppor- 
tunity Commission  (charts,  page  67). 

The  problem  is  not  confined  to  small 
Southern  cities  such  as  Marietta.  In  addition 
to  high-profile  suits  at  Lockheed,  Boeing,  and 
Texaco,  dozens  of  other  household  names  face 

f  inorities  is  on  the  rise 


complaints  of  racism  in 
their  workforce.  Noose 
cases  have  been  prose- 
cuted in  cosmopolitan  San  Fran- 
cisco and  in  Detroit,  with  a  black  population 
among  the  largest  in  the  nation. 

It's  true  that  minorities'  share  of  the 
workforce  grew  over  the  decade,  which  could 

I  have  led  to  a  corresponding  rise  in  clashes. 
Yet  racial  harassment  charges  have  jumped  by 
1100%  since  1990,  while  minority  employment 


grew  by  36%.  What's  more,  most  charges  in- 
volve multiple  victims,  so  each  year  the  cases 
add  up  to  tens  of  thousands  of  workers — 
mostly  blacks,  but  also  Hispanics  and  Asians. 

It's  hard  to  reconcile  such  ugly  episodes 
with  an  American  culture  that  is  more  ac- 
cepting of  its  increasing  diversity  than  ever 
before.  To- 
day, immi- 
grants from 
every  ethnic  and  racial  background  flock  to  the 
U.S.  There  is  a  solid  black  middle  class,  and 
minorities  are  active  in  most  walks  of  life, 
from  academia  to  the  nightly  news.  When  we 
do  think  about  race,  it's  usually  to  grapple 
with  more  subtle  and  complex  issues,  such  as 
whether  affirmative  action  is  still  necessary  to 
help  minorities  overcome  past  discrimination, 
or  whether  it  sometimes  constitutes  reverse 
discrimination  against  whites. 

To  some  extent,  the  rise  in  harassment 
cases  may  actually  reflect  America's  improved 
race  relations.  Because  more  minorities  be- 
lieve that  society  won't  tolerate  blatant  big- 
otry anymore,  they  file  eeoc  charges  rather 
fter  johnson  than  keep  quiet  out  of  despair 

motSSlS?"  that  their  complaints  won't  be 
er  bos?hung  n-  heard,  says  Susan  Sturm,  a 
n  his  wall  Columbia  University  law  pro- 

1  fessor  who  studies  workplace  discrimina- 
i      tion.  Many  cases  involve  allegations  of 

harassment  that  endured  for  years. 

Multimillion-dollar  settlements  of  racial 
discrimination  or  harassment  claims  at  such 
companies  as  Coca-Cola  Co.  and  Boeing  Co. 
also  give  victims  greater  hope  that  a  reme- 
dy is  available.  Such  suits  became  easier  in 
1991,  after  Congress  passed  a  law  that  al- 
lowed jury  trials  and  compensatory  and  puni- 
tive damages  in  race  cases.  "It's  like  rape, 
which  everyone  kept  silent  about  before,"  says 
Boeing   human   resources   chief  James   B. 
Dagnon.  "Now,  prominent  individuals  are  will- 
ing to  talk  publicly  about  what  happened,  so 
there's  a  safer  environment  to  speak  up  in." 

But  many  experts  say  they  are  seeing  a 
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disturbing  increase  in  incidents  of  harassment.  Minority  work- 
ers endure  the  oldest  racial  slurs  in  the  book.  They're  asked  if 
they  eat  "monkey  meat,"  denigrated  as  inferior  to  whites,  or 
find  "kkk"  and  other  intimidating  graffiti  on  the  walls  at  work. 

Even  office  workers  are  not  exempt.  In  May,  10  current 
and  former  black  employees  at  Xerox  Corp.  offices  in  Hous- 
ton filed  harassment  charges  with  the  eeoc.  One,  Linda 
Johnson,  says  she  has  suffered  racial  slurs  from  a  co-worker 
since  1999,  when  glaucoma  forced  her  to  quit  the  sales  de- 
partment and  become  a  receptionist.  Last  year,  a  white  col- 
league doctored  a  computer  photo  of  her  to  make  her  look 
like  a  prostitute,  she  says.  After  she  complained,  her  boss 

printed  out  the  picture 
and  hung  it  in  his  of- 
fice, her  charge  says. 
"I  tried  to  do  what 
company  procedures  suggested  and  complain  to  my  supervi- 
sor, then  on  up  to  human  resources  at  headquarters,"  says 
Johnson,  47.  "But  they  just  sweep  it  under  the  rug."  Xerox 
declined  to  comment  on  her  case. 

Worse  yet  are  hangman's  nooses,  a  potent  symbol  of  mob 
lynchings  in  America's  racial  history.  The  eeoc  has  handled  25 
noose  cases  in  the  past  18  months,  "something  that  only  came 
along  every  two  or  three  years  before,"  says  Ida  L.  Castro, 
outgoing  eeoc  chairwoman.  Management  lawyers  concur  that 
racial  harassment  has  jumped  sharply.  "I've  seen  more  of 
these  cases  in  the  last  few  years  than  in  the  previous  10,  and 
it's  bad  stuff,"  says  Steve  Poor,  a  partner  at  Seyfarth,  Shaw, 
Fairweather  &  Geraldson,  a  law  firm  that  helps  companies  de- 
fend harassment  and  discrimination  suits. 

Some  lay  the  blame  on  blue-collar  white  men 
who  think  affirmative  action  has  given  minorities  an 
unfair  advantage.  Their  feelings  may  be  fueled  by 
the  long-term  slide  in  the  wages  of  less-skilled  men, 
which  have  lagged  inflation  since  1973.  Since  many 
whites  see  little  evidence  of  discrimination  anymore, 
the  small  number  who  harbor  racist  views  feel  more 
justified  in  lashing  out  at  minorities,  whom  they  per- 
ceive as  getting  ahead  solely  due  to  their  race,  says| 
Carol  M.  Swain,  a  Vanderbilt  University  law  professor 
who  is  writing  a  book  about  white  nationalism. 
SILENCE.  Incidents  of  open  racism  at  work  occur  below 
the  national  radar  because  all  the  parties  have  powerful  in- 
centives to  keep  it  quiet.  Plaintiffs'  lawyers  don't  want  em- 
ployees to  go  public  before  a  trial  for  fear  of  prejudicing 
their  case  in  court.  BusinessWeek  spoke  for  more  than  a 
month  with  some  lawyers  before  they  agreed  to  let  their 
clients  talk.  Even  then,  most  workers  refused  to  give  their 
names,  fearful  of  retaliation.  Management  and  plaintiffs' 
lawyers  alike  say  it  takes  tremendous  nerve  to  file  a  suit  or 
eeoc  charges,  given  the  likelihood  that  co-workers  or  bosses 
will  strike  back.  Since  1990,  the  number  of  minorities  filing 
charges  of  retaliation  with  the  eeoc  after  they  complained 
about  racial  mistreatment  has  doubled,  to  20,000  a  year. 

Companies  have  an  even  greater  desire  to  avoid  bad  pub- 
licity. Many  suits  end  when  employers  settle.  They  routinely 
buy  employees'  silence  with  extra  damage  award  money. 

Because  racial  harassment  allegations  can  be  so  embar- 
rassing, they  pose  a  difficult  challenge  for  companies.  Some 
quickly  go  on  the  offensive  and  take  steps  to  change.  Other 
employers  hunker  down  for  a  fight,  arguing  that  allegations 
are  inaccurate  or  exaggerated.  Northwest  Airlines  Corp., 
for  example,  is  fighting  charges  made  by  black  construction 
workers  who  found  a  noose  last  July  at  the  airline's  new 
terminal  under  construction  at  Detroit  Metro  Airport.  North- 
west also  recently  settled  two  noose-related  suits,  although  it 
denied  liability.  Northwest  spokeswoman  Kathleen  M.  Peach 
says  none  of  the  noose  incidents  "rise  to  the  level  of  ha- 
rassment. You  have  to  ask  was  it  a  joke  at  a  construction 
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Lockheed  Martin 
employee 
WAYNE  ELLIOTT 

says  he  found 
"back-to-Africa 
tickets"  on  his 
desk  and  was 
called  "boy"  by 
his  manager.  He 
complained,  he 
says,  to  no  avail. 
Then  came  the 
hangman's 
noose. 
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When  told  what  he 


knew  about  two  nooses  at  Lockheed,  he  too 
became  a  target,  he  says.  One  anonymous  c« 
told  him  he  would  "wind  up  on  a  slab,  dead.' 


site?  Or  was  it  in  a  cargo  area  where  a  lot  of  ropes  are 
used?  It's  not  as  cut-and-dried  as  it  seems." 

Some  employers  dismiss  nooses  and  slurs  as  harmless  joking. 
This  seems  to  be  the  view  taken  by  Lakeside  Imports  Inc., 
New  Orleans'  largest  Toyota  Motor  Corp.  dealer.  Last  August, 
it  signed  a  consent  decree  with  the  eeoc  to  settle  charges 
brought  by  six  black  salesmen  in  its  50-person  used-car  de- 
partment. The  men  said  that  their  manager,  Chris  Mohrman, 
hit  and  poked  them  with  two  3^-foot-long  sticks  with  deroga- 
tory words  on  them  that  he  called  his  "n sticks." 

Lakeside  brushed  aside  the  incident,  according  to  case  de- 
positions. Mohrman's  manager  at  the  time,  a  white  man 
named  David  Oseng,  had  hired  the  black  salesmen.  When  he 
heard  what  was  going  on,  Oseng  said  in  his  deposition,  he  told 
the  dealership's  top  brass.  Oseng  said  the  top  two  managers 

"told  me  they  were  tired  of  all  the  problems  with  the  n s. 

And  if  we  hired  another  n ,  [I]  would  be  terminated." 

Lakeside  lawyer  Ralph  Zatzkis  says  the  dealer  didn't  admit 
any  guilt  and  denies  that  anything  serious  happened.  He 
says  the  sticks,  which  the  EEOC  obtained  by  subpoena,  did 


lave  writing  on  them,  but  "those  weren't  racial  remarks." 
iatzkis  dismissed  the  episode  as  "horseplay."  Mohrman  and 
he  black  salesmen  left  Lakeside  and  couldn't  be  reached. 
5atzkis  says  Lakeside's  top  managers  declined  to  comment. 

Frivolous  harassment  charges  do  occur,  say  experts,  but 
hey're  rare.  "It  takes  a  lot  of  energy  to  raise  a  complaint, 
md  you  can  make  major  mistakes  assuming  what  the  em- 
)loyees'  motives  are,"  warns  Haven  E.  Cockerham,  head  of 
mman  resources  at  R.R.  Donnelley  &  Sons  Co.,  which  is 
ighting  a  class  action  for  alleged  racial  discrimination  and  ha- 
rassment that  included  claims  of  whites  donning  kkk  robes. 

Consider  Adelphia  Communications  Corp.,  a  $2.9  billion 
•able-TV  company  based  in  Coudersport,  Pa.  In  February,  the 
)EOC  filed  suit  on  behalf  of  Glenford  S.  James,  a  12-year 
'eteran,  and  other  black  employees  in  the  company's  Miami 
iffice.  A  manager  there  racially  harassed  minorities  "on  a  dai- 
y  basis"  after  he  took  over  in  August,  1999,  the  suit  says. 
nhe  manager  twice  put  a  noose  over  James's  door,  it  says. 
)nce,  says  the  complaint,  the  manager  told  an  employee  to 
order  monkey  meat  or  whatever  they  eat"  for  James. 


In  a  suit  filed  in  June,  James 
says  that  Adelphia  didn't  stop  the 
problem  until  he  complained  to  the 
EEOC  in  May,  2000.  Then,  the  man- 
ager was  terminated  or  resigned. 
Adelphia  declined  to  comment. 
However,  its  brief  in  the  eeoc  suit 
admits  that  the  manager  displayed 
a  noose  and  "made  inappropriate 
statements  of  a  racial  nature."  The 
brief  says  Adelphia  "promptly  and 
severely  disciplined"  the  manager 
"as  a  result  of  his  actions."  The 
manager  couldn't  be  reached. 
REVENGE.  Whites  who  stand  up  for 
co-workers  also  can  run  into  trou- 
ble. Ted  W.  Gignilliat,  a  worker  at 
the  Marietta  facility  of  Lockheed 
since  1965,  says  he  was  harassed 
so  badly  for  speaking  up  about 
two  nooses  that  he  had  to  take  a 
leave  of  absence.  He  says  he  was 
threatened,  his  truck  was  broken 
into,  and  he  got  anonymous  phone 
calls  at  work  and  at  home — one 
telling  him  he  would  "wind  up  on 
a  slab,  dead."  In  March,  2000,  a 
psychologist  told  Gignilliat  to  stop 
work;  he  went  on  disability  leave 
until  May  of  this  year.  He  now 
works  as  an  alarm-room  operator 
in  the  plant's  fire  station.  "It's  in 
the  middle  of  the  security  office, 
with  guards,  but  I  feel  they  will 
retaliate  against  me  again  for  step- 
ping forward,"  says  Gignilliat. 

Usually,  of  course,  minorities 
bear  the  brunt  of  revenge.  Roo- 
sevelt Lewis,  who  delivers  Wonder 
bread  for  an  Interstate  Bakeries 
Corp.  bakery  in  San  Francisco, 
says  his  white  superiors  have  been 
making  his  life  miserable  ever 
since  he  and  other  blacks  filed  a 
race  suit  in  1998.  A  jury  awarded 
them  $132  million  last  year  (later 
reduced  by  a  judge  to  $32  million). 
Lewis  says  this  only  exacerbated 
the  behavior.  "They're  trying  to 
make  you  insubordinate,  to  create  an  excuse  to  fire  you," 
charges  Lewis.  He  says  he  has  complained  to  higher-ups, 
but  the  hassling  continues. 

Jack  N.  Wiltrakis,  Interstate's  head  of  human  resources, 
says  the  company  has  a  hotline  to  headquarters  in  Kansas 
City  but  has  received  no  complaints.  "If  they  have  a  problem, 
it's  incumbent  on  them  to  tell  us,"  he  says.  Interstate,  which  has 
34,000  workers  in  64  bakeries  around  the  U.  S.,  has  been  sued 
for  race  problems  in  New  York,  Orlando,  Indianapolis,  and 
Richmond,  Va.  It  has  settled  the  two  cases,  denying  liability, 
and  is  still  fighting  the  others,  including  Lewis'.  Wiltrakis  says 
the  suits  haven't  prompted  Interstate  to  launch  new  policies. 
In  the  end,  racist  behavior  by  employees  lands  at  the 
door  of  corporate  executives.  They  face  a  dilemma:  If  they  ad- 
mit there's  a  problem,  the  company  is  exposed  to  lawsuits  and 
negative  publicity.  But  denial  only  makes  matters  worse. 
Until  more  employers  confront  the  rise  of  ugly  racism  head 
on,  Americans  will  continue  to  see  behavior  they  thought 
belonged  to  a  more  ignominious  age. 

With  Micliaet  Arndt  in  Chicago  and  bureau  reports 
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Science  &  Technology 


PHARMACEUTICALS 


THE  TOP-SELLING  DRUGMAKER 
STILL  ISN'T  SATISFIED 

Why  GlaxoSmithKline  longs  for  Wall  Street's  respect 


When  rival  British  drugmakers 
Glaxo  Wellcome  and  SmithKline 
Beecham  got  together  in  a  $154 
billion  merger  last  December,  newly 
appointed  ceo  Jean-Pierre  Gamier 
boasted  that  the  partners  would  be  the 
"kings  of  science."  So  far,  he's  right. 
GlaxoSmithKline  PLC  is  the  global 
champ  in  pharma- 
ceuticals, with  $25.6 
billion  in  drug 
sales  last  year — 
equal  to  about  7% 
of  the  $317  billion 
global  prescription 
drug  business.  With 
an  annual  research 
budget  approaching 
$4  billion  and 
16,500  in-house  sci- 
entists, gsk  is  well 
placed  to  push  the 
science. 

Kings,  however,  get  no  time  to  kick 
back.  In  the  brief  seven  months  since 
the  merger  was  approved,  Gamier  has 
kept  up  a  breathless  pace  of  dealmak- 
ing.  He  has  inked  more  than  100  joint 
ventures  with  biotech  companies  and 
is  expected  to  sign  new  product-licens- 


ing deals  in  Japan  and  Europe.  With 
an  intensity  rarely  seen  in  Europe's 
mature  drug  sector,  gsk  is  rushing  to  fill 
the  remaining  gaps  in  its  product 
lineup — cancer  and  cardiovascular 
drugs.  "In  the  drug  industry,  size  is  es- 
sential these  days,"  says  Jonathan  de 
Passe,  managing  director  of  pharma- 


GSK'S  STRENGTHS  AND  CHALLENGES 


LOTS  OF  CASH  AND  PRODUCTS... 

Sales  in  2000  totaled  $25.6  bil- 
lion, profits  reached  $5.6  billion, 
the  annual  R&D  budget  approached 
$4  billion.  Now,  GSK  is  the  leading 
supplier  of  antibiotics,  antivirals, 
and  respiratory  drugs. 


...BUT  WEAK  SPOTS 

To  come  up  quickly  in  cancer  and 
cardiovascular  drugs,  where  the 
pipeline  is  thin,  GSK  is  likely  to 
acquire  biotech  or  pharmaceutical 
products — or  players — in  the  U.S., 
Europe,  and  Japan. 


boundaries    of 


Data:  Evaluate  PLC 

ceutical  consultancy  Evaluate  PLC,  "but 
being  big  doesn't  guarantee  success." 

At  first  blush,  it's  hard  to  fathom 
why  gsk  is  in  such  a  hurry.  The  com- 
pany is  the  world's  top  supplier  of 
antibiotics,  AIDS  drugs,  vaccines,  and 
central  nervous  system  and  respiratory 
medicines.  It  netted  $5.6  billion  in 
profits  last  year.  And  with  the  second- 


FLU  VACCINES:  The 

annual  r&d  budget 
is  nearly  $4  billion 

quarter  results  an- 
nounced in  July,  gsk  is 
on  track  to  meet  its 
estimates  of  13%  earn- 
ings per  share  growth 
for  2001. 

Yet  gsk's  great  girth 
and  strong  performance 
mask  an  awkward  fact: 
The  company's  market 
value  of  $175  billion 
looks  positively  skimpy 
compared  with  $239  bil- 
lion for  Pfizer  Inc.,  an 
American  rival  with 
slightly  smaller  rev- 
enues. Fact  is,  Wall 
Street  loves  Pfizer's  mar- 
keting muscle — promi- 
nently flexed  with  hits  such  as  Viagra 
and  cholesterol-lowering  blockbuster 
Lipitor.  And  while  gsk's  shares  have,- 
held  steady  at  about  $56,  after  reaching  | 
a  high  of  $60  in  December,  the  company  ■*" 
hasn't  convinced  analysts  that  its 
megamerger  spells  rapid  growth.  Partly 
because  of  that,  and  partly  in  light  of 
Pfizer's  strong  product  pipeline,  Evalu- 
ate expects  Pfizer  to  outstrip  GSK  on 
profits  in  the  year  2003— $11.7  billion 
to  $7.6  billion. 

With  such  concerns  squarely  in  view, 
Gamier  is  intent  on  expanding  his 
realm.  The  company  has  roughly  $6 
billion  in  cash  assets,  so  Wall  Street  is 
keenly  interested  in  any  and  all  ob- 
jects of  Garnier's  desire.  Indeed,  bare- 
ly a  month  ago,  reports  swirled  that 
gsk  was  making  moves  on  giant  Amer- 
ican Home  Products  Corp.  Both  com- 
panies quickly 
squelched  the  ru 
mors,  and  gsk  con 
tinues  to  insist  that 
it  isn't  going  after 
any  other  big  prey 
SIDE  DEALS.  Instead 
for  the  near  future, 
it  will  rely  or 
stepped-up  market 
ing,  faster  drug  dis 
covery  by  its  own 
scientists,  and  sc 
called  in-licensing  deals  with  other  drug1* 
makers — essentially  deploying  its  rep* 
to  sell  a  rival's  products  for  a  percent- 
age of  sales,  gsk  has  signed  more  than  s 
dozen  such  deals  this  year.  "We  want  tc 
capture  the  best  opportunities,  whether 
the  source  is  internal  or  a  university, 
small  biotech  company,  or  another 
drugmaker,"  says  Garnier's  right-hand 
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Not  so  long  ago,  technology  was 
little  more  than  an  afterthought 
in  the  strategic  planning  pro- 
cesses of  major  corporations. 
The  GEO  would  determine  a 
corporate  course,  then  ask 
technologists  to  implement  it. 
Many  companies  didn't  even 
have  a  CIO— and  in  those  that  did,  the 
CIO  was  not  usually  considered  a  strategic 
player.  The  technology/strategy  divide 
was  deep  and  it  was  seldom  crossed. 

Today,  that  situation  has  changed. 
Thanks  mostly  to  the  Internet  revolution, 
technology  now  plays  an  essential  role  in 
the  modern  corporation.  Recognizing  this, 
companies  are  crafting  technology-based 
strategies  and  elevating  CIOs  to  positions 
of  strategic  importance  in  the  process. 
How  has  the  CIO  function  changed  and 
what  challenges  does  today's  CIO  face? 
These  questions  were  the  focus  of  The  CIO 
Summit  presented  by  BusinessWeek  and 
WorldCom  on  May  10— 11  in  Boston,  MA. 
The  cross -industry  gathering  explored  the 
evolving  roles  and  responsibilities  of  CIOs. 

Internet  Technologies 
and  Today's  Corporation 

The  adoption  of  cutting- edge  Internet 
technologies  is  no  longer  optional  in 
today's  corporation,  it's  a  must.  In  part 
because  customers  demand  it.  And  it's 
clear  that  CIOs  are  at  the  center  not  only 
of  technology  purchases  and  implemen- 
tation, but  of  setting  the  strategies  that 
leverage  their  power.  An  audience  poll 


revealed  that  nearly  90%  of 
conference  attendees  either 
headed  their  company's 
e-business  functions  or  were 
central  to  the  planning  and 
implementation  of  those 
functions.  As  Frank  Nigro, 
director  of  e-applications 
product  management  for  WorldCom, 
points  out,  "Your  customers  are  evolving. 
They  have  accepted  and  embraced  things 
like  e-mail  and  chat,  and  they're  not  going 
away.  You're  stuck  with  them.  So  you  must 
evolve  your  business  plan  to  incorporate 
those  things  into  how  you  do  business." 
Keeping  customers  happy,  however, 
is  only  one  small  part  of  the  equation. 
Companies  today  understand  that  there 
are  myriad  operational  advantages  to  be 
gained  through  the  use  of  these  technologies. 

One  such  technology  is  the  virtual 
private  network,  or  VPN.  A  VPN  allows  a 
company  to  provide  24/7  global  network 
access  to  employees,  vendors,  partners, 
customers,  or  other  entities.  Janel 
Crabtree,  director  of  global  IP  VPN  services 
for  WorldCom,  points  out  the  advantages 
of  such  a  network:  "You  can  run  all  of  your 
networking  functions  over  a  single  infra- 
structure, which  makes  them  simpler  and 
easier  to  manage.  A  VPN  gives  you  lower  cost 
and  global  availability.  You  can  outsource 
it.  And  you  can  use  it  to  run  applications 
that  require  higher  bandwidth,  global 
availability,  and  access  to  both  the  public 
Internet  and  your  private  solutions." 

Another  valuable  technology  is  universal 
routing,  which  shuffles  customer  queries 
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I -Culture 


"Corporate  culture  ultimately  determines 
how  work  gets  done  and  progress  gets 
made  inside  a  company.  It's  the  invisible 
hand  that  is  guiding  things.  Therefore, 
it  is  critical  to  your  e-business  strategy," 
says  Peter  Solvik,  senior  vice  president 
and  CIO  of  Cisco  Systems,  Inc.  Yet  most 
companies  neglect  this  issue:  "Very  few 
companies  address  culture  as  part  of 
their  e-business  initiative.  And  that's  a 
key  reason  that  some  companies  are  not 
getting  the  results  they  were  hoping  for." 

According  to  Solvik,  success  as  an 
Internet  corporation  requires  an  under- 
lying Internet  culture,  or  I-culture. 
What  exactly  is  I-culture  and  what  is 
its  value?  "It's  comprised  of  values, 
principles,  and  behaviors  required  to 
accelerate  success  in  the  new  Internet 
economy.  An  I-culture  supporting  Internet 
initiatives  enables  corporations  to  rapidly 
adapt,  providing  better  customer  service 
and  creating  shareholder  wealth." 

Making  the  change  will  not  be  easy, 
says  Solvik.  But  it  is  essential.  "It  is 
very  short-sighted  to  expect  a  return 
on  your  investment  without  looking  at 
how  culture  could  be  a  barrier  to  your 
success.  You  must  determine  whether 
your  current  culture  is  helping  you — 
or  getting  in  the  way." 


Conference  chairman  Scott  Shuster  (left)  had 
some  time  to  question  Pete  Solvik,  Cisco's 
CIO,  after  his  intriguing  presentation  on  the 
importance  of  building  an  Internet  culture. 


After  making  individual 
presentations,  MITs  Erik 
Brynjolffson  (second  from 
left),  Capital  One's  Marge 
Connelly,  and  Prudential 
Insurance's  William  Friel 
joined  conference  chairman 
Scott  Shuster  to  continue 
the  discussion  on  The 
Evolving  Role  of  the  CIO. 


from  multiple  channels  (phone,  fax,  e-mail, 
etc.)  into  a  single  queue.  Not  only  does  this 
technology  simplify  the  customer  care  process, 
it  also  has  important  ramifications  for  the 
business  as  a  whole.  "If  you  have  different 
data  in  separate  systems,  that  means  your 
knowledge  of  the  customer  is  most  likely  in 
separate  places  too,"  explains  Lucy  Sanders, 
vice  president  and  chief  technology  officer, 
CRM  Solutions,  Avaya  Labs.  "If  you  don't 
blend  these  communication  channels,  you 
won't  have  a  consistent  view  of  the  customer." 
VPNs  and  universal  routing  are  just  two  of 
the  emerging  technologies  that  are  enabling 
chief  information  officers  to  redefine  cor- 
porate strategy.  There  are  countless  others 
and  spotting  those  that  are  most  promising 
is  difficult,  so  forward-thinking  companies, 
including  Charles  Schwab  &  Co.,  are  estab- 
lishing policies  that  promote  the  adoption 
of  the  most  promising  ones.  Frederick 
Matteson,  executive  vice  president  of  Schwab 
Technology  Innovation,  explains  Schwab's 
three -pronged  approach.  "Each  of  our  enter- 
prises has  fundamental  operating  spends  that 
are  mandated  at  the  corporate  level.  Then  they 
have  discretionary  funds  with  which  they  can 
finance  whatever  technology  they  want.  And 
finally,  we  fund  enterprise -wide  applications 
out  of  a  corporate  project  budget,  which  means 
we  don't  have  to  solicit  support  from  indi- 
vidual business  units."  Between  these  three 
policies,  says  Matteson,  Schwab  ensures  the 
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"Everything  you  do  as  a  CIO  has  to  be  centered  around  knowledge 
of  the  business  process.  Otherwise  you  will  not  be  successful." 

Thomas  J.  Flanagan,  senior  vice  president,  program  management 
and  application  engineering,  WorldCom 


implementation  of  new  technologies  but 
also  strikes  a  balance  between  corporate 
consistency  and  departmental  innovation. 

Which  Technologies? 

With  the  advantages  of  innovation  becoming 
increasingly  evident,  the  CIO's  biggest 
challenge  is  no  longer  convincing  a  reluctant 
CEO  to  adopt  new  technologies.  The  issue, 
rather,  is  choosing  the  best  and  most  appro- 
priate solutions  from  the  thousands  available. 

But  there  is  a  minefield  of  distraction 
to  navigate.  Many  CIOs  have  championed 
dazzling  new  technologies  only  to  discover 
that  they  were  nothing  more  than  window 
dressing.  It  is  dangerous  to  get  sidetracked 
in  this  manner,  says  Paul  Rosenblum  vice 
president  of  product  management  for  Blue 
Martini  Software.  "We  would  never  suggest 
that  people  do  stuff  just  because  it's  cool. 
That  doesn't  make  a  lot  of  sense.  You  should 
look  at  technology  on  an  ROI  basis  and 
decide  whether  it  makes  business  sense." 

Gord  Kukec,  vice  president  of  eBusiness 
for  Crystal  Decisions,  also  cautions  against 
getting  caught  in  the  "cool"  trap.  "It's  very 
easy  to  become  seduced  by  the  latest  tech- 
nology. But  if  you  can't  see  how  it  improves 
your  business,  I  suggest  you  think  again." 
How  does  one  avoid  the  Siren's  call?  "Ask 
whether  a  technology  answers  the  '  So  what?' 
cruestion.  Will  it  allow  you  to  drive  better 
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'  Does  it  fit  with  your  business 
f  Is  it  relevant  and  feasible?  If  you 
an't  answer  these  questions,  you  have  no 
usiniss  i  nv  csiing  in  the  enabling  technology." 
Even  if  a  technology  passes  the  "So  what?" 
:st,  there  ;ire  further  questions  to  be  asked. 
<  toiding  toThomas  Flanagan,  seniorvice 
resident  of  program  management  and  appli- 
ation  engineering  for  WorldCom,  only  the 
evolutionary  technologies  significantly 
hange  the  business:  "Look  at  how  it  improves 
)(■  lundamentals  of  the  business  process, 
lcremental  change  doesn't  really  alter  your 
luiness   It  improves  market  opportunities. 
hi  it  does  not  create  new  ones.  To  create, 
e  have  to  look  for  disruptive  technologies." 
rik  Brynjolfsson.  professor  at  MIT's  Sloan 
chool  of  Management  and  co-director  of 
le  Center  for  e-Business@MIT.  agrees: 
simply  overlaying  technology  on  old  systems 
not  likely  to  succeed.  But  if  you  really 
■verage  technology  well,  you  can  reinvent  your 
usiness  and  create  a  set  of  information  flows 
i;it  would  paralyze  an  old -line  organization." 

The  advances  enabled  by  disruptive 
:chnologies,  of  course,  do  not  come  without 
sk.  It  is  the  CIO's  responsibility  to  manage 
lis  risk— and  doing  so  can  be  a  delicate  task. 
s  Joe  Feliu.  vice  president  of  operations 
id  CIO  of  Visto  Corporation,  points  out, 
We,  have  to  meet  the  needs  of  our  users.  If 
le  technology  isn't  appealing  or  easy  to 
se,  it's  not  going  to  work  for  them.  On  the 
her  hand,  we  have  to  make  it  work  for  our 
>mpanies,  too;  it  can't  meet  our  customers' 
;eds  but  drive  us  out  of  business.  Our  job 
I  CIO  is  to  strike  that  balance." 


be  CIO's  Changing  Role 

riking  a  balance  requires  an  understanding 
Dt  only  of  technology,  but  also  of  a  busi- 
iss's  customers,  philosophy,  and  strategic 
rection.  Today's  CIO,  therefore,  must  be 
ore  than  a  technologist.  In  the  words  of 
arge  Connelly,  executive  vice  president  of 
tpital  One  Financial  Corporation's  domestic 
rd  operations  and  IT  infrastructure 


2001  CIO  Summit 


"We  can't  do  everything  for  every  constituent  inside  and 
outside  our  organization.  So  the  challenge  is  giving  them 
the  ability  to  do  it  themselves." 

Gord  Kukec,  vice  president,  eBusiness,  Crystal  Decisions 


Crystal  Decisions  hosted  dinner  and  the  following 
keynote  address,  featuring  Duke  University's  Mike 
Krzyzewski  (Coach  K),  who  shared  his  insights  on 
leadership  and  team  building  with  Summit  delegates. 


departments,  "The  CIO  must  be  a  business 
leader,  a  technology  leader,  and  a  cultural 
leader,  not  just  within  the  IT  division  but 
across  the  entire  company. .  .The  CIO  has 
to  have  a  deep  understanding  of  the  critical 
business  levers  and  then  translate  that 
understanding  into  technical  specifications." 

Transcending  the  technologist  role  is  not 
always  easy.  Especially  in  old-line  companies, 
the  CIO  must  often  prove  his  or  her  readiness 
to  be  a  strategic  player.  According  to 
Sateesh  Lele,  vice  president  and  CIO 
of  FritoLay-PepsiCo.,  this  is  accomplished 
through  knowledge.  "CIOs  can  bridge  the 
technology/strategy  divide  by  developing 
the  ability  to  converse  in  business  terms," 
he  says.  "Once  you  can  do  that,  then  people 
are  willing  to  say  'OK,  he  understands  the 
business.  Let's  make  him  a  collaborative 
partner  with  the  chairman,  the  CEO,  and 
the  rest  of  the  top  management  team. ' " 

Communication,  too,  is  essential.  It 
doesn't  help  to  understand  the  business  if 
you  can't  talk  the  talk,  says  James  Bussey, 
advisory  board  member  of  StrataSys.  "When 
you're  discussing  a  technology  upgrade,  do 
you  speak  the  technical  language?  No.  You 
talk  about  ROI  and  leveraging  that  investment. 
Striking  a  chord  with  your  management  gives 
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The  New  Economy  of  Delight 

"The  percentage  of  our  incomes  that  is 
dedicated  to  survival  is  dropping  at  an 
unprecedented  rate,"says  Eric  demons, 
professor  of  operations  and  management 
at  the  University  of  Pennsylvania's 
Wharton  School.  As  a  result,  people  are 
making  more  and  more  delight-based 
purchasing  decisions.  What  does  that 
mean?  demons  offers  an  example: 
"What  percentage  of  your  household 
income  goes  to  mustard  in  a  year? 
Rounded  off,  it's  0.0000%.  So  why 
would  you  accept  anything  but  exactly 
what  you  want?  That's  delight." 

With  its  ability  to  customize  products, 
the  Internet  will  drive  this  New  Economy 
of  delight,  says  demons.  The  best  part 
from  the  corporate  view?  It's  cheap. 
"With  perfect  information  you  can  deliver 
delight  to  every  customer  at  almost  no 
cost  to  you — and  delight  improves  your 
profit  margin. "It  is  incumbent  upon 
CIOs,  therefore,  to  learn  how  to  play 
this  new  game.  The  trick  will  be  figuring 
out  how  to  price  delight-based  services. 
As  demons  says,  "You  can't  afford  to 
deliver  delight  for  free.  Everybody  is 
entitled  to  respect,  but  not  everybody  is 
entitled  to  the  same  level  of  delight." 


In  his  fresh  and  provocative  concluding 
address,  Wharton's  EricClemons  urged 
delegates  to  consider  the  real  business 
implications  presented  by  the  Internet- 
driven  New  Economy. 
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"We  can't  do  everything 
tomorrow — but  if  we  promise 
that  we  will  do  something 
tomorrow,  we  have  to  deliver." 

Marge  Connelly 

executive  vice  president, 
domestic  card  operations 
and  IT  infrastructure, 
Capital  One  Financial  Corporation 


"BP  realizes  that  we  can't 
salvage  the  past.  We  have  to 
stop  trying  to  fix  it  and  build 
for  the  future  instead....  I 
have  a  spine-tingling  feeling 
that  somewhere  in  BP,  the 
future  has  already  happened. 
What  we  have  to  do  is  find 
it  and  bring  it  to  scale." 

John  Leggate, 

group  vice  president,  digital 
business,  BP 


"I  think  that  the  things  we 
have  learned  about  running 
contact  centers  are  going 
to  be  applicable  to  the 
whole  business." 
Lucy  Sanders 
vice  president  and 
chief  technology  officer, 
CRM  Solutions, 
Avaya  Labs 


Revenge  of  the  established  firm? 

YES,  we  were  there  before  the 
dotcoms  and  we  are  now... 

Eating  their  lunch 

18% 

POISED  to  eat  their  lunch 

18% 

Thinking  about  whether  their 
lunch  is  worth  eating  anyway 

55% 

Still  behind  dot-com  competitors 
when  it  comes  to  e-business  in 
our  industry 

9% 

Turf  wars! 

Oh,  yes,  we  have  turf  wars 

over  IT  initiatives 

48% 

Rare-to-occasional  turf  wars, 

but  not  too  bad 

44% 
8% 

Turf  peace  in  our  company 

Interactive  polling  provided  courtesy  of 

IVlEI€HJI/\  Audience  Response  Services, 
Plymouth  Meeting,  PA 
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you  a  much  better  chance  of  selling  your 
project."  And  don't  forget  about  your 
employees:  "You  depend  on  them  to  execute 
your  vision,  and  they're  not  going  to  do  that 
if  you  don't  communicate  well  with  them." 
Mike  Krzyzewski,  head  coach  of  Duke 
University's  men's  varsity  basketball  team, 
takes  the  concept  a  step  further.  "Leadership 
is  not  singular,  it's  plural.  It's  OUR  idea.  WE 
are  going  to  do  it.  Embrace  plural  pronouns, 
because  every  player  on  your  team  is  impor- 
tant. You  win  and  you  lose  together.  Develop 
that  culture,  and  you'll  find  that  people  are 
not  afraid  to  put  themselves  on  the  line." 

Challenges  and  Opportunities 

That  type  of  fearless  approach  may  actually 
be  the  key  to  success  in  today's  challenging 
economic  climate.  With  the  right  attitude, 
says  Robert  Atkins,  vice  president  of  Mercer 
Management  Consulting's  communications, 
information,  and  entertainment  group,  a 
company  can  turn  hard  times  into  competi- 
tive advantage.  "It's  very  tough  to  gain  relative 
share  when  the  economy  is  going  well  and 
everyone  is  investing.  But  in  a  recession,  every- 
body is  cutting  back.  If  you  can  be  a  little  bit 
smarter  about  how  you  cut  and  make  tbe  right 
investments  to  position  yourself  for  the  upturn, 
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"If  you  invest  in  information  lint 

and 
technology  without  investing  L 

in  the  people  behind  it,  you 

are  likely  to  be  disappointed 

with  your  results." 

Erik  Brynjolfsson 

professor,  MIT  Sloan  School 
of  Management; 
co-director,  Center  for 
e-Business@MIT 
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you  can  move  ahead  of  the  competition." 

John  Leggate,  group  vice  president  of 
digital  business  for  BP,  also  sees  a  positive 
side  to  the  economic  downturn,  particularly 
in  terms  of  lessons  learned.  "The  Internet 
was  never  about  technology.  It  has  always 
been  about  how  to  do  business  faster,  more 
efficiently,  and  more  profitably."  Leggate  alsc 
offers  a  prediction:  "The  winners  in  the  sec- 
ond wave  of  the  Internet  revolution  will  be 
the  companies  that  have  real  assets  and  that 
learn  to  understand  those  assets  in  new  ways  ( 
to  manipulate  them  on  a  scale  they  haven't 
achieved  before  through  the  use  of  digital 
technology."  In  short,  he  says,  "The  revolutio  Pi 
is  not  the  technology.  It's  what  we  do  with  it 

With  that  statement,  Leggate  strikes  at 
the  heart  of  the  technology/strategy  divide. 
For  if  the  revolution  is  not  in  the  technology 
then  a  CIO  who  is  a  technologist  alone  will 
inevitably  be  a  bit  player  in  the  corporate 
transformation  process.  One  who  looks  at  the  m 
larger  picture,  on  the  other  hand,  will  neces 
sarily  assume  a  role  of  strategic  importance-  k: 
and  will  help  to  shape  the  future  in  the  proces 
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To  view  a  Web  cast  of  the  The  2001  CIO 
Summit,  please  visit  our  Web  site  at 
www.conferences.businessweek.com 
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man,  research  Chairman  Tachi  Yamada. 

Under  Yamada's  watch,  the  company 
will  launch  15  drugs,  including  product 
extensions,  by  2005.  All  told,  it  has  117 
compounds  in  clinical  trials,  of  which 
50  are  new  chemical  entities,  44  are 
updated  formulations  of  current  drugs, 
and  23  are  vaccines.  Its  asthma  drug, 
Seretide,  is  the  fastest-growing  respi- 
ratory treatment  in  Europe.  Launched 
is  Advair  in  the  U.S.  in  April,  it  is 
ikely  to  top  $1  billion  in  global  sales  by 
;he  end  of  this  year. 

Two  other  stars,  the  antidepressant 
Paxil  and  antibiotic  Augmentin,  racked 
xp  sales  of  $608  million  and  $564  mil- 
ion,  respectively,  in  the  first  quarter 
md  are  expected  to  drive  gsk's  profits 
through  2003.  A  third  billion-dollar  suc- 
:ess  story  is  taking  shape:  a  diabetes 
Irug,  Avandia,  which  went  on  sale  in 
,he  U.S.  last  year  and  was  recently 
aunched  in  Europe.  Taken  orally,  it 
lelps  the  body  use  its  own  insulin  more 
;ffectively  to  control  blood  sugar. 
iookworm  HELP,  gsk's  biggest  chal- 
enge  will  be  addressing  its  twin  weak- 
lesses:  cancer  and  heart  drugs,  gsk 
•ecently  recruited  the  former  head  of 
Merck  &  Co.'s  oncology  efforts,  Allen 
)liff,  and  struck  a  $50  million  alliance 
vith  Cytokinetics  Inc.  The  San  Fran- 
:isco-based  biotech  company  is  study- 
ng  enzymes  that  play  an  essential  role 
n  cell  division  in  order  to  discover 
nolecules  that  gsk  could  develop  as 
:ancer  drugs. 

To  pump  up  its  cardiovascular  busi- 
less,  gsk  may  turn  to  U.S.  biotech 
lotshot  Corvas  International,  says  Kate 
iingham,  a  partner  with  venture  capi- 
alists  Schroder  Ventures  Life  Sciences' 
jondon  office.  Corvas  is  testing  a  pro- 
ein  derived  from  hookworms  that 
ould  be  used  to  prevent  blood  clots 
n  stroke  victims.  Bingham  figures  gsk 
ould  license  the  drug  for  about  $50 
nillion  and  eventually  earn  royalties 
if  10%  to  12%  on  upwards  of  $1  billion 
n  annual  sales — if  all  goes  well.  Over 
he  next  few  months,  this  strategy  of 
n-licensing  "will  be  a  major  part  of 
lew  product  flow  for  gsk,"  says  Gold- 
nan,  Sachs  &  Co.  pharmaceutical  ana- 
yst  Mark  Tracey. 

One  deal  investors  really  hope 
Jarnier  will  clinch:  the  rights  to  an 
xperimental  impotence  drug,  Varden- 
.fil,  from  Germany's  Bayer.  In  clinical 
rials,  it  has  caused  fewer  side  effects 
han  Viagra  and  starts  working  20  min- 
tes  faster.  Sales  should  begin  next 
ear  and  could  eventually  exceed 
^iagra's  expected  $1.6  billion  tally  for 
001.  By  pursuing  such  opportunities, 
/hile  harnessing  its  internal  research 
light,  gsk  is  well-positioned  to  wear 
he  crown. 

By  Kerry  Capell  in  London 
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COMMENTARY 

By  Darnell  Little 

SO  WHAT  IF  BASKETBALL  PLAYERS 
ARE  SKIPPING  COLLEGE? 


After  four  of  the  National  Basket- 
ball Assn.'s  top  eight  draft  picks 
this  year  came  straight  out  of 
high  school — including  No.  1  selection 
Kwame  Brown — sportswriters,  col- 
lege coaches,  and  even  some  NBA 
brass  began  a  furious  bout  of  hand- 
wringing  and  sound-bite  moralizing: 
How  awful  it  is,  they  said,  that  these 
athletes  are  skipping  a  valuable  col- 
lege education  to  jump  into  the  pros. 

"N.B.A.  Continues  Youth  Trend, 
picking  Schoolboys  No.  1  and  2,"  read 
the  disapproving  front-page  headline 
in  The  New  York  Times.  The  lead 
sentence  was  even  more  pointed: 
"Going  to  college  may  be  a  time-hon- 
ored path  to  success  in  many  profes- 
sions, but  apparently  not  in  the  Na- 
tional Basketball  Association."  In 
fact,  the  NBA  is  so  concerned  about 
the  number  of  high  schoolers  and  col- 
lege underclassmen  taking  a  shot  at 
the  draft  that  NBA  Commissioner 
David  Stern  is  stumping  for  a  mini- 
mum age  requirement  of  20  years. 
SERMONS.  But  why  do  you  need  a 
degree  to  play  pro  basketball, 
any  more  than  you  need  one 
to  be  a  plumber  or  a  Web 
designer  or  the  world's 
richest  man?  If  a  high 
school  player  has  the  goods 
and  if  the  marketplace  is  de- 
manding his  talent,  why 
shouldn't  he  go  pro?  Baseball, 
hockey,  and  tennis  have  em- 
ployed teenagers  for  years, 
with  few  voices  raised  in  op 
position.  In  this  year's  Ma- 
jor League  Baseball  draft, 
8  of  the  top  20  picks 
came  from  the  prep 
ranks,  including  No.  1 
Joe  Mauer.  Why  is  bas- 
ketball singled  out  for 
such  sermonizing? 

One  reason:  self-in- 
terest on  the  part  of 
the  National  Collegiate 
Athletic  Assn.  and  the 
sports  media  in  pre- 
serving the  college 


HOOP  DREAMS: 

No.  1  pick  Brown 


farm  system.  College  hoops  is  a  big- 
time  spectator  sport  with  a  lucrative 
TV  deal.  This  year's  NCAA  men's 
championship  drew  24  million  view- 
ers. By  comparison,  16  million 
watched  baseball's  2001  All-Star 
Game.  Clearly,  the  NCAA  feels  threat- 
ened as  top  players  leave  college  ear- 
ly, or  skip  it.  "The  NCAA  is  concerned 
about  losing  a  lot  of  that  revenue  if 
athletes  don't  go  to  college  and  in- 
stead play  for  the  NBA,"  says  Bruce 
Stern,  president  of  the  National 
Rookie  League,  a  Maryland-based  in- 
dependent basketball  minor  league 
that  hopes  to  be  a  springboard  for 
players  aspiring  to  the  NBA. 

Another  reason  for  the  finger- 
pointing  at  basketball  may  be  race. 
The  sight  of  mainly  African  Ameri- 
cans walking  away  from  college  to 
chase  millions  in  the  pros  is  more 
disturbing  to  some  than  the  sight  of 
white  athletes  doing  it.  Why?  Oppor- 
tunities in  the  pros  are  rare,  and 
some  say  Brown  and  others  send  a 
destructive  message  to  black  youth: 
Pursue  riches  in  sports  instead  of  in 
education.  "It's  a  kind  of  warped 
paternalism,"  says  Richard  H. 
Burton,  director  of  the  University 
of  Oregon's  James  H.  Warsaw 
Sports  Marketing  Center. 

Kwame  Brown  isn't  a 
messenger.  He's  a  young 
man  with  opportunities  and 
choices.  One  opportunity  is 
to  make  millions  doing 
something  he  excels  at.  We 
should  all  be  so  lucky.  Us- 
ing him  or  other  star 
athletes  to  debate  the 
value  of  higher  educa- 
tion is  silly.  Why  not 
ask  if  Bill  Gates 
could  have  made 
more  of  himself  if  he 
had  finished  Harvard 
University?  And  if  the 
evils  of  pro  sports  em- 
ploying teenagers  must  be 
a  topic,  let's  include  all 
sports — not  just  basketball. 

Little  is  a  correspondent 
in  the  Chicago  bureau. 
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TELECOMMUNICATIONS 

CRAIG  McCAW'S 
SPACE  SHOT 


He  figures  he  can  make  satellite  services  work — if  regulators  cut  him  a  break 


The  satellite  communications  indus- 
try that  took  off  at  the  end  of  the 
last  decade  crashed  and  burned  in 
spectacular  fashion.  Iridium  LLC 
spent  $5  billion  to  create  a  service  that 
let  people  use  a  portable  phone  around 
the  globe — then  filed  for  bankruptcy  in 
August,  1999,  less  than  a  year  after  its 
launch.  Two  weeks  later,  rival  ico  Glob- 
al Communications  Ltd.  entered  bank- 
ruptcy even  before  it  sent  its  first  bird 
into  orbit.  Globalstar  Telecommunica- 
tions Ltd.  bravely  launched  a  similar 
service  in  2000,  failed  to  attract  enough 
customers,  and  lost  $3.8  billion  last  year. 
In  a  Securities  &  Exchange  Commis- 
sion filing  in  April,  Globalstar  said  that  it 
"may  be  forced  to  seek  protection  under 
the  federal  bankruptcy  laws"  if  it  can't 
restructure  its  heavy  debt  load. 

Now  Craig  0.  McCaw,  the  Seattle 
entrepreneur  who  made  a  multibillion- 
dollar  fortune  by  helping  to  found  the 
U.S.  cellular-phone  business,  has  a  plan 
that  could  revive  the  troubled  satellite 
industry.  After  buying  the  assets  of 
London-based  ico  out  of  bankruptcy  last 
year,  he  is  revamping  its  business  plan 
to  try  to  make  it  into  a  profitable 
provider  of  voice  service  and 
speedy  Net  connections  anywhere 
in  the  world.  That  could  re- 
store investors'  faith  in 
satellite  businesses.  First, 
though,  he  must  persuade 
the  U.  S.  government,  and 
others  around  the  world, 
to  change  the  rules  of  the 
game.  He  is  petitioning 
the  Federal  Communica- 


tions Commission  to  let  his  company, 
renamed  New  ico,  use  the  radio  spec- 
trum designated  for  satellite  service  for 
something  much  like  cellular  service  in 
urban  areas. 

WEAK  SIGNALS.  Here's  why:  One  of  the 
biggest  problems  with  Iridium  and  other 
satellite  services  was  that  they  weren't 
powerful  enough  to  reach  people  inside 
buildings,  or  even  on  the  streets,  in  ma- 
jor cities.  That  made  them  a  big 
headache  for  globetrotting  execs  who 
wanted  to  communicate  from  office  tow- 
ers in  downtown  Dubai  as  well  as  from 
oil  rigs  in  the  Caspian  Sea.  McCaw's  plan 
would  overcome  that  problem.  In  rural 
areas,  ico  would  work  as  originally 
planned,  with  satellites  beaming  signals 
directly  to  customers'  phones  or  com- 
puter modems.  In  urban  areas,  ico  in- 
stead would  send  signals  from  its  satel- 
lites to  radio  towers  that  would  be 
powerful  enough  to  reach  customers 
through  glass,  concrete,  and  steel.  "We 
studied  the  problems  [of  companies  such 
as  Iridium]  and  figured  out  what  went 
wrong,"  says  the  reclusive  McCaw  in  a 
rare  interview.  "You  have  to  figure  out 
how  to  make  it  work  inside  as  well 
as  outside.  It  has  to  be  a  total, 
coherent  network." 

Execs  at  U.  S.  wireless  compa- 
nies are  livid  over  the 
proposal.    They    say 
the  FCC  gave  [CO  its 
spectrum  for  noth- 
ing specifically  be- 
cause it  was  go- 
ing to  provide 
satellite    ser- 
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vice  and  now  McCaw  is  trying  to  use 
those  licenses  to  compete  with  them. 
Worse,  radio  spectrum  is  a  rare  com- 
modity in  the  U.S.  these  days.  Verizon 
Wireless  and  others  agreed  to  pay  $17 
billion  for  a  swath  of  spectrum  earlier 
this  year  only  to  find  out  they  may  nev- 
er get  their  hands  on  it.  An  appellate 
court  ruled  in  June  that  the  Fee  didn't 
have  the  right  to  seize  the  spectrum 
from  bankrupt  NextWave  Communica- 
tions, even  though  NextWave  hadn't 
been  able  to  pay  for  it.  'We're  in  a  spec- 
trum crisis  right  now,"  says 
Thomas  E.  Wheel- 
er, president  and 
ceo  of  the  Cellu- 
lar Telecommuni- 
cations Industry 
Assn.  (ctia),  the 
trade  group  that 
represents  the  ma- 
jor wireless  com- 
panies. "To  take  a 
block  of  prime-real- 
estate  spectrum 
and  throw  it  out 
for  these  purposes 
without  addressing 
spectrum  needs  is 
inappropriate." 

The  top  wireless 
players  are  putting 
on  a  full-court  press  to 
stop  McCaw.  Verizon,  AT&T  Wireless, 
Cingular  Wireless,  and  Sprint's  cellular 
arm  sent  a  joint  letter  to  FCC  Chair 
man  Michael  K.  Powell,  asking  him  to 
reject  the  ico  proposal.  Among  other 
things,  they  argue  that  they  need  more 
spectrum  to  begin  offering  third-gen 
eration  (3G)  wireless  services,  in- 
cluding high-speed  access  to  the 


RURAL  AREAS 

McCaw's  satellites  would  beam 
signals  directly  to  customers  in 
planes,  or  boats.  They  could  hai 
voice  calls  or  data  transmission 
144  kilobits  per  second. 
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Net.  "There  is  a  significant 
\__  3p^"  amount  of  spectrum  that  needs 
to  he  allocated  for  3G,"  says  John 
T.  Scott  III,  deputy  general  counsel  for 
Verizon  Wireless,  the  largest  bidder  in 
,he  Next  Wave  auctions.  The  Fee,  which 
iidn't  return  phone  calls  seeking  com- 
nent,  is  expected  to  make  a  decision 
>n  the  issue  this  fall. 
tURAL  REACH.  McCaw  faces  long  odds 
n  getting  the  FCC  to  change  the  rules 
or  him,  but  there  is  a  chance  he'll  pull 
t  off.  For  starters,  ico  is  addressing  a 
cey  public  policy  issue — providing  fast 
internet  connections  to  poor,  remote 
jarts  of  the  world.  Even  in  the  U.S., 
tome  88%  of  the  land  and  nearly  half  of 
he  population  don't  have  access  to 
tpeedy  Net  hookups  now.  Powell  has 
said  he  would  like  a  fast  rollout  of 
>roadband,  and  he  wants  to  leave  the 
ask  to  the  private  sector,  rather  than 
jet  the  government  involved.  "The  FCC 
s  being  very  accommodating  to  compa- 
res that  are  rolling  out  broadband,  par- 
icularly  in  rural  areas,"  says  analyst 
ludy  Baca  of  the  Precursor  Group,  a 
Washington  research  firm  that  tracks 
regulatory  issues. 


A  TWO-PART 
SATELLITE  PLAN 

McCaw's  ICO  originally  won  government 
approval  to  beam  voice  and  data  signals 
from  his  satellites  to  customers'  phones  or 
computer  modems.  Now,  he  wants  to  add 
a  network  that  acts  like  cellular.  His 
revised  plan  calls  for  the  satellites  to 
beam  signals  to  a  terrestrial  network  that 
would  use  radio  towers  to  reach  customers 
in  urban  areas.  Here's  how  it  will  work 


To  help  his  cause,  McCaw  has 
generated  a  strong  lobbying  effort 
to  win  over  regulators.  U.  S.  Sena- 
tors, including  Ernest  F.  Hollings 
(Dem.,  S.C.)  and  Ted  Stevens 
(Rep.,  Alaska),  have  written  to 
Powell  in  support  of  the  revamped 
ico.  Even  Nelson  Mandela,  the  for- 
mer President  of  South  Africa, 
wrote  a  letter  to  Secretary  of 
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.ateliites  would  zap  signals  to  a 
t  /er  that  would  transmit  them  to  a 
ian|  tower,  which,  unlike  satellites, 
1  be  able  to  reach  customers  inside 
ings  or  on  city  streets. 


State  Colin  L.  Powell — who  is  the  father 
of  the  FCC  chairman — urging  him  to 
support  McCaw's  efforts.  "The  need  for 
basic  telecommunications  infrastructure 
remains  acute  in  less  developed  areas  of 
the  world,"  he  wrote. 

McCaw  has  won  the  support  of  Man- 
dela and  others  because  he  says  ICO 
may  not  be  a  viable  business  unless 
the  FCC  and  other  regulators  let  him 
provide  cellular-like  service  in  urban 
areas.  When  McCaw  and  other  in- 
vestors spent  $1.2  billion  for  the  com- 
pany's assets  last  year,  they  got  a  busi- 
ness that  was  largely  paid  for.  ico's  12 
satellites  and  the  cost  of  launching  them 
into  space  are  almost  completely  cov- 
ered. Indeed,  the  first  bird  was 
launched  last  month.  Still,  McCaw  says 
ico  may  not  be  able  to  generate  suffi- 
cient revenues  if  it  can't  operate  in  ur- 
ban areas.  "If  you  said  to  the  U.  S.  post 
office,  'You  can  serve  rural  America, 
but  you  can't  serve  New  York  City  or 
other  cities,'  how  long  would  they  last?" 
he  says.  "If  we're  relegated  to  being  a 
safety  net,  I  can't  see  that  we  can 
make  a  valid  return." 

McCaw,  who  sold  McCaw 
Cellular  to  AT&T  for  $12  billion 
in  1994,  stands  to  make 
another   fortune  if 
ico  takes  off.  Af- 
ter a  total  invest- 
ment of  $1.2  billion,  ico 
may  end  up  with  spec- 
trum    that     probably 
would  be  worth  $10  bil- 
lion to  $15  billion  if  it 
were  auctioned  off  to 
wireless  companies  to- 
day. If  he  wins  the  FCC 
decision,  ico  could  quick- 
ly become  as  valuable  as 
VoiceStream     Wireless 
Corp.,  the  wireless 
company      that     was 
bought    by    Deutsche 
Telekom    earlier    this 
year  for  $24  billion. 

And  ico  is  not 
McCaw's  only  satellite 
company.  With 

Microsoft  Corp.'s 
William  H.  Gates 
III,  he  founded 
Teledesic     LLC 


1994.  While  ico  plans  to  provide  high- 
speed data  connections,  along  with  voice 
service,  to  customers  while  they're  mov- 
ing— say,  in  a  car  or  a  train — Teledesic 
would  offer  even  speedier  links  to  fixed 
locations,  such  as  a  factory  in  the 
Brazilian  rainforest.  McCaw  had 
planned  to  merge  the  two  satellite  com- 
panies into  one  entity,  called  ico- 
Teledesic,  and  then  market  their  ser- 
vices jointly,  but  that  merger  is  on  hold 
pending  the  outcome  of  the  FCC  petition 
and  several  other  issues. 

McCaw  may  be  a  hard-nosed  busi- 
nessman, but  there  is  a  starry-eyed  vi- 
sionary in  him,  too.  He  argues  that  pro- 
viding broadband  Internet  connections 
to  remote  regions  is  like  building  high- 
ways or  delivering  the  mail.  "Postal  ser- 
vice in  rural  West  Virginia  may  not  make 
economic  sense,  but  it's  in  the  public  in- 
terest to  have  that  service,"  he  says. 
Without  high-quality  communications, 
people  around  the  world  will  have  to 
move  to  urban  areas  to  participate  in 
the  global  economy.  "Whether  you  look 
at  it  domestically  or  globally,  there  is 
a  reason  to  take  care  of  people  who 
don't  live  in  cities,"  he  says.  "You  don't 
want  to  force  people  to  leave  where 
they  live.  We  don't  want  a  billion  Chinese 
moving  to  the  cities."  Before  he  can 
worry  about  saving  rural  dwellers 
from  city  living,  however,  McCaw 
has  to  convince  the  fcc  that  he  is 
_  the  last  best  chance  to  save 
the  troubled  satellite 
|  industry. 

By  Peter 
Elstrom  in  New 
York 
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INVESTMENT  BANKING 


IS  JOHN  MACKS  KNIFE 
SHARP  ENOUGH? 

The  Wall  Street  icon  has  a  tall  order:  Get  control  of  unruly  Credit  Suisse  First  Boston 


: 

: 

■ 

i 

01 

It 


It  was  a  ruthless  corporate  ambush. 
On  July  11,  Credit  Suisse  Group 
Chairman    and    Chief    Executive 
Lukas  Muhlemann  summoned  Allen 
D.  Wheat  to  London  to  discuss  the 
Swiss   bank's   New   York   investment 
banking  subsidiary  Credit  Suisse  First 
Boston.  Wheat  didn't  realize  he  was 
about  to  be  fired,  say  friends.  But  by 
the  time  the  brief  meeting  in  csfb's  Ca- 
nary Wharf  offices  was  over,  so  was 
Wheat's  career  as  ceo. 
A   Wall    Street   icon,     UNDER 
Morgan  Stanley  Dean     PRESSURE? 
Witter  &  Co.'s  former    Muhlemann 
President      John      J.     was  Losing  face 
Mack,     said     Muhle-    with  investors 
mann,  would  replace 
Wheat  the  very  next  day.  "They  wanted 
to  shoot  Wheat,  and  John  was  avail- 
able," says  a  senior  banker  who  asks 
not  to  be  named. 

Muhlemann's  assault  was  meticulous- 
ly planned.  Since  April,  he  had  been 
wooing  Mack — who  left  Morgan  Stan- 
ley on  Mar.  21  after  losing  a  power 
struggle  with  ceo  Philip  J.  Purcell — to 
take  on  one  of  the  toughest  jobs  on 
Wall  Street.  In  four  years,  Wheat  had 
transformed  csfb  from  a  mid-tier  secu- 
rities firm  into  the  world's  third-largest 
debt-and-equity  underwriter  with  $778 
million  in  pretax  profits  on  $4.3  billion  in 
revenues  in  the  first  quarter.  But  the 
Credit  Suisse  boss,  who  says  Wheat 
hinted  he  wanted  to  leave  near  the  end 
of  2002,  didn't  believe  Wheat  could  con- 
solidate the  increasingly  unruly  invest- 
ment bank.  Its  payroll  had  soared  to 
28,000,  up  from  5,000  in  1997,  as  Wheat 
eagerly  recruited  top-dollar  bankers  and 
made  a  string  of  acquisitions  culminating 
in  the  $11.5  billion  purchase  of  invest- 
ment bank  Donaldson,  Lufkin  &  Jen- 
rette  Inc.  in  August,  2000.  "I  felt  what 
was  needed  after  the  acquisition  of  du 
and  all  the  growth  was  to  bring  the 
parts  together  as  a  cohesive  whole," 
says  Muhlemann.  "Doing  that  requires 
different  skills  from  those  needed  when 
you  are  building  up  a  group." 


SU/SSF 


HOW  CSFB  STACKS  UP 


Global  Debt  and  Equity  Issuance 
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120 
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DEUTSCHE  BANK 

113 

5.1 

•Through  July  18,  2001 

Data:  Thomson  Financial  Securities  Data  Corp. 


Miihlemann  sought  out  Mack  in  New  f 
York.  Initially,  they  discussed  giving  ■ 
Mack  a  senior  job  and  a  board  seat. 
"[But]  as  our  conversations  progressed, 
we  focused  more  on  him  taking  over 
csfb  as  ceo,"  says  Muhlemann.  The  idea  W4 
seemed  perfect:  Mack  would  get  what 
he  always  wanted — to  run  an  invest- 
ment bank  as  ceo.  Muhlemann  would 
get  what  he  needed — a  tough  executive 
who  built  his  Morgan  Stanley  career  by 
crushing  fiefdoms  there.  "Mack  embodies 
the  things  that  we  are  looking  for — 
team  building,  a  one-firm  approach,'' 
says  Muhlemann. 

TARNISHED   REPUTATION.   Once  consid-l 
ered  the  wunderkind  of  Swiss  finance 
for  reviving  Swiss  Reinsurance  Co. 
Muhlemann  has  been  losing  face 
key  Credit  Suisse  shareholders  such  as| 
Swiss  corporate  gadfly  Martin  Ebner 
whose  bz  Group  Holding  investment] 
group  owns  a  10.3%  stake.  After 
creasing  in  value  by  25%  a  year  since 
Muhlemann  arrived  in  1997,  Credit  | 
Suisse  shares  have  lost  some  of  their 
luster  during  the  past  year,  plum- 
meting to  $172  from  $234  a  year 
ago.  Muhlemann  denies  he  was 
under  the  gun  to  ditch  Wheat. 
"No  one  put  pressure  on  us 
to  make  the  changes,"  he 
says. 
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All  the  same,  CSPB  has  had  repeated 
pushes  with  regulators — in  Bombay, 
Tokyo,  New  York,  and  elsewhere.  In- 
■estigations  by  the  Securities  &  Ex- 
change Commission,  the  National  Asso- 
ciation of  Securities  Dealers,  and  the 
Justice  Dept  into  how  CSFB'S  technology 
group,  led  by  Frank  Quattrone,  under- 
writes and  distributes  shares  in  initial 
public  offerings  have  tarnished  CSFB. 
Miihlemann  denies  he's  worried,  though 
he  told  the  June  1  annual  shareholders' 
meeting  in  Zurich  that  CSFB  needed 
tighter  controls. 

Mack  the  Knife,  as  John  Mack  is 
known  on  Wall  Street,  is  Miihlemann's 
Bsl  hope  to  get  (sfb  back  on  track. 
Under  his  leadership, 
Morgan  Stanley  be- 
came one  of  the 
most  tightly  run 
ind         straitlaced 

NO  AGREEMENT': 

Mack  denies 
m  has  a  deal  to 
succeed 
Miihlemann 


houses  on  Wall  Street. 
Also  at  Morgan  Stanley, 
Mack  '  worked  with 
Quattrone,  who  bolted 
when  Mack  and  others 
refused  to  let  him  cre- 
ate a  tech  banking  em- 

pire  in  which  select  lure  top  talent. 


Mack  will  have  to 
unwind  lavish 
contracts  used  to 


bankers    and    research 

analysts  would  report     QuaUTOne  S  teCh 

solely  to  him — a  setup  , 

Wheat     permitted     at     eRlDire  COUld  DC 

CSPB.  "If  Mack  can't  fix  ,         , 

(SFB,  no  one  can,"  says     flfSt  in  line 

a  banker.  

Still,  Mack's  decision 
to  join  csfb  surprised  many  Wall  Street 
insiders.  For  one  thing,  both  Miihle- 
mann and  Mack  have  reputations  for 
playing  hard  ball.  Wheat  was  not  the 
first  top  aide  ousted  by  Miihlemann.  In 
March,  1998,  he  booted  Klaus  Jenny, 
head  of  the  bank's  important  private 
banking  business,  who  beat  his  earn- 
ings goals — but  not  by  as  much  as 
Miihlemann  thought  he  could.  For  his 
part,  Mack,  a  veteran  banker  who 
worked  his  way  up  from  sell- 
ing bonds  at  Morgan  Stanley, 
left  the  firm  after  he  became 
increasingly  frustrated 
working  for  his  former 
boss  Purcell  who,  as  an 
ex-McKinsey  &  Co.  con- 
sultant, had  a  differ- 
ent style  of  manage- 
ment. As  csfb's  chief, 
Mack  answers  to 
Miihlemann — also  a 
McKinsey  alum.  Mack 
dismisses  speculation 
on  Wall  Street  that 
there  is  an  understand- 
ing he  will  some  day 
succeed  Miihlemann  as 
head  of  the  Credit  Suisse 
Group,  as  there  was  at 
Morgan  Stanley.  "My  fo- 
cus is  on  this  job,"  says 
Mack.  "There  is  absolutely 
no  agreement  this  time." 
"FREEDOM."  The  partner- 
ship had  better  work:  Mack 
is  csfb's  fifth  ceo  in  the  past 
12  years.  Mack  says  he  likes 
Miihlemann,  whom  he  first 
called  on  in  1997  in  Zurich 
to  discuss  business  and 
strategy.  He  regards  him 
as  "warm"  and  a  man  of 
integrity.  "I  think  it's  going 
to  be  a  great  relationship," 
says  Mack.  Even  if  Mack 
harbored  higher  ambi- 
tions, it's  unlikely  that 
he,  56,  and  a  foreigner 
in  a  Swiss  company, 
would  be  able  to  chal- 
lenge    Miihlemann, 


51,    for    the    top    job. 

"[Miihlemann]  obviously 
didn't  want  to  replace 
[Wheat]  with  a  potential 
successor,"  says  a  senior 
exec  with  an  institution- 
al investor  that  owns 
stock  in  the  bank. 

Mack,  who  doubles  as 
vice-chairman,   will   be 
deeply  involved  with  the 
group.    Unlike    Wheat, 
he'll  have  control  over 
the  group's  vast  institu- 
tional asset-management 
operations,     which  has 
$280  billion  in  funds  under  management 
worldwide.  But  Thomas  Wellauer,  46, 
another  former  McKinseyite  who  was 
brought  in  by  Miihlemann  in  1997  and  is 
now  in  charge  of  Credit  Suisse's  prof- 
itable private  banking  and  financial-ser- 
vices businesses,  is  widely  viewed  as 
the  heir  apparent.  Mack  insists  that's 
fine  by  him,  adding  that  he  has  been 
given  "a  tremendous  amount  of  free- 
dom" to  run  csfb  the  way  he  wants. 
Besides,  to  take  on  rivals  Citigroup  and 
J.  P.  Morgan  Chase  &  Co,  Mack  needs  to 
harness  Credit  Suisse's  $645  billion  bal- 
ance sheet.  "To  make  this  successful,  I 
think  it's  very  important  that  Lukas 
and  I  talk  often,"  says  Mack. 

The  toughest  challenge  for  Mack  may 
be  unwinding  the  lavish  multiyear  con- 
tracts that  Wheat  used  to  attract  and 
keep  much  of  csfb's  top  talent.  Buying 
them  out  will  cost  big:  Staffers  in  the 
technology  group  say  they  keep  about 
50%  of  the  net  fees  they  generate.  CSFB 
earned  $358  million  for  underwriting 
$5.4  billion  worth  of  technology  ipos  in 
2000,  according  to  Thomson  Financial 
Securities  Data  Corp.  Many  analysts 
expect  Mack  to  reel  in — if  not  fire — 
Quattrone,  whose  weakened  empire  has 
handled  only  8.5%  of  the  tech  IPOs  so  far 
this  year,  vs.  20%  in  2000.  Mack  says  he 
believes  Quattrone  agrees  with  him  that 
csfb  must  work  more  cohesively.  "We 
have  to  figure  out  how  everyone  can 
work  together  as  a  team,"  adds  Mack. 
Whatever  Mack  focuses  on  first,  he 
needs  to  move  quickly.  Leading  Euro- 
pean shareholders  say  they  would  like 
to  see  stability  imposed  on  csfb  within 
two  years.  That  may  be  a  tall  order. 
Mack  told  investors  he  may  need  two 
to  four  years  to  whip  csfb  fully  into 
shape.  Either  way,  one  thing  is  sure: 
Mack  is  back. 

By  David  Fairlamb  in  Frankfurt 
and  Emily  Thornton  in  New  York 


BusinessWeek  online 


For  an  interview  with  Mack, 

go  to  the  July  30  issue  online  at 

www.businessweek.com 
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ARGENTINA 


TRYING  TO  DANCE 
AWAY  FROM  DEFAULT 

Investors  are  asking  about  Argentina.  Here  are  some  answers 


The  Argentine  crisis  is  turning  out  to 
be  a  bottomless  spring  of  bad  news 
that  routinely  sends  bond  and  equity 
markets  from  Brazil  to  Indonesia  to 
Moscow  tumbling.  There's  plenty  to  wor- 
ry about.  After  three  years  of  recession, 
bondholders  wonder  if  Argentina  can 
keep  servicing  its  $130  billion  public  debt. 
In  the  past  six  months,  three  Economy 
Ministers  have  tried — 
and  failed — to  engineer 
a  recovery.  Meanwhile, 
Argentina's  budget 
deficit  keeps  growing: 
If  current  trends  hold, 
it  will  top  the  $6.5  bil- 
lion yearend  target  set 
by  the  International 
Monetary  Fund.  So  the 
government  has  two 
choices:  cut  spending  or 
keep  borrowing.  Trou- 
ble is,  politicians  have 
been  loath  to  sanction 
unpopular  budget  cuts,  and  local  banks 
are  increasingly  reluctant  to  take  on 
more  government  paper. 

No  wonder  many  on  Wall  Street  now 
believe  an  Argentine  debt  default  is  in- 
evitable. But  what  exactly  would  it  take 
to  push  the  country  off  the  edge?  And 
would  default  automatically  spell  the  end 
of  Argentina's  10-year-old  Convertibility 
Plan,  which  pegs  the  peso  to  the  dollar  at 
a  1:1  rate?  Here  are  some  answers  to 
questions  investors  have  been  asking. 

Will  Argentina  honor  its  foreign  debts? 

In  theory,  it  can.  In  June,  Economy 
Minister  Domingo  Cavallo  successfully 
swapped  $30  billion  worth  of  short-term 
bonds  for  longer-term  ones.  That  leaves 
less  than  $4.8  billion  in  treasury  bills  ma- 
turing this  year. 
Most  of  this 
could    be 


^ 


rolled  over,  provided  investors  keep  buy- 
ing Argentine  treasury  bills.  But  local 
banks,  which  hold  90%  of  these  T-bills, 
keep  demanding  higher  interest  rates  to 
compensate  for  the  risk  of  rolling  over 
the  paper.  At  the  latest  auction,  on  July 
10,  annualized  yields  reached  a  record 
14%.  The  government  is  now  negotiating 
with  a  dozen  banks  to  refinance  the  debt 
at  rates  it  can  afford. 


ARGENTINE  BONDS 
TAKE  A  DIVE 
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Data:  Bloomberg  Financial  Markets 


What  is  the  worst-case 
scenario? 

A  lot  depends  on  av- 
erage Argentines.  If 
they  panic  and  rush  to 
withdraw  their  money 
from  local  banks,  a 
chain  reaction  could  en- 
sue. A  full-scale  run  on 
the  banks  could  lead  to 
a  default,  since  they 
are  now  about  the  only 
customers  for  govern- 
ment debt  and  without  deposits  they 
could  not  afford  to  buy  T-bills.  Default,  in 
turn,  could  trigger  the  collapse  of  the 
entire  Argentine  banking  system.  Indeed, 
some  Argentines  already  are  pulling  their 
money  out:  Bank  deposits  have  fallen  at 
least  $2.4  billion  since  early  July. 

Would  the  dollar  peg  survive  a  default? 

In  the  ensuing  chaos,  the  government 
would  most  likely  be  forced  to  devalue 
the  peso.  That's  a  frightening  prospect:  In 
Argentina,  70%  of  all  private  debt  is  de- 
nominated in  dollars  because  it  is  cheap- 
er to  borrow  in  dollars  than  in  pesos.  A 
devaluation,  therefore,  would  set  off  a 
wave  of  consumer  and  corporate  defaults 
as  borrowers  scrambled  for  more  pesos 
to  service  their  debt. 


What  are  officials  doing 
default  or  devaluation? 


to  avoid  a 


The  recent  bond  swap  was  designed  to 
buy  Argentina  time  as  it  waited  for  Cav- 
allo's  economic  plan  to  kick  in,  but  there 
are  still  no  signs  of  a  recovery.  So  the 
government  finally  caved  in  and  on  July 
11  announced  a  package  of  spending  cuts 
worth  $1.5  billion,  including  steep  reduc- 
tions in  public-sector  salaries  and  pen- 
sions. The  political  opposition  signed  off 
on  the  cuts,  triggering  a  mini-rally  in 
Argentine  stocks  and  bonds.  Yet  the  fact 
that  the  widely  held  Floating  Rate  Bond 
still  trades  at  70%  of  face  value  signals 
the  markets'  skepticism  that  the  budget 
cuts  will  stick. 

What  would  be  the  international  implica- 
tions of  an  Argentine  debt  default? 

That  depends  on  how  it's  handled.  A 
negotiated  write-down  of  Argentina's 
debt,  rather  than  an  outright  default, 
might  limit  the  damage.  But  time  is  run- 
ning out.  Since  Argentine  paper  repre 
sents  one-fifth  of  the  entire  stock  o 
emerging-market  bonds,  any  kind  of  de 
fault  is  likely  to  affect  other  nations.] 
Neighboring  Brazil  already  is  feeling  Ar- 
gentina's pain:  The  real  has  lost  mor 
than  20%  of  its  value  this  year. 

For  some  countries,  the  contagio 
could  be  short-lived.  Others  could  fin 
themselves  shut  out  of  capital  market! 
for  months,  jeopardizing  their  own  abili 
ty  to  pay  their  debts.  Of  course,  holders 
of  Argentine  bonds  will  take  a  hit.  An 
foreign  companies  with  on-the-ground  as- 
sets will  also  suffer.  Spanish  business 
which  has  plowed  some  $30  billion  inti 
the  country,  will  be  particularly  affected 
Argentina  is  still  capable  of  producin 
some  nasty  surprises. 

By  Jonatlian  Wfwatley  in  Sax)  Paul 
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The  bear  market  has 
zapped  many  retirement 
plans.  What  to  do  now? 


B     Y 


M 


IKE  MCNAMEE 

The  signs  are  everywhere.  Em- 
ployees letting  their  401(k)  state- 
ments pile  up  unopened,  afraid  of 
the  bad  news  inside.  Anxious  ex- 
ecs watching  their  company  stock 
sink,  taking  40%  of  their  retire- 
ment savings  down  with  it.  Once- 
confident  do-it-yourself  investors 
flocking  to  financial  planners.  No 
doubt  about  it:  The  bear  market's 
claws  have  shredded  dreams  of  an  earlier  and 
richer  retirement  for  millions  of  Americans. 

You  don't  have  to  be  a  dot-bomb  ex-millionaire 
to  feel  the  pain.  Ordinary  folks,  tempted  by  the 
bull  market's  easy  gains  into  upping  their  bets  on 
aggressive  stocks,  have  lost  25%,  30%,  even  35% 
percent  of  their  wealth.  The  average  401(k)  in- 
vestor— long  criticized  by  financial  pros  as  over- 
ly cautious — saw  her  balance  drop  in  2000  for  the 
first  time  in  the  pension  plan's  20-year  history. 

It's  time  for  retirement  savers  to  figure  out 
how  to  get  back  on  track.  BusinessWeek's  Annual 
Retirement  Guide  is  here  to  help  you  make  the 
choices  the  bear  market  demands.  You'll  learn 
how  to  manage  your  401(k)  alongside  taxable 
accounts  to  keep  more  of  your  earnings  away 
from  the  Internal  Revenue  Service  (page  84). 
You'll  find  out  the  dangers  of  locking  up  too 
much  of  your  portfolio  in  your  employer's  stock 
(page  86).  Near-retirees  can  learn  when  to  start 
planning  a  strategy  for  tapping  their  nest  egg 
(page  92)  and  how  to  anticipate  health-care  costs 
(page  94). 

For  thirty-  and  fortysomethings  still  decades 
away  from  the  life  of  leisure,  this  bear  market 
may  turn  out  to  be  little  more  than  a  • 
speed  bump.  But  workers  who  thought  = 
they  were  close  to  hitting  the  exit 
ramp  may  find  themselves  making 
tough  decisions — including  postponing 
retirement. 

That's  what  Jim  and  M.J.  Kasser  of 
Sarasota,  Fla.,  are  wrestling  with.  Jim,  a 
59-year-old  self-employed  wholesaler  of 
sophisticated  financial  products,  started 
thinking  about  slowing  down  when  he 
fell  and  injured  his  neck  three  years 
ago.  Jetting  around  to  brokerages  in  his 
35-state  territory  "is  not  an  older  man's 
business,"  he  says.  So  he  set  his  sights 
on  semi-retirement  at  age  62 — an 
achievable  goal  when  the  bull  market 
lifted  his  moderately  aggressive  portfo- 
lio over  $1  million. 

Since  the  market  peak,  though,  Kass- 
er's  investments  are  down  30%.  Even 
with  plans  to  trade  his  house  for  a  con- 
do — and  downsize  M.J.'s  collection  of 
Asian  and  African  art — Kasser  figures 
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he'll  now  be  working  full-time  until  he  turns  65. 

One  thing  Kasser  isn't  doing  is  fleeing  from 
stocks.  Few  would-be  retirees  are:  The  1.5  million 
401(k)  accounts  tracked  by  consultants  Hewitt 
Associates  still  had  70.6%  of  their  assets  in  eq- 
uities at  the  end  of  May — down  only  slightly 
from  an  all-time  high  of  74%  in  March,  2000. 

Sticking  with  their  planned  retirement  age  is 
the  top  priority  for  most  workers  who  use  the 
sophisticated  Web-based  retirement  tools  offered 
by  Financial  Engines.  "Most  people  want  to  get 
out  at  a  particular  time,"  says  Christopher  Jones, 
vice-president  for  financial  research  at  Financial 
Engines,  which  helps  workers  calculate  their 
odds  of  retirement  success.  Some  38%  of  the 
service's  users  are  saving  more — boosting  con- 
tributions by  30%  on  average — to  meet  that  goal. 

The  one  thing  almost  everyone  is  doing  is 
looking  for  more  advice.  In  the  past  six  months, 
the  number  of  employers  signed  up  for  Financial 
Engines'  401(k)  service  has  soared  from  100  to 
500 — and  the  number  of  potential  users  from 
500,000  to  1.5  million.  Financial  planners  and 
money  managers  are  enjoying  a  surge  in  busi- 
ness: "I'm  seeing  a  lot  more  people  coming  in 
with  their  tails  between  their  legs,"  says 
Jonathan  Guyton,  a  principal  at  White  Oaks 
Wealth  Advisors  in  Minneapolis. 

So  what  should  you  do  as  you  contemplate 
your  shrunken  account  balances? 
■  TAKE  HEART.  Investors  are  paying  the  price  for 
stubbornly  refusing  to  diversify  out  of  technolo- 
gy and  large-cap  stocks  during  the  bull  run,  says 
John  Lynch,  Madison  (Wis.)  branch  manager  for 
American  Express  Financial  Advisors.  But  look 
at  the  bright  side:  "The  aggressive  ones  have 
lost  earnings,  not  principal — and  they're  still 


ahead,"  Lynch  says.  Even  with  the 
nasty  downturn,  the  Standard  & 
Poor's  500-stock  index  has  rewarded 
investors  with  15%  average  annual 
returns  for  the  past  decade. 

The  people  hit  hardest  are  older 
baby  boomers  whose  aggressive  in- 
vestments and  $1  million  401(k)  bal- 
ances in  the  late  '90s  lulled  them  into 
taking  mid-50s  retirements,  says  De- 
bra  Neirnan  of  Neiman-Maloy  Finan- 
cial Group  in  Wakefield,  Mass.  But  if 
you  expect  to  work  for  another 
decade  or  more,  you  can  probably 
meet  your  goals  with  minor  adjust- 
ments (table) — provided  you  weren't 
counting  on  stocks  to  rise  20%  a  year 
forever. 

■  TAKE  STOCK  Go  ahead — open  those 
statements.  "The  first  order  of  busi- 
ness is  a  deep  cleansing  breath," 
David  Yeske,  a  fee-only  certified  fi- 
nancial planner  in  San  Francisco,  tells 
shell-shocked  do-it-yourself  investors. 
Many  investors,  Yeske  says,  are  re- 
luctant to  sell  their  beaten-down  tech 
stocks  because  "they  feel  like  that's 
locking  in  the  losses."  But  dumping 
losers  to  build  a  more  balanced  port- 
folio is  "repositioning  and  moving  for- 
ward," he  says. 

■  STAY  INVESTED.  Here's  painful  news  for  those 
feeling  battered  by  the  market:  The  only  asset 
that  gives  you  a  fighting  chance  to  make  up 
your  losses  is  stocks.  "You  have  to  stay  in  and 
have  the  patience  to  let  the  market  work  in 
your  favor,"  says  Ray  Ferrara  of  Pro  Vise  Man 


AFTER  THE  MARKETS  FALL 


Investors  have  been 
hit  hard  by  the 
stock  market's  fall 
since  March  2000: 
American  Express 
Financial  Advisors 
calculates  that  an 
all-stock  portfolio 
(65%  large-cap,  20% 
small-cap,  and  15% 
international)  has 
lost  37.4%.  Here's 
how  three  would-be 
retirees  would  have 
to  adjust  their 
plans  to  make  up 
for  /he  loss  if  they 
still  want  to  retire 
with  $100,000  a 
year  (aftertax)  in 
■  ■  rrent  dollars: 


RETIRING  SOON 


MIDCAREER 


JUST  PLANNING 


Age  Now:  58 


Target  Retirement  Age:  62 

Portfolio  Value  January,  2000: 
$1  million 

Portfolio  Value  Now:  $625,600 

CHOICES 

•  Postpone  retirement  to 
age  68 

•  Save  an  additional  $120,000 
a  year 

•  Plan  to  retire  on  income 
of  $60,000 

•  Combination:  Save  $18,000 
more  a  year,  retire  at  age  65  on 
$95,000  income 


Age  Now:  50 

Target  Retirement  Age:  62 

Portfolio  Value  January,  2000: 
$505,000 

Portfolio  Value  Now:  $315,900 

CHOICES 

•  Postpone  retirement  to 
age  67]4 

•  Save  an  additional 
$33,500  a  year 

•  Plan  to  retire  on  income  of 
$60,500 

•  Combination:  Save  $9,000 
more  a  year,  retire  at  age  65  on 
$96,000  income 


Age  Now:  40 

Target  Retirement  Age:  62 

Portfolio  Value  January,  2000: 
$180,000 

Portfolio  Value  Now:  $112,600 
CHOICES 

•  Postpone  retirement  to 
age  66^ 

•  Save  an  additional 
$10,250  a  year 

•  Plan  to  retire  on  income  of 
$69,000 

•  Combination:  Save  $4,000 
more  a  year,  retire  at  age  64  on 
$97,000  income 

Data:  American  Express  Financial  Advisors 
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THE  KASSERS: 

Retirement 
may  be 
pushed  back 
three  years 


igement  Group  in  Clearwater,  Fla.  But  that 
loesn't  mean  staying  within  the  s&P  500  uni- 
'erse  of  large-cap,  tech-heavy  U.  S.  shares.  Di- 
'ersifying  by  company  size,  across  industries, 
■nd  around  the  world  can  reduce  your  risks, 
tonds  and  money-market  assets  can  smooth  your 
eturns  by  providing  steady  income.  But  even 
•arly  retirees  need  to  keep  50%  or  more  of  their 
unds  in  stocks  to  produce  the  income  they'll 
leed  for  25,  30,  or  35  years. 
I  BE  REALISTIC.  The  past  18  months  have  dis- 
bused  most  people  of  the  notion  that  stocks 
nil  rise  20%  every  year.  But  economists  have 
rorse  news:  Future  investors  may  not  reap  even 
he  average  returns  of  the  postwar  period. 

From  1946  through  1997,  stocks  paid  off,  with 
ividends  and  capital  gains,  at  a  compound  av- 
rage  annual  rate  of  7.5%,  after  inflation.  Part  of 
hat  gain  came  from  the  fact  that  stock  prices 
rew  2.5  times  as  fast  as  corporate  earnings, 
ushing  the  markets'  average  price-earnings  ra- 
io  from  10  to  more  than  25.  "Investors  grew 
lore  optimistic  about  how  growth  could  translate 
lto  stock  prices,"  says  Roger  Ibbotson,  Yale 
Jniversity  professor  of  finance  and  chairman  of 
bbotson  Associates,  a  Chicago  data  and  con- 
ulting  firm.  "We're  not  going  to  see  a  repeat  of 
lat."  Ibbotson  predicts  that  stocks  will  return 
nly  6.25%  a  year  in  coming  decades — and  other 
conomists  are  even  more  pessimistic. 

Such  a  drop  in  returns  could  sharply  boost 
le  amount  you  need  to  save  (table).  Test  your 
sset  mix  with  a  variety  of  predicted  returns 
t  online  services,  such  as  Financial  Engines 
www.financialengines.com),  Financeware 
vww.financeware.com),  or  American  Express 


(finance.americanexpress.com), 
which  calculate  the  odds  of  making 
your  goals  (page  88). 
■  THANK  YOUR  UNCLE.  Uncle  Sam, 
that  is,  who  is  boosting  tax  breaks 
for  retirement  savers.  The  new 
tax-cut  bill  will  eventually  allow  you  to  put  as 
much  as  $15,000  a  year  (up  from  $10,500)  in  pre- 
tax dollars  in  your  401  (k)  or  similar  account. 
Annual  limits  for  contributions  to  individual  re- 
tirement accounts,  which  can  be  pretax  or  after- 
tax depending  on  your  pension  coverage,  are 
rising  to  $5,000  (up 'from  $2,000). 

For  empty-nesters,  the  tax  bill  provides  two 
big  breaks.  Workers 
over  50  will  be  allowed 
to  contribute  an  addi- 
tional $5,000  in  pretax 
dollars  to  401(k)s  or  sim- 
ilar accounts.  And  a 
worker  can  stash  up  to 
100%  of  his  or  her  pay 
in  a  401(k) — via  pre-  and 
aftertax  contributions 
and  employer  matches — 
to  a  max  of  $40,000.  The 
old  limit  of  $30,000  or 
25%  of  pay  held  back 
the  savings  of  wives 
who  returned  to  the 
workforce  to  help  build 
a  retirement  nest  egg. 
■  GET  HELP.  Investing 
isn't  as  easy  as  it  might 
have  seemed  during  the 
late  '90s.  Look  back  at 
your  experience  and  ask 
yourself:  Do  I  have  the 
insights  to  pick  winning 
investments  in  a  tougher 
market,  the  cool  head  to 
stick  with  a  plan,  and 
the  self-discipline  to  re- 
balance my  portfolio  at 
least  once  a  year? 
Chances  are  the  answer 
is  "no" — and  your  mon- 
ey could  be  better  off  in 
a  professional's  hands. 
At  the  very  least,  get 
an  adviser  to  provide 
some  independent  analy- 
sis of  your  asset  mix. 

The  bull  run  of  the 
1990s  rewarded  all  in- 
vestors, savvy  or  naive. 
We're  unlikely  to  see  a 
repeat  of  that  in  our  life- 
times. It's  going  to  be  up 
to  you  to  do  thorough 
planning  and  smart  in- 
vesting for  a  secure  re- 
tirement. Now  more 
than  ever,  your  retire- 
ment plan  is  worth  the 
attention  you  give  it.     □ 


WHAT  IF  STOCKS  SLOW  DOWN? 


From  1946  through  1997,  stocks  rewarded 
investors  with  a  compound  average 
annual  return  of  7.5%  after  inflation.  But 
many  economists  believe  investors  should 
expect  smaller  returns  in  the  future — 
perhaps  as  little  as  5%  after  inflation.  That 
would  sharply  boost  the  amount  investors 
need  to  save  for  retirement,  as  illustrated 
by  these  examples,  prepared  by  401(k) 
adviser  Financial  Engines: 

JACK,  AGE  55,  has  $1.48  million  in  stocks  and 
wants  to  retire  in  10  years  with  $2  million  in 
today's  dollars.  He  wants  a  75%  probability  of 
hitting  that  goal,  and  he's  on  track  if  he  saves 
9%  of  his  $150,000  salary  and  if  stocks  yield 
7.5%  (after  inflation).  But  if  Jim  believes  equity 
returns  will  be  lower,  he'll  have  to  save  more. 


ANNUAL  SAVINGS 

EQUITY  RETURN 
7.5% 

PERCENTAGE  OF  SALARY 
9% 

TODAY'S  DOLURS 
$13,500 

6.0 

25 

37,500 

5.0 

37 

55,500 

JANET,  AGE  45,  has  $844,550  in  stocks  and 
wants  to  retire  in  20  years  with  $2  million  in 
stocks  (in  today's  dollars).  Like  Jim,  she  wants 
a  75%  probability  of  hitting  that  goal-which  is 
a  good  bet  if  she  saves  9%  of  her  $150,000 
salary  and  if  stocks  return  7.5%  after  inflation. 
But  under  a  lower-return  scenario,  here's  how 
much  more  she'll  have  to  save: 


EQUITY  RETURN 

7.5% 


6.0 
5.0 


ANNUAL  SAVINGS 
PERCENTAGE  OF  SAURY       TODAY'S  DOLURS 

9%  $13,500 

22 

31 

Data:  Financial  Engines 
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What  Doesn't  Belong 
In  Your  401  (k) 


Make  sure  to 
reserve  the 
limited  space 
therefor  assets 
subject  to  the 
most  tax 


BY         ANNE         TERGESEN 

You  have  a  Standard  &  Poor's  500-stock 
index  fund  and  a  corporate  bond  fund. 
Does  it  matter  which  you  put  in  your 
tax-deferred  retirement  account  and 
which  goes  into  your  taxable  broker- 
age account?  You  bet.  Where  you 
place  your  assets  can  make  a  signifi- 
cant difference — increasing  your  retirement 
wealth  by  almost  7%,  according  to  Clemens 
Sialm,  an  assistant  finance  professor  at  the  Uni- 
versity of  Michigan. 

You've  heard  about  asset  allocation,  the 
process  of  diversifying  to  achieve  the  highest 
return  for  your  risk  tolerance.  But  it's  just  as  im- 
portant to  think  about  asset  location.  The  goal  is 
to  maximize  aftertax  returns  by  reserving  the 
limited  space  in  your  tax-deferred  accounts  for 
items  that  generate  the  largest  tax  bills. 

Asset  location,  or  placement,  is  a  concern  for 
those  who  save  more  than  the  current  annual 
contribution  limits  of  $10,500  on  401(k)s  and 
$2,000  on  individual  retirement  accounts.  Gener- 
ally, those  who  save  less  should  put  everything 
(except  tax-exempt  municipal  bonds)  into  tax- 
deferred  accounts.  They  offer  advantages  that 
are  hard  to  beat,  such  as  tax  deductions  and 
perhaps  an  employer  match  on  contribu-  , 
tions.  Your  money  also  grows  more  rapid- 
ly than  it  can  when  you  are  forced  to 
pay  taxes  every  time  you  sell  a  winner 
or  pocket  dividends  and  interest. 
FIRST  DIBS.  While  asset  location  is  an  in 
exact  science,  there  are  some  general 
rules  (table).  If  you  want  to  trade,  do 
so  inside  a  tax-deferred  account  to  avoid 
paying  capital-gains  taxes  every  time  you  sell  a 
winner.  And  never  put  muni  bonds  in  your  401(k) 
or  ira,  or  you  will  pay  income  taxes  on  their 
tax-free  income  as  you  withdraw  the  money. 

Such  obvious  scenarios  aside,  the  asset-place- 
ment plan  that's  right  for  you  depends  on  what's 
in  your  portfolio,  your  time  horizon,  and  your 
estate-tax  goals.  For  investors  who  meet 
their  fixed-income  needs  with  munis,  for  ex- 
ample, the  decision  is  easy:  Put  equities  in 
the  401(k).  But  if  you're  not  in  a  high  enough 
tax  bracket  for  munis  to  make  sense,  give  tax- 
able bonds  first  dibs  on  your  401(k). 


Generally, 
bonds    benefit 
more   from   tax   deferral   than 
stocks  do.  That's  because  a  much  higher 
percentage  of  their  annual  earnings — 100%, 
for  bonds  held  to  maturity — comes  from  interest 
which  is  taxed  at  ordinary  income-tax  rates.  In 
contrast,  income — in  the  form  of  dividends — and 
realized  capital  gains  make  up  only  about  14%  ol 
an  S&P500  fund's  annual  return.  By  sheltering 
bond  income  in  tax-deferred  accounts,  you  avoid 
losing  a  large  chunk  of  it  to  the  ms.  "The  bene 
fit  of  that  over  a  lifetime  is  huge,"  says  Chestei  Hg 
Spatt,  a  finance  professor  at  Carnegie  Mellon's 
Graduate  School  of  Industrial  Administration.      ,  g 

Indeed,  an  investor  in  the  highest  brackel 
who  plows  his  $10,500  401(k)  contribution  into  i 
bond  fund  today  and  sells  in  20  years  will  havt 
$4,651  more  than  he  would  have  by  holding  th( 
bond  fund  outside  his  401(k).  The  same  in  u 
vestment  in  an  s&p  500  fund,  once  liquidat 
ed,  is  worth  less  inside  a  401(k)  than  out  I 
side,  says  Joel  Dickson,  a  tax  efficiency 
expert  at  the  Vanguard  Group. 

Individual  stocks  you  plan  to  hold  fo: 
the  long  run  should  get  low  priority  .-, 
for  space  in  your  401(k)  or  ira.  Afte; 
all,  they  generate  little  in  the  way  o  I 
taxes  until  you  sell.  And  why  pay  in  - 
come-tax  rates  on  your  profits — as  you  woul< 
when  tapping  a  tax-deferred  account — when  yoi 
can  opt  for  lower  capital-gains  tax  rates?  (Th< 
exception  is  stocks  with  high  dividends,  whicl 
belong  in  tax-deferred  accounts.)  Another  down 
side  to  placing  stocks  in  an  ira:  If  you  sell  a  los 
er,  you  can't  claim  the  loss  on  your  tax  return 
Of  course,  many  investors  want  an  all-equit; 
mutual-fund  portfolio.  In  that  case,  put  active! 
managed  funds — those  run  by  stock-pickers  \vh 
trade  often — into  a  tax-deferred  plan.  That  waj 
you  shelter  the  taxable  distributions  that  resu] 
from  their  trades.  Candidates  for  taxable  ac 
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TAXABLE  ACCOUNT 


EXCHANGE-TRADED  FUNDS,  INDEX  FUNDS  Low  turnover  makes  them 
tax-etficient. 

I-BONDS  These  savings  bonds  defer  interest  payments. 

LONG-TERM  POSITIONS  IN  INDIVIDUAL  STOCKS  You  get  the  benefit  of  the 
long-term  capital-gains  rate  when  you  sell. 


MUNICIPAL  BONDS/FUNDS  Already  tax-exempt. 

TAX-MANAGED  FUNDS  These  funds  are  operated  with  an  eye  toward  mini- 
mizing taxes. 


mints    are 

ndex  funds,  which  sell 

;tocks  only  when   their  bench-  ^^^ 

narks  change,  and  tax-efficient  funds,  which 

lim  to  minimize  tax  bills. 

The  decision  of  what  to  put  where  is  less  clear- 
ut  when  you  own  a  mix  of  actively  managed 
quity  funds  and  taxable  bonds.  Here,  your  time 
torizon  is  key.  If  you  have  equity  funds  that  in- 
-est  in  growth  stocks,  put  them  in  your  401(k)  or 
RA  if  you  plan  to  hold  them  at  least  15  years, 
ays  Sam  Beardsley,  director  of  investment  tax  at 
?.  Rowe  Price  Associates.  As  long  as  your  equity 
und  outpaces  your  bond  fund  by  an  average  of 
!ve  percentage  points  a  year,  "the  compounding 
f  the  higher  pre-tax  return  on  the  stock  fund 
/ill  result  in  greater  earnings  than  sheltering 
he  bond  fund,"  he  says.  Since  value  funds  often 
reduce  more  taxable  distributions  than  growth 
onds  do,  they  should  perform  better  in  a  de- 
erred  account  over  shorter  periods. 

If  your  asset  placement  isn't  what  it  should  be, 

0  ahead  and  restructure.  But  before  selling 
dinners  in  taxable  accounts,  harvest  losses  to 
educe  your  tax  bill,  says  Sue  Stevens,  ftnan- 
ial-planning  director  at  Morningstar.  You  can 
lways  adjust  your  tax-deferred  accounts  be- 
ause  gains  on  sales  aren't  taxed  in  them. 

Although  individual  stocks  generally  belong 

1  taxable  accounts,  many  people  own  company 
tock  in  401(k)s.  If  that  includes  you,  you  may 
ave  an  opportunity  to  move  this  stock  out  when 
ou  retire  or  leave  the  company.  Instead  of 
)lling  it  over  into  an  IRA,  put  it  in  a  regular  bro- 


TAX-DEFERRED  ACCOUNT 

ACTIVELY  MANAGED  FUNDS  They  distribute  taxable  gains  from  the  sale  of 
profitable  stocks  after  adjusting  for  losses. 

ACTIVELY  TRADED  SECURITIES  You  avoid  paying  capital-gains  taxes  when 
you  sell  a  profitable  security. 

TAXABLE  BONDS/FUNDS  Most  of  their  returns  are  in  the  form  of  taxable 
annual  interest  payments. 

TIIS  (TREASURY  INFLATION-INDEXED  SECURITIES)  Adjustments  made  to 
principal  are  taxable  but  don't  produce  cash. 

Data:  Morningstar,  BusinessWeek 


kerage  account.  Since  you  bought 
the  stock  with  pretax  dollars,  you 
will  owe  income  taxes  on  the  amount 
you  purchased  it  for  once  it  moves 
to  a  taxable  account.  But  when  you 
sell,  you  will  pay  the  favorable  capital- 
gains  tax  rate  instead  of  the  income-tax  rate 
you  would  owe  on  withdrawals  from  an  IRA, 
says  Christine  Fahlund,  a  senior  financial  planner 
at  T.  Rowe  Price. 

LONGER  VIEW.  Asset-location  rules  can  reverse  if 
you  throw  estate  planning  into  the  mix.  For  ex- 
ample, if  you  plan  to  leave  your  IRA  to  grand- 
children, your  time  horizon  expands  to  cover 
their  expected  lifetimes.  As  a  result,  an  s&p  500 
fund  might  be  a  better  choice  for  your  401(k) 
than  even  a  bond  fund.  Although  the  index  fund 
produces  smaller  taxable  distributions,  it  earns 
more — 10%  a  year,  on  average,  vs.  7%  for  the 
bond  fund.  With  those  smaller  sums  growing  at  a 
faster  clip,  an  index  fund  will  eventually  come 
out  ahead  of  a  bond  fund. 

One  caveat:  Once  you  put  something  in  a  tax- 
deferred  account,  your  heirs  won't  get  a  step 
up  in  basis.  This  tax  break,  available  in  a  taxable 
account,  erases  the  capital  gains  your  invest- 
ment earns  during  your  life — at  least  as  far  as 
the  irs  is  concerned.  The  break  is  generally 
worth  more  with  stocks  than  bonds,  which  earn 
more  of  their  returns  in  interest  than  capital 
gains.  So  crunch  the  numbers  to  make  sure  you 
still  come  out  ahead. 

Designing  an  optimal  asset-placement  strategy 
can  be  daunting.  But  the  payoff  is  lower  taxes — 
and  more  money  to  retire  on.  □ 


eisir  earnings  come  from  interest,  which  is  taxed  at  higher  rates  than  capital  gains 
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COMPANY  STOCK  COULD  SINK  YOUR  SHIP 


BY  LEWIS  BRAHAM 

Robert  Thornton  thought  he  had  it 
made.  The  55-year-old  field  techni- 
cian was  planning  to  retire  from 
Lucent  Technologies  last  year  with 
$263,000  in  his  401(k)  plan.  Then 
the  telecom  giant  tanked,  and  his 
nest  egg  disappeared.  "I  had  all  of 
my  plan  invested  in  Lucent,"  he  laments 
By  the  end  of  2000,  Lucent  was  down 
80%.  Thornton,  who  now  works 
for  Avaya,  a  Lucent  spin-off, 
has  postponed  his  retirement 
for  another  five  years. 

Thornton's  predicament 
was  partially  his  own  doing. 
"The  stock  was  doing  so 
well,  I  got  greedy,"  he 
says.  But  Lucent  is  also  to 
blame.  The  401(k)  plan  for 
hourly  employees  like 
Thornton  matched  every 
dollar  contributed  with  660 
of  Lucent  stock.  It  also  re- 
stricted the  stock's  sale  until 
Thornton  turned  55  last  Sep- 
tember, when  share  prices 
were  already  beaten  down.  The 
restrictions  meant  that  even  though 
he  could  choose  among  16  mutual  funds  in  the 
plan,  at  least  40%  of  his  401(k)  contribution  au- 
tomatically went  to  Lucent. 
POWDER  KEG.  Such  stories  have  become  com- 
monplace in  the  recent  bear  market.  According 
to  a  new  Fidelity  Investments  study  of  7,000 
defined-contribution  programs,  the  average 
plan  that  offers  company  stock  as  an  option 
=    has  more  than  31%  of  total 
TOO  MUCH  OF  A  BAD  THING  assets  invested  in  it.  So 

.  „r.r.       „,  „, ... ...      much  in  any  one  stock  is  too 

1-YEAR  %  OF  PUN  .  ,        „    ,    J        ...         ... 

TOTAL         ASSETS  IN        risky.  But  considering  that 

an  employee's  income  de- 
rives from  the  same  compa- 
ny, it's  a  powder  keg.  Com- 
panies may  lay  off  workers 
as  stock  prices  and  earnings 
slide,  destroying  both  jobs 
and  nest  eggs. 

Part  of  the  problem  is  the 
lack  of  investment  education. 
People  know  their  employer 
and  their  industry  but  often 
don't  understand  the  stock 
market.  When  they  invest, 
they  stick  with  the  familiar. 
"The  tools  are  out  there  to 
adequately  advise  employees," 
says  Michael  Scarborough,  an 
Annapolis  (Md.)  retirement 
adviser.   "But   most   compa- 
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nies  choose  not  to  give  them  to  employees." 

The  basic  structure  of  many  401(k)  plans  is 
also  flawed.  Employees  should  not  receive  a 
match  in  company  stock  and  if  they  do,  should- 
n't have  to  hold  it  for  years.  According  to  Fi- 
delity, 11%  of  companies  have  age  restrictions 
on  stock  sales.  Some  plans  are  so  limited  that 
company  stock  is  the  only  option.  Procter  & 
Gamble  employees  can  own  only  p&g 
stock  in  their  401(k)  until  they  reach 
age  50,  when  they  can  diversify  into 
funds.  As  a  result,  96%  of 
their  plan's  total  assets  is  in 
p&g  shares,  p&g  spokeswoman 
Vicky  Mayer  says  most  em- 
ployees see  the  stock  as  a 
good  long-term  investment 
because  "it's  the  leader  in 
its  industry."  Its  three-year 
annualized  return  is  -7.5%, 
vs.  2.7%  for  the  Standard  & 
Poor's  500-stock  index. 

Unfortunately,  companies 
have  resisted  change.  Stock 
matches  prop  up  share  prices 
and  are  cheaper  for  employ- 
ers than  cash;  they  aren't  rec 
ognized  as  a  charge  against 
earnings.  Also,  while  employees 
take  on  the  risk  of  owning  their  employer's 
stock,  they  don't  enjoy  the  privilege  of  being 
shareholders.  "What  employees  are  buying  in 
most  401(k)  plans  isn't  really  employer  stock 
but  a  mutual  fund  that  owns  employer  stock," 
says  Scarborough.  "The  company,  which  runs 
the  fund,  controls  the  stock's  voting  rights." 

While  employees  didn't  care  about  owning 
too  much  stock  during  the  bull  market,  their 
ire  will  certainly  rise  during  the  bear.  "I 
wouldn't  be  surprised  to  see  legal  action  in 
some  of  these  plans  if  stock  prices  continue  to 
decline,"  says  editor  Louis  Berney  of  ioma's  dc 
Plan  Investing,  a  retirement-plan  newsletter. 
Federal  rules  say  an  employer  is  not  liable  for 
losses  in  its  401(k)  so  long  as  employees  retain 
"independent  control"  of  their  investment  deci 
sions.  But  how  independent  can  they  be  when 
they're  stuck  owning  the  boss's  favorite  stock? 
That  may  be  why,  according  to  the  Fidelity 
study,  7%  of  plans  now  cap  the  percentage  an 
employee  can  have  in  company  stock,  the  aver 
age  limit  being  25%.  That's  helpful,  but  better 
education  and  even  hands-on  investment  advic 
also  are  important.  "Somebody  needs  to  teach 
employees  not  to  put  all  of  their  eggs  in  one 
basket,"  Thornton  remarks.  Unfortunately  for 
him,  that  lesson  came  too  late. 

Staff  Editor  Braham  writes  about  persom 
investing. 
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There  are  many  ways  to  feel  successful. 
Knowing  you'll  be  ready  for  retirement  is  one  of  them. 


Even  in  the  best  of  times  it  can 
be  difficult  to  know  if  you're  on 
track  to  a  successful  retirement. 
That's  why  a  plan  is  so  important. 

When  you  plan  for  retirement 
at  Fidelity  you  not  only  have  access 
to  a  wide  array  of  products,  but 
also  to  Fidelity  Retirement 
Consultants.  These  specialists  can 
help  you  evaluate  your  situation, 
identify  an  income  plan  or  asset 
allocation  strategy,  and  assist  you 


Fidelity 

Retirement  Solutions: 


Retirement  Consultants' 
Fidelity  Rollover  Express8 
Retirement  Income  Planning 
Fidelity  FundsManager  Program" 


in  putting  it  in  motion.  They  can 
even  help  you  create  a  plan  that 
accounts  for  tax  implications  and 
the  desire  to  leave  a  legacy. 

And,  of  course,  you'll  also  have 
access  to  the  online  tools  that  help 
you  track  and  chart  your  own 
financial  progress. 

If  you  want  to  make  the  most  of 
your  retirement,  call  us.  We  have  the 
service,  tools,  and  people  to  help 
you  see  yourself  succeeding. 


Fidelity 


Investments* 


1-800-FIDELITY    Fidelity.com/retire 

'Retirement  Consultants  are  associated  with  Strategic  Advisers,  Inc. 2 Fidelity  FundsManager  Program  is  a  service 

of  Strategic  Advisers,  Inc.  Account  minimum  of  $50,000  applies.  Investment  results  may  vary. 

Fidelity  Brokerage  Services,  Member  NYSE,  SIPC. 
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Who  Gives  the  Web's 
Best  401  (k)  Advice? 


In  a  test  run  of 
asset-allocation 
sites,  the  same 
data  yield 
conflicting 
counsel 
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WIS  BRAHAM 

Would  you  trust  your  retirement 
plan  to  an  iron-jawed  spaceman 
named  Jake  Starlight  and  a 
hound  named  Maggie?  Morn- 
ingstar  hopes  you  will.  The 
Chicago  financial-research  firm 
employs  such  cartoon  charac- 
ters as  guides  at  its  ClearFuture  Web  site,  one 
of  several  sites  offering  advice  on  how  to  invest 
your  401(k)  money. 

At  ClearFuture,  your  401(k) 


plan  is  a  spaceship  and  a  secure 
retirement  a  bright  but  distant 
star.  Jake  Starlight  and  Mag- 
gie map  your  trajectory.  An- 
other site,  Financial  Engines, 
uses  the  weather  as  its 
guiding  metaphor:  The  , 
sunnier  the  "Forecast" 
logo  is,  the  better  the  out- 
look for  your  golden  years.  The  basic  approach 
at  these  sites — which  include  those  offered  bj 
mPower.com  and  Fidelity  Investments — is  the 
same.  They  ask  for  your  age,  salary,  and  in 
tended  retirement  age.  They  hit  you  with  ques 
tions  that  will  help  them  determine  your  risl 
tolerance,  or  how  much  volatility  you  can  stom 
ach  in  your  portfolio.  Then  they'll  assess  the 
investment  options  in  your  401(k),  and  in  the 
end,  make  recommendations  as  to  what  funds 
you  should  invest  in  and  how  much  should  be  al 
located  to  each. 

These  online  advisers  are  attempting  to  har 
ness  the  Internet  to  offer  smart  investment  ad 
vice  to  the  masses  at  a  low  cost.  They  prefer  t< 
sell  the  service  wholesale  to  401(k)  sponsors 
who  in  turn  make  it  available  to  their  employee: 
Still,  if  your  company  doesn't  offer  one,  you  car 
sign  up  as  an  individual  at  costs  that  range  fron 
$20  to  $160  a  year  (table) 

I  tested  four  popular  online  advisory  service 

and  found  the  flight  to  Planet  Golden  Year 

took  vastly  different  routes.  This  was  star 

tling  since  I  fed  essentially  the  same  in 

puts  into  each. 

To  start,  I  made  up  a  hypotheti 

cal  401(k)  portfolio  for  ; 

30-year-old  who's  jus 

getting  started  on  re 

tirement  savings.  Th 

plan  had  11  investmen 

options:  eight  diversi 

fied  stock  funds,  on 

bond  fund,  one  mone; 

market  fund,  and  hi 

own  company's  stocl 

which  fit  in  the  technology  cal 

egory.  The  bond  and  monej 

market   funds   are   not   publi 

funds,     which     is    common    i 

401(k)s,  so  I  told  the  service  t 

calculate  generic  money-marke 

and  bond  funds  returns  in  thei 

stead.  This  young  saver  had    $1,00 

invested    in    each    of  th 

plan's  options  plus  $5,000  i 

the  tech  stock. 

Large  single-stock  pos 
tions  are  also  common  i 
401(k)s.  That's  because  man 
companies  match  employe 
contributiems  with  conmaii 
stock  and  also  because  man 
employee's  feel  more  om 
Portable  investing  in  the  I 
miliar — their  employer 
than  in  the  slock  mark* 
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HOW  TO 


which  they  don't  fully  understand. 

ClearFuture  was  the  easiest  to 
use:  a  simple  six-step  process  that 
took  about  20  minutes.  Jake  and 
Maggie  did  most  of  the  work,  esti- 
mating my  future  salary  and  retire- 
ment benefits.  After  answering  a 
few  401(k)  questions,  I  picked  a 
"flight  plan":  smooth,  moderate,  or 
bumpy.  Jake's  "Crash  Test  Simula- 
tion" graphed  how  much  each  allo- 
cation to  stocks,  bonds,  and  cash 
lost  in  past  bear  markets.  Saying 
"yes"  to  "Are  you  ready  for  liftoff?" 
got  me  a  plan:  65%  stocks,  35% 
bonds  overall.  Specifically,  increase 
my  6.6%  in  growth  fund  Putnam 
Voyager  and  "generic  bond  fund" 
to  33%  and  32%,  respectively. 
A  STEP  UP.  But  ease  of  use  isn't 
everything.  Financial  Engines 
makes  users  work  harder,  but  its 
advice  is  more  comprehensive.  It 
designs  an  asset-allocation  plan  for 
every  investment  account,  not  just 
401(k)s,  and  includes  nonretirement 
goals  such  as  financing  your  kids' 
educations.  The  site  also  stresses 
the  probability  of  achieving  each 
goal.  So  instead  of  a  smooth  or 
bumpy  spaceship  ride,  you  get  a  forecast.  I  had  a 
33%  chance  of  achieving  my  retirement  goal, 
which  is  unacceptable — and  a  storm  cloud  popped 
on  the  screen  to  say  so. 

In  fact,  Financial  Engines  keeps  prompting  you 
to  make  changes  to  get  your  probability  of  success 
above  50%.  By  trial  and  error,  I  kept  boosting 
the  annual  401(k)  contribution — initially  $4,500 — 
until  it  reached  $7,500.  At  that  point,  the  odds  of 
success  hit  52%.  That's  also  achievable  by  raising 


Financial 
Engines  makes 
users  work 
harder,  but  its 
advice  is 
comprehensive 
-including  the 
odds  of  reaching 
your  goals 


SURFING  TOWARD  RETIREMENT 

WEB  SITE  (WWW.) /COST 

COMMENTS 

FIDELITY.COM 

Free  for  Fidelity  clients 

Portfolio  Planner  has  powerful  account- 
aggregation  tool.  Household,  tax,  and  goal 
info  is  more  detailed  and  accurate  than  at 
other  sites.  Thorough  risk  analysis. 

FINANCIALENGINES.COM 
$39.95/quarter  for 

individuals;  free 
for  corporate  users 

Best  site  for  sophisticated  investors.  Allows 
for  multiple  accounts  and  goals.  Stresses 
probability  of  achieving  goals.  Taxable- 
account  tool  is  effective  and  unique. 

M0RNINGSTAR.COM/C0VER/ 
CLEARFUTURE.HTML 

$7.95/quarter 

Best  site  for  beginners.  Very  detailed  fund 
information.  Provides  advice  only  for  401(k)s. 
Overly  simplistic  risk  analysis.  Warns 
about  dangers  of  owning  company  stock. 

MP0WER.C0M* 

$20/year  for  individuals; 
free  for  corporate  users 

*  mPower's  corporate  site  Individual  -inves 

Individual-investor  site  plagued  by 
technical  problems.  Excellent  risk- 
assessment  tools.  Incomplete  mutual-fund 
data.  Sell  recommendations  not  tax-savvy. 

tor  site  is  still  in  testing  at  beta  money.msn.com/retire/planner.asp 

the  retirement  age  or  lowering  the 
hoped-for  retirement  income. 

Even  though  Financial  Engines 
was  dealing  with  the  same  invest- 
ment options,  its  recommendations 
were  different  from  Morningstar's. 
It  suggested  that  Putnam  Voyager 
stay  at  a  6.6%  allocation  while 
Westport  Small  Cap  Fund  be 
raised  to  26%.  For  the  company 
stock,  Financial  Engines  offered  a 
disclaimer:  "We  don't  provide  ad- 
vice on  buying  or  selling  currently 
owned  shares  of  certain  invest- 
ments, including  stocks."  So  its 
weighting  stayed  at  33%. 

Individual  stocks  are  problem 
atic  at  every  401(k)  advice  site, 
for  business  reasons.  Would  com 
panies  retain  these  advisory  firms 
if  they  were  going  to  tell  people 
to  sell  the  stock?  "Many  compa- 
nies are  concerned  about  a  huge 
number  of  employees  selling  all  oi 
their  company  stock,"  says  Finan 
cial  Engines  CEO  Jeff  Maggioncal 
da.  Morningstar  also  has  a  dis 
claimer,  but  at  least  it  warns 
about  the  risks  of  owning  youi 
employer's  stock,  providing  an  op 
tion  to  dump  it  from  your  portfolio. 
GAPS  AND  GLITCHES.  mPower  solved  the  compa- 
ny-stock conflict  by  setting  up  a  new  401  (k)  advic( 
site  for  individual  investors,  mPower  Persona 
Advisor.  It  is  separate  from  its  corporate  mPowei 
site  and  is  now  in  beta  testing.  Personal  Advisoi 
told  me  to  sell  the  company  stock;  the  corporat* 
site  would  not.  Still,  I  was  disappointed  with  th< 
site  because  it  crashed  constantly  and  was  missinj; 
crucial  information  on  mutual-fund  expense  ratio: 
and  portfolio  holdings.  Hopefully,  mPower  will  ft: 
these  problems  before  the  final  release. 

Like  Financial  Engines,  mPower  advises  oi 
multiple  accounts  and  goals,  but  its  advice  oi 
taxable  accounts  is  not  tax-savvy.  I  told  botl 
Financial  Engines  and  mPower  that  I  ownei 
shares  in  two  funds  and  a  stock,  all  at  a  cost  o 
just  $2  a  share.  Selling  any  of  them  would  trig 
ger  huge  capital-gains  taxes,  but  mPower  tol 
me  to  dump  them  all.  Financial  Engines  sug 
gested  getting  rid  of  one  of  the  holdings  am 
warned  me  of  the  tax  consequences. 

I  wasn't  able  to  make  an  apples-to-apples  com 
parison  with  Fidelity  Investments'  new  Portfoli 
Planner.  That's  because  the  demo  site  uses  de 
fault  settings  that  a  tester  cannot  change.  Bu 
the  Fidelity  service  has  one  tremendous  featur 
the  other  sites  lack:  It  aggregates  the  data  for  a 
of  your  financial  accounts  automatically — ewe 
those  not  at  Fidelity.  The  site  is  more  thoroug] 
too,  asking  questions  about  state  fax  brackets 
life  expectancy,  home  value,  and  inheritance.  Thl 
makes  the  initial  set-up  more  time-consuming,  hi 
once  that's  done,  you  could  get  the  mosl  COmpn 
hensive  online  advice  on  bow  to  make  your  golde 
years  shine. 
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Because  he  has  neto  Office  XP, 

today  hell  be  cruising  in  -the  express  lane.  He'll        i 
avoid  the  -frustration  of  cutting,  pasting  and 
formatting  between  applications.  He'll  find  that 
fash  th<\ft"£re  once  complicated  become  Suddenly 
simple.  He'll  get  the  tools  he  needs  iuithouf 
detonring  through  layers  of  mews —they'd  Simply 
appear  uuhtn  he  needs  them.  Today,  he'll  speed 
right  past  the  traffic  jam  of  inefficiency. 

Microsoft9  Office  Xffouith  smart  fags  that(et  yon  yet 
more  done,,  more  cfukfdy.  Vustone  of  many  \mvro\jements 
in  tks,  the  neuj  version,  of  Microsoft  Office,. 

^ou  uiant  it  Ljou  need  If.  Now  you  can  aef  it 


Microsoft 
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Microsoft 
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Opening  Your  Nest  E 
Without  Breaking  It 


BEACH  BOY:  Barry  used  a 
reverse  mortgage  to  pay  taxes 


The  way  you 
pay  yourself  in 
retirement  can 
make  a  world 
of  difference 


B    Y 


ELL 


EN         HOFFMAN 

When  John  and  Janet  Nelson  of 
Englewood,  Colo.,  began  think- 
ing two  years  ago  of  retiring  in 
their  mid-50s,  they  had  more 
than  $1  million  in  their  two  in- 
dividual retirement  accounts. 
They  needed  to  tap  that  money 
for  living  expenses  but  were  worried  about  ear- 
ly withdrawal  penalties  from  the  Internal  Rev- 
enue Service.  Then  their  financial  planner  told 
them  of  a  strategy  for  using  their  IRA  funds 
without  losing  a  big  chunk  to  taxes.  They  could 
take  money  out  in  "substantially  equal  payments" 


for  five  years  or  until  age  59HJ 
whichever  is  longer. 

Today,  the  Nelsons  are  using 
their  semi-annual  ira  checks  to  i 
cover  most  of  their  estimated  an-  t 
nual  expenses  of  $110,000.  In 
few  years,  when  they  start  re-  nt 
ceiving  about  $42,000  a  year  fron  n 
Social  Security,  they'll  reduce  theii  i  i 
IRA  withdrawals  accordingly.  Ir  1 
the  meantime,  John,  58,  whc  u 
bowed  out  a  few  weeks  ago  as  i  nod 
vice-president  of  Earth  Tech,  i  n 
Long  Beach  (Calif.)  engineering  pi 
consulting  firm,  and  Janet,  56,  wh<  I 
retired  from  health-care  provide]  m 
Kaiser  Permanente  in  Denver  las  n 
year,  are  spending  their  time  hik  n 
ing,  gardening,  and  volunteering  ■ 
at  the  Denver  Botanical  Garden.  H 
As  many  working  American;  ■ 
approach  retirement,  they  too  wil  n 
grapple  with  the  problem  the  Nel  ■£ 
sons  faced:  how  to  parlay  retire  h 
ment  savings  and  other  assets  inti  n 
income  that  will  support  th<  hi 
lifestyle  they  desire  for  the  nex  ki 
30  years  or  so.  Most  wait  unti  ft 
retirement  is  only  a  few  years  of  n 
before  plotting  a  financial  exi  ], 
strategy.  But  ideally,  you  shouli 
start  pinning  down  crucial  deci  r , : 
sions  at  least  10  years  before  re 
tirement.  When  you  retire,  yoj 
will  have  to  address  such  key  is 
sues  as  how  much  money  you  wil 
need,  which  asset  sources  yol 
should  tap  first,  and  how  to  all([ 
cate  your  investments  to  produc 
an  adequate  income  stream. 

To  estimate  the  cash  flow  tl 
Nelsons  would  need,  their  financiJ 
planner,  Joseph  Janiczek  of  Greei[ 
wood,  Colo.,  had  them  itemize 
the  costs  they  could  incur — froij 
housing  and  taxes  to  clothing  arJ 
entertainment.  Then  he  talliej 
their  expenses  based  on  3.5%  an 

nual    inflation.    Janiczek    warn 

against  the  rule  of  thumb  that  says  you  can  li,| 
on  80%  of  your  pre-retirement  budget.  "Many 
my  clients  end  up  spending  just  as  much 
even  more  money  than  they  did  before  reti 
ing,"  he  says.  To  reduce  the  Nelsons'  expense 
he  advised  that  they  refinance  their  home  to  ci 
the  monthly  payment  from  $3,200  a  month  on 
15-year  mortgage  to  $1,500  on  a  30-year  loan. 
For  many  people,  a  big  chunk  of  their  r 
tirement  savings  is  in  a  401(k)  or  similar  ; 
count.  Their  crucial  decision  becomes  whether 
withdraw  the  money  in  a  lump  sum,  as  an  a 
nuity,  or  in  some  other  form  that  their  empli 
er  may  offer.  One  advantage  of  an  annuity 


/  luly  30,  2001 


,hat  you  have  a  good  idea  of  your  taxable  in- 
»me.  Hut  often,  experienced  investors  want  to 
maintain  control  of  their  money,  so  they  opt 
or  a  lump  sum,  which  they  roll  over  into  an 
ra.  Of  course,  if  your  money  is  now  in  a  regu- 
ar  IRA  and  you're  not  yet  59'A,  you'd  have  to 
>ay  not  only  income  tax  but  also  a  10%  penalty 
in  any  withdrawal.  The  way  around  the  penal- 
y  is  to  do  what  the  Nelsons  did:  set  up  a  "sub- 
taut  ially  equal  payments"  plan.  As  long  as  you 
bllow  one  of  three  iRS-approved  formulas,  you 
an  make  penalty-free  withdrawals.  But  this 
nethod  is  complex,  so  it  pays  to  seek  profes- 
ional  advice. 

"horny.  Another  thorny  decision  is  how  to  re- 
locate your  investments  to  get  an  adequate 
ash  flow.  As  people  live  longer  in  retirement,  ex- 
erts question  the  traditional  strategy  of  shifting 
lost  of  your  portfolio  to  bonds  or  other  fixed-in- 
ome  vehicles,  because  the  earnings  from  those 
ecurities  aren't  likely  to  keep  pace  with  equity 
ivestments.  "Maintaining  a  very  conservative 
ortfolio  is  one  of  the  biggest  mistakes  investors 
lake  at  retirement,"  says  William  Howard,  a 
nancial  planner  in  Memphis.  "Inflation  is  a  big- 
er  risk  over  the  long  run  than  volatility  risk." 
o,  despite  the  stock  market  downturn,  Howard 
llggests  this  allocation  for  a  person  two  to  five 
ears  away  from  retirement:  10%  cash  equiva- 
•nts,  such  as  U.S.  Treasury  notes  or  a  money- 
larket  fund,  30%  in  bonds,  and  60%  in  large-cap, 
nail-cap,  and  international  stocks. 
The  cash  is  important:  Advisers  say  you 
lould  have  enough  (including  guaranteed  in- 
>me  from  a  pension  or  Social  Security)  for  up  to 
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The  Nelsons  are  tapping  their  IRAs 


two  years  of  expenses,  so 
you  needn't  sell  invest- 
ments during  a  downturn. 
Your  home  is  a  poten- 
tial source  of  cash.  If 
you're  faced  with  an  emer- 
gency, you  can  use  a 
home-equity  line  of  credit. 
Based  on  your  equity,  "the 
bank  will  give  you  a 
checkbook  to  keep  on  your 
desk.  If  you  need  the 
money,  you  can  start 
drawing  on  it,"  says  Wash- 
ington (D.C.)  real  estate 
attorney  Benny  Kass.  "If 
you  don't  use  the  money, 
you  don't  pay  anything." 
Set  this  up  before  you  re- 
tire, he  advises.  It's  easier 
to  get  approval  while  you 
still  have  a  salary. 

Another  real  estate 
strategy  is  to  sell  your 
home — as  long  as  it  has 
been  your  principal  resi- 
dence for  at  least  two  of 
the  past  five  years — and 
collect  tax-free  profit  of 
up  to  $250,000  for  an 
individual  and  $500,000 
for  a  couple.  Invest  the 
money  or  buy  a  smaller  home. 

David  Barry,  70,  employed  a  reverse  mort- 
gage to  salvage  his  finances,  which  were  hit  by 
both  the  market  downturn  and  a  huge  tax 
bill.  Barry,  who  retired  in  1995  as  an  in- 
surance broker  in  Los  Angeles,  and  his 
wife  Isabel,  60,  had  sold  their  home  two 
years  ago  and  used  the  proceeds,  plus  $1 
million  from  his  $4  million  ira,  to  buy  their 
dream  house:  a  3-bedroom,  3-bath  town- 
house  "with  a  tremendous  view  of  the 
beach"  in  Santa  Monica,  Calif.  Barry  knew 
he  would  owe  income  tax  on  the  ira  with- 
drawal, but  he  didn't  anticipate  that  the 
bear  market  would  further  shrink  his  ira 
to  about  $1.5  million  by  the  time  the 
$450,000  tax  bill  came  due. 

So  the  Barrys  took  a  reverse  mortgage, 
available  to  those  62  years  or  older  who 
have  substantial  equity  in  their  home.  In- 
terest isn't  due  until  you  leave  your  home 
or  die.  Usually,  people  with  reverse  mort- 
gages collect  the  proceeds  in  regular  cash 
payments  or  via  a  credit  line.  The  Barrys 
took  a  lump  sum  of  $360,000  to  pay  the  IRS 
and  added  $90,000  from  their  ira.  When 
they  sell  the  house  or  pass  away,  they  or 
their  heirs  will  have  to  pay  off  the  mort- 
gage plus  accrued  interest. 

As  the  Barrys'  predicament  shows, 
there's  more  to  retirement  planning  than 
saving.  Figuring  out  the  right  way  to  get 
money  out  of  your  nest  egg  is  almost  as 
important  as  having  one.  □ 


HELP  FINDING  AN  EXIT 


AARP  aarp.org/revmort 

Consumer  tips  on  reverse  mortgages 

BANKRATE.COM 

bankrate.com/brm/rates_home.asp 

Leads  on  the  best  current  rates  for  home  equity 

loans  and  lines  of  credit 

AMERICAN  SAVINGS  EDUCATION  COUNCIL 

choosetosave.org/tools/fincalcs.htm 
Calculate  the  effects  of  inflation,  which  retire- 
ment savings  to  tap  first,  and  much  more 

FIDELITY  INVESTMENTS 

401  k.com/40 1  k/pf  p/rp/retire_422 1 98 
Options  for  taking  money  out  of  your  401  (k) 

INTERNAL  REVENUE  SERVICE 

irs.gov/forms_pubs/pubs/p590toc.htm 

Learn  the  IRS  rules  on  taking  money  out  of  your 

individual  retirement  account 

PROFIT  SHARING/401  K  COUNCIL  OF  AMERICA 

psca.org/checkup.html 

See  if  your  401(h)  meets  your  goals 

SOCIAL  SECURITY  ADMINISTRATION  ssa.gov 
Figure  out  when  to  start  getting  Social  Security 
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Death,  Taxes 

-And  Health-Care  Costs 


With  retiree 
benefits  at  risk, 
you  may  have 
to  scramble  for 
coverage 


BY     CAROL     MARIE     CROPPER 

Think  health  insurance  won't  be  a  prob- 
lem after  you  retire?  After  all,  your 
company  offers  a  plush  retiree  policy, 
for  free.  Think  again. 
Companies  are  hacking  away  at  this 
once-common  benefit.  A  return  to 
surging  health-care  inflation,  coupled 
with  an  early  '90s  accounting  rule  that  forces 
them  to  write  off  future  insurance  obligations 
against  today's  profits,  has  many  execs  rethinking 
how  generous  they  should  be  to  people  who  no 
longer  contribute  to  the  bottom  line.  While  two- 
thirds  of  all  companies  with  200  or  more  em- 
ployees provided  retiree  health  benefits  in  1988, 
only  37%  did  last  year,  according  to  Larry  Levitt 
of  the  Henry  J.  Kaiser  Family  Foundation,  a 
health  policy  think  tank.  Even  companies 
keeping  the  insurance  are  nipping  cover- 
age, or  making  retirees  pick  up  more  of 
the  premium. 

This  sea  change  is  surging  straight  to 
ward  baby  boomers.  Medicare  kicks  in 
at  65.  Before  then,  a  retiree  without 
company  coverage  is  at  the  mercy  of 
private  insurers.  Rates  for  older  appli 
cants  can  be  three  to  six  times  what  a  24-year-old 
would  pay,  more  if  there  are  health  problems. 

Later  on,  Medicare  covers  only  about  half  of 
seniors'  health-care  bills.  Many  larger  compa- 
nies used  to  provide  supplemental  coverage — 
so-called  wraparound  policies — to  pick  up  where 
Medicare  left  off.  But  employers  have  been  even 
quicker  to  drop  those,  according  to  the  human-re- 
source consulting  firm  William  M.  Mercer.  If 


PRICEY  POLICIES 

Paying  for  health  coverage  on  your  own  is  more  expensive  than  us- 
ing a  company -sponsored  plan.  Below  are  sample  monthly  rates  for 
healthy  applicants  in  one  Midwestern  state.  This  is  for  a  policy  with 
a  $500  annual  deductible,  paying  80%  of  the  bills  until  your  out-of- 
pocket  costs  reach  $1,000 — 100%  afterward. 


AGE 

NON-SMOKER/MALE 

SMOKER/MALE 

NON-SMOKER/FEMALE 

SMOKER/FEMALE 

55 

$300/mo. 

$450/mo. 

$250/mo. 

$400/mo. 

60 

340 

550 

275 

440 

S3 

360 

600 

275 

450 

Data  Brecek  &  Young  Advisors 

you're  forced  to  turn  to  Medigap  for  supple- 
mental coverage,  that's  costly.  Standardized 
rates  for  Medigap  policies  range  from  less 
than  $50  a  month  to  almost  $300,  according  to 
Mercer.  And  benefits  are  generally  less  rich 
than  what  employers  provide.  Also,  Medigap 
insurers  have  the  right  to  reject  retirees  who 
don't  sign  up  within  63  days  of  losing  a  com- 
pany wraparound. 

As  for  long-term  care  insurance,  only  about 
9%  of  companies  with  more  than  100  employ- 
ees provide  that,  says  Robert  Davis,  presi- 
dent of  Long-Term  Care  Quote,  an  independen| 
agency  for  such  policies.  Here,  at  least,  the  trencf 
is  up — but  that's  because  companies  almost  al 
ways  make  employees  pay  the  full  premium. 
What  can  you  do?  Clare  Hushbeck,  a  la 
bor  economist  at  AARP,  counsels  anyon   i. 
thinking  of  retiring  early  to  ask  some  ques  \m 
tions:  Will  you  be  on  the  company's  grou] 
plan  until  you're  old  enough  for  Medicare 
What  about  your  spouse?  Will  you  hav  , 
to  pay  anything  toward  the  coverage  im 
And  will  a  Medicare  wraparound  b  *\ 
offered  after  age  65?  What  will  it  co\    .,, 
er,  and  how  much  will  it  cost?  Ask  fc  . 
a  written  promise  that  these  benefits  will  not  b  |  \ 
subject  to  future  change. 
GO  FIGURE.  Otherwise,  you  may  not  have  muc 
recourse  if  your  benefits  are  cut  later.  The  court 
have  generally  sided  with  companies  in  suit 
brought  by  angry  retirees.  In  a  1998  ruling,  th 
Sixth  Circuit  Court  of  Appeals  in  Cincinnati  dt  V 
cided  General  Motors  had  the  right  to  chang 
health  benefits  for  50,000  salaried  workers  eve 
though  they  had  taken  early  retirement  based  o 
company  promises  of  free  lifetime  health  insui 
ance.  While  many  of  the  documents  given  worl  g^ 
ers  promised  the  benefit,  the  court  said,  son 
also  mentioned  gm's  right  to  change  benefits  i 
the  future. 

Medicare-eligible  retirees  should  at  least  get  ( 
sense  of  whether  the  company  is  considering  cu 
backs.  One  increasingly  common  tactic  is  to  put 
cap  on  company  expenditures  for  retiree  cove 
age,  leaving  beneficiaries  to  pick  up  any  futui 
price  increases.  Right  now,  at  companies  that  r 
quire  retirees  to  share  the  costs,  the  seniors  pi  t 
about  one-third.  (At  34%  of  large  linns,  they  p; 
the  full  amount.)  Full  premiums  run  about  $1<  , 
for  a  retiree,  $380  for  a  retiree  plus  spouse. 

When  planning  your  retirement,  factor  in  II 
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Congress 
may  help. 
Tax  benefits 
for  long-term 
care  policies 
are  under 
review,  as  is  a 
bill  that  would 
guarantee 
benefits  won't 
be  cut  after  a 
worker  retires 


ossibility  of  health  insurance  costs.  Check  with 
lsurers  to  see  how  much  they  would  be. 

Premiums  vary  widely  depending  on  age, 
ealth,  and  residence.  A  55-year-old  woman  in 
ood  health  might  pay  $250  a  month  for  a  stan- 
ard  preferred  provider  organization  (ppo),  in 
'hich  beneficiaries  generally  see  specified  doctors 
ut  can  go  out  of  the  network  at  higher  cost.  A 
i-year-old  male  smoker  could  face  premiums  of 
300.  A  retiree  with  diabetes,  arthritis,  or  heart 
isease  might  find  it  difficult  to  get  coverage  at 
I  For  worst-case  scenarios,  federal  law  re- 
lires  that  full  insurance  be  made  available  to 
lose  applying  within  63  days  of  a  leaving  a 
*oup  plan.  In  some  states,  health  maintenance 
■ganizations  (hmos) — which  pay  more  of  the 
lis  but  require  patients  to  see  in-network  doe- 
rs— have  open-enrollment  periods  during  which 
iey  take  any  applicant,  although  not  necessari- 
at  an  affordable  price. 

CPERIENCE  COUNTS.  Shopping  for  the  best  rates 
,n  be  problematic.  Many  insurers  demand  a 
fits  |  onth's  premium  in  advance  before  they  will 
ve  a  firm  price  and  commitment  to  cover.  Also, 
you  have  health  problems,  ask  an  agent  to 
ggest  insurers  likely  to  accept  you.  One  rejec- 
m  increases  the  likelihood  others  will  do  the 
me,  since  companies  share  such  information. 
Trimming  coverage  is  one  way  to  lower  pre- 
ums.  An  indemnity  plan  that  lets  you  choose 
lur  own  doctor  will  cost  10%  to  25%  more  than 
ppo.  Increasing  the  deductible  from  $500  to 
,000  can  shave  10%. 

You  probably  don't  need  long-term  care  in- 
i  ranee  if  you  have  less  than  $250,000  or  more 
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than  $1.5  million  in  assets,  says 
Charles  Hais  of  Brecek  &  Young 
Advisors,  a  Cincinnati  financial  plan- 
ning firm.  Those  with  less  than  $250,000 
would  probably  find  it  difficult  to  make 
the  payments — and  would  soon  qualify 
^k  for  Medicaid  if  confined  to  a  nurs- 

g*  mg  home.  Those  with  more  than 
•  M  $1.5  million  can  bear  the  cost 
m  themselves. 

A  year  in  a  skilled  nursing  home 
costs  about  $50,000  on  average  nationally,  though 
it  can  be  more  than  double  that  in  high- 
cost  areas.  The  typical  stay  is  less  than  2% 
years.  About  40%  of  those  65  and  older 
will  need  long-term  care  at  some  point. 
In-home  or  adult  day  care,  or  assisted 
living  facilities,  cost  50%  to  80%  as  much. 
One  way  to  save  is  to  buy  while 
you're  young.  A  healthy  45-year-old 
might  pay  $690  a  year  for  the  same  pol- 
icy that  costs  a  65-year-old  $1,600.  If  you 
decide  to  buy,  be  sure  to  pick  a  top-rated 
company,  one  that  will  be  around  when 
you  need  it.  Davis  recommends  insurers 
rated  A  or  better  by  such  firms  as  A.  M. 
Best  or  Standard  &  Poor's  (which,  like 
BusinessWeek,  is  owned  by  The  McGraw- 
Hill  Companies),  with  at  least  $500  mil- 
lion in  assets,  50  years  in  business,  and  5 
years  in  long-term  care. 

Legislative  help  may  be  on  the  way. 
Congress  is  considering  more  generous 
tax  deductions  for  long-term  care  policies. 
And  Representative  John  Tierney  (D- 
Mass.)  has  introduced  a  bill  to  guarantee 
that  retirement  health  benefits  won't  be 
reduced  after  a  worker  retires. 

In  the  absence  of  such  laws,  anyone 
contemplating  retirement  needs  to  face 
up  to  the  possibility  of  hefty  insurance 
costs.  Perhaps  sailing  around  the  world 
will  have  to  wait.  □ 


1  THE  COST  OF  CARE  1 

On  average,  here's  how 
much  you  would  pay 
annually  for  $100  a  day's 
worth  of  coverage  for  nurs- 
ing home,  assisted  living, 
or  in-home  care,  with  an 
automatic  inflation  adjust- 
ment of  5%,  compounded 
annually.  A  plan  paying 
$200  would  cost  roughly 
twice  as  much.  Coverage 
doesn't  start  until  90  days 
after  buying  the  policy. 


AGE 

FOR  THREE 
YEARS  OF  CARE 

FOR  SIX 
YEARS  OF  CARE 

45 

$690/yr. 

$l,150/yr. 

50 

780 

1,310 

55 

910 

1,525 

60 

1,200 

2,020 

65 

1,600 

2,710 

70 

2,400 

4,010 

DATA:  LONG-TERM  CARE  QUOTE 
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Seniors,  Beware  of  a 
Thief  Called  Inflation 
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It  hits  the  elderly 
worse  than 
anyone  else,  so 
here's  a  new 
investment  tactic 


WHOSE  COSTS  ARE  HIGHER 


200 

EXPERIMENTAL  CONSUMER  PRICE  INDEX 
180 FOR  CONSUMERS  62  AND  OVER-  - 


▲  PERCENT  YEAR  OVER  YEAR  CHANGE 

Data:  Bureau  ot  Labor  Statistics,  BusinessWeek 


MARA     DER      HOVANESIAN 

etirement  may  get  you  out  of  the  rat 
race,  but  it  puts  your  nest  egg  in  a 
marathon  run.  It's  called  keeping  up 
with  inflation.  A  lot  of  investors  and 
near-retirees  may  think  inflation  has 
not  been  much  of  a  problem  since 
the  early  1980s.  Not  so.  In  fact,  / 
living  expenses  have  crept  higher  for  sen- 
iors than  for  all  Americans  in  the  past  20 
years. 

The  Consumer  Price  Index  measured 
by  the  U.  S.  Bureau  of  Labor  Statistics 
(BLs)  shows  that,  on  average,  prices 
for  consumers  overall  rose  3.3%  a  year. 
But  an  index  called  the  CPI-E  (for  "ex- 
perimental") that  tracks  the  costs  of  Americans 
over  the  age  of  62  has  increased  at  an  annual  av- 
erage rate  of  3.5%  since 
December,  1982.  Over  that 
span,  prices  have  risen  82% 
for  most  consumers  while 
they've  gone  up  89.6%  for 
older  Americans.  That 
means  elderly  investors 
have  to  rethink  their 
strategies:  "A  lot  of  retirees 
want  to  go  conservative, 
but  with  inflation,  they 
don't  have  that  option," 
says  Fern  Alix  LaRocca,  a 
planner  with  Advanced  Fi- 
nancial Designs  in  San  Ma- 
teo (Calif.). 


HOW  TO 


Higher  living  expenses  for  the  elderly  are  al- 
most entirely  a  result  of  increasing  health-care 
costs:  Medical-care  prices  rose  more  than  twice  as 
fast  as  the  average  for  all  other  items.  "The  eld- 
erly spend  relatively  more  on  medical  care  than 
the  average  consumer,"  says  bls  Economist  Ken 
Stewart.  And  no  forecasters  think  health-care 
costs  are  going  down. 

Most  retirement  calculators  aren't  rigged  with  a 
CPI  that  adjusts  for  age.  So  many  people  could 
be  underestimating  the  impact  of  inflation.  Re- 
tirees are  especially  exposed  to  the  corrosive  ef- 
fects of  rising  prices  as  they  start  to  move  from 
equities  to  fixed-income  investments. 

While  bonds  play  a  role  in  a  retirement  portfo- 
lio, equities  should  still  make  up  the  bulk  of  it. 
Sure,  in  periods  when  inflation  spikes,  equities 
have  a  hard  time  keeping  up.  But  over  the  long 
term,  they  work  as  inflation  hedges.  A  bench- 
mark like  the  Standard  &  Poor's  500-stock  index 
has,  on  averaged,  returned  7.5%  a  year  above  the 
inflation  rate  during  most  of  the  period  following 
World  War  II.  Even  if  the  real  return  on  stocks 
slips  to  5%,  it  still  beat  bonds. 
ENERGIZED  PORTFOLIO.  You  can  tweak  your  stock 
portfolio  to  better  meet  your  inflation-protection 
needs.  If  you're  concerned  about  rising  energy 
costs,  you  might  allocate  a  little  extra  to  oil  and 
electric  utility  stocks.  At  least  if  you're  paying 
more  to  gas  up  or  run  the  air  conditioner,  you're 
making  money  as  a  shareholder  in  those  compa- 
nies. The  same  goes  for  drug  companies.  If  you're 
concerned  about  prescription  prices,  buy  pharma- 
ceutical stocks. 

As  for  bonds,  consider  Treasury  Inflation-In 
dexed  Securities  (tiis).  The  interest  payments- 
made  every  six  months — rise  along  with  inflatior 
These  bonds  pay  only  about  3.5%  a  year  in  casrj 

for  a  10-year  note;  the  big  payoff  is  at  maturij 
ty  when  the  principal  is  adjusted  for  inflatior 
And  you  should  keep  them  in  a  tax-del 
ferred  account,  since  the  annual  inflation 
adjustment  counts  as  taxable  income  eacfl 
year.  You  don't  want  to  pay  tax  if  yoi| 
never  received  any  cash. 

Don't  forget  about  real  estate.  In 
vestors  near  or  at  retirement  agi 
should  consider  buying  real  estate  ir 
vestment  trusts,  or  REITs,  public  companies  ths 
professionally  manage  a  portfolio  of  real  estat 
businesses.  Charles  Schwab's  Investing  Solution 
Group,  in  particular,  recommends  apartment  REIT!  I 
These  portfolios  of  income-oriented  properties,  sue 
as  RRE  Properties  and  AvalonBay  Communities 
can  benefit  from  rising  rents  in  inflationary  times, 
your  housing  costs  are  going  up,  at  least  you  ow 
a  piece  of  a  landlord  who's  collecting  rent. 

Investing  in  real  estate  other  than  your  ow 
home  is  a  tough  way  for  retirees  to  play  th; 
market.  You  plunk  down  a  load  of  cash  for 
downpayment  and  closing  costs  with  no  guarank 
of  appreciation.  "There's  no  liquidity  in  propc 
ty,"  says  Thomas  Grzymala,  president  of  Alexai 
dria  Financial  Associates  in  Washington,  D.( 
"You  can't  take  that  unused  bedroom  to  Hie  si 
permarket  to  buy  groceries." 
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e  more  powerful  Acura  3.5RL.  Now  available  with  OnStar.  Talk  about  a  great  discovery.  The  newly  refined  3.5RL®  is  even  more  of  a 
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Careful:  Don't  Blow  Your  Options 


Choosing  when 
to  cash  in  can  be 
tricky,  so  make 
sure  you're 
well-informed 


BY        SUSAN        SCHERREIK 

If  you're  among  the  12  million  Americans 
who  receive  employee  stock  options,  you 
may  be  counting  on  them  to  help  you  retire 
in  style.  They  can,  as  long  as  you  pay  close 
attention  to  the  tricky  rules  that  govern 
them.  "Employee  stock  options  are  com- 
plex, and  it's  easy  to  make  mistakes  at  re- 
tirement that  can  have  catastrophic  results," 
warns  Maureen  Kerrigan,  a  manager  at  Deloitte 
&  Touche  in  Washington. 

The  most  basic  rule  is  not  to  get  greedy. 
Christopher  Cordaro,  a  Chatham  (N.J.)  finan- 
cial planner,  points  to  clients  who  are  executives 
in  their  50s  at  Lucent  Technologies.  In  early 
2000,  when  Lucent's  shares  were  trading  above 
$70,  these  executives'  options  were  worth  mil- 
lions— and  some  planned  to  retire  within  a  year. 
Cordaro  says  he  advised  them  to  start  cashing 
out — but  they  didn't.  "They  kept  holding  out  for 
a  higher  stock  price,  and  when  the  price  instead 
fell,  they  continued  to  do  nothing,  waiting  for  a 
rebound,"  he  says.  Today,  with  Lucent  shares 
trading  around  $7,  the  clients'  options  are  prac- 
tically worthless  and  retirement  a  far-off  dream. 
If  you  plan  to  retire  within  the  next  12 
months,  start  exercising  options  in  which  you 
have  profits.  Your  financial  needs  should  dictate 
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MYST0CK0PTI0NS.COM  Comprehensive  site;  includes  calculators  for  figuring 
out  options'  values  and  potential  taxes 

SMEAL.PSU.EDU/FACULTY/HUODART  Pennsylvania  State  University  business 
professor  Steven  Huddart  offers  a  simple  calculator  to  help  you  determine 
when  to  exercise  options 

ST0CK0PTI0NSCENTRAL.COM  Provides  "what  if"  scenarios  to  see  what  your 
options  are  worth  under  different  conditions 

ST0CK-0PTI0NS.COM  Offers  useful  discussion  forums 


how  much  you  exercise,  not  your  projection  of 
where  the  stock  is  going.  "If  your  options  are 
worth  $2  million  and  you  need  $1  million  of  that 
for  a  comfortable  retirement,  then  cash  in  the  $1 
million,"  says  Cordaro.  Sure,  you  may  kick  your- 
self if  the  stock  surges  within  the  next  couple  of 
months.  But  as  long  as  you  have  the  money  you 
need  to  realize  your  goals,  that's  all  that  matters. 
Your  strategy  will  also  depend  on  how  long 
you  have  once  you  retire  to  exercise  your  op- 
tions. Employees  who  remain  at  a  company  usu- 
ally have  10  years  to  exercise  options.  But  that 
period  is  typically  shortened  to  90  days  when  you 
depart.  Be  sure  to  ask  at  the  office.  Some  com- 
panies give  retirees  less  than  3  months  to  exer- 


cise, while  others  give  them  two  to  five  years. 
Also  key  is  whether  you  have  incentive,  or 
qualified,  stock  options — which  are  largely  grant- 
ed to  top  executives — or  nonqualified  stock  op- 
tions, which  are  more  typically  awarded.  When 
you  exercise  the  nonqualified  kind,  you  immedi- 
ately owe  income  taxes  on  your  profit,  regardless 
of  whether  you  keep  or  sell  the  underlying  stock. 
When  you  exercise  incentive  stock  options,  how- 
ever, taxes  aren't  due  until  you  sell  the  underly- 
ing shares.  If  you  hold  that  stock  for  more  than 
a  year  before  selling,  you  pay  taxes  on  profits  at 
the  often  lower  capital-gains  rate. 
TRICKY.  If  you  have  nonqualified  options  and  must 
exercise  them  within  90  days  after  retirement, 
consider  a  December  departure,  says  Michael 
Beriss,  a  financial  adviser  with  American  Express 
in  Bethesda,  Md.  That  way,  you  can  exercise  your 
options  in  the  next  tax  year,  when  you  are  likely 
to  be  in  a  lower  income  tax  bracket.  And  if  you 
have  incentive  stock  options,  you  may  want  to 
cash  them  in  within  90  days  even  if  your  company 


gives  you  more  time.  That's  because  under  ta 
law,  incentive  stock  options  turn  into  nonqualij 
fied  options  90  days  after  retirement. 

There's  one  more  trick.  If  you  live  in  a  statd 
with  an  income  tax  and  plan  to  retire  to  a  stat^ 
that  has  none,  you  may  be  able  to  lower  yoi 
tax  bill  by  timing  your  options  exercise  to  th^ 
move.  State  tax  laws  vary  widely  on  this  point,  i 
it's  best  to  seek  the  advice  of  a  financial  planner 
tax  attorney  to  see  if  you  can  take  advantage  oj 
that  move. 

Stock  options  can  provide  a  cushy  retirement! 
The  key  is  to  start  cashing  them  in  while  the] 
still  have  value — or  risk  finding  one  day  thai 
they  have  none.  I 
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Now  the  Self-Employed 
Can  Sock  Away  More 


A  defined-benefit 
plan  allows  far 
bigger 

tax-deductible 
contributions 


HOW  TO 


SUSAN         GARLAND 

re  you  self-employed?  Your  retirement 
options  aren't  limited  to  individual  re- 
tirement accounts,  Keoghs,  or  similar 
defined-contribution  plans.  Entrepre- 
neurs, consultants,  and  other  free 
agents  are  establishing  traditional  de- 
ifined-benefit  pension  plans — the  sorts 
that  large  corporations  provide  their  employees. 
For  those  who  can  afford  to  stash  bundles  of 
cash,  these  plans  are  attractive.  They  permit  tax- 
deductible  contributions  that  far  exceed  the  year- 
ly $35,000  maximum  allowed  under  the  most  gen- 
erous defined-contribution  plan. 

The  plans  are  ideal  for  people  who  want  to 
shelter  extra  income  for  retirement.  In  dual-income 
households,  a  spouse  who  is  a  sole  proprietor  of  a 
business  can  lower  the  joint  tax  bite  by  setting  up 
a  plan.  It's  also  a  way  to  lower  taxes  on  income 
from  a  sideline  business.  "I've  been  able  to  play 
catch-up  on  my  retirement,"  says  Jane  King,  57, 
president  of  Fairfield  Financial  Advisors  Ltd.  in 
Wellesley,  Mass.  Five  years  ago,  she  started  sock- 
ing away  half  of  her  $120,000  income  annually. 

With  a  defined-contribution  plan  such  as  a 
401(k),  you,  and  sometimes  your  employer,  set 
aside  a  percentage  of  your  income  each  year.  The 
size  of  your  kitty  will  then  depend  on  how  much 
you  save  and  how  well  your  investments  per- 
form. With  a  defined-benefit  plan,  you  target  a 
level  of  retirement  income,  and  an  actuary  advis- 
es on  how  much  you  need  to  put  away  and  how 
much  the  funds  need  to  earn  to  hit  your  target. 
Your  contributions  may  vary  each  year,  depending 
on  income  and  investment  returns. 

Under  federal  rules,  the  projected  annual  ben- 
efit is  capped  at  up  to  100%  of  net  compensation 
or  $140,000,  whichever  is  less.  (Congress  recently 
raised  the  maximum  to  $160,000  at  the  end  of 
2002.)  Compensation  is  based  on  an  average  of  the 
three  highest  consecutive  years  of  pay.  So  a  person 
who  averages  $100,000,  net  of  business  expenses 
and  the  pension  contribution,  can  target  a  yearly 
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1  PLAN  PARTICULARS  1 

DEFINED  BENEFIT 

KE06H 

MAXIMUM  YEARLY 
CONTRIBUTION 

Can  be  upward  of  $100,000 
depending  on  benefit  target 

The  lesser  of  25%  of  income 
or  $35,000 

RETIREMENT 
BENEFIT 

Project  benefit  and  make  yearly 
contributions  to  meet  target 

Make  yearly  contributions;  benefit 
depends  on  investments 

FEES 

$1,500  to  set  up,  plus 

$750  or  more  for  annual  reports 

None,  or  small  fees  at 
mutual-fund  companies 

KING:  She  saves  half  her  $120,000  income 

benefit  of  $100,000  or  some  percentage  of  that.  To 
come  up  with  the  contribution,  the  actuary  uses  a 
formula  that  considers  age,  life  expectancy,  years 
until  retirement,  and  an  annual  investment  re- 
turn of  6%  or  7%. 

Consider  a  55-year-old  who  plans  to  retire  at 
age  65  and  get  the  maximum  benefit  allowed.  Sh< 
can  make  an  annual  contribution  of  $98,333,  as 
suming  an  investment  return  of  7.5%,  says  Ken 
neth  Anderson,  a  Concord  (Mass.)  actuary.  Com 
pare  that  to  a  Keogh,  which  lets  you  contribute 
25%  of  compensation  or  $35,000,  whichever  is  less 
Still,  a  40-year-old  may  find  he'll  save  more  tax 
deductible  dollars  through  an  IRA  or  Keogh. 
TEMPTING.  With  a  self-funded  defined-benefit  plan 
you'll  need  to  pay  an  actuary  as  much  as  $1,500 
set  it  up  and  $750  or  more  a  year  to  file  report; 
and  make  adjustments  with  the  Internal  Rev 
enue  Service.  If  the  plan  is  underfunded  at  re 
tirement,  you'll  pay  penalties — and  you'll  owe  ta) 
on  the  excess  if  you're  overfunded. 

If  you  want  to  alter  your  contributions  as  th< 
years  go  by,  the  actuary  can  tweak  the  assump| 
tions.  For  instance,  "you  can  push  up  contributior 
by  lowering  the  rate  [of  return],"  says  Bruc^ 
Marotta,  an  actuary  in  Port  Orchard,  Wash.  Also 
you  can  terminate  the  plan  if  circumstance! 
change — say,  you  shut  your  business—and  thej 
roll  over  the  funds  into  an  IRA.  But  if  you  fiddll 
around  too  much,  or  if  you  end  it  in  a  year  or  two 
the  irs  could  consider  your  plan  a  tax  sham  an^ 
hit  you  up  for  taxes  and  penalties. 

Although  big  tax  savings  are  tempting,  mak| 
sure  you  can  live  on  the  income  left  after  cor 
tributions.  Sole  proprietors  who  plan  to  hire  er 
ployees  anytime  soon  may  want  to  steer  clear 
defined-benefit  plans.  Federal  rule 
require  that  if  an  employer  has 
plan,  some  employees  must  be  co\ 
ered,  too. 

At  retirement,  you  can  take  tl 
lump  sum  and  roll  it  into  an  IRA,  witH 
drawing  the  money  at  will.  Or  yol 
can  buy  an  annuity  that  guarantees  f 
lifetime  benefit.  Not  only  will  your  r^ 
tirement  be  richer,  that  smaller  ta 
bite  will  make  the  years  leading 
to  it  sweeter. 
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Ihith  one  phone  call  or  click  of  a  mouse,  you  can  diversify  your  portfolio  globally.  It's  called      ^_ 
jtiares  S&P  Global   100  (symbol:   100),  an   Exchange-Traded   Fund   that  lets  you   invest  in   a 

■  Wection  of  large  global  companies  in  one  security.  100  is  designed  to  track  the  S&P  Global  100  Index, 
1  Intly  created  by  the  New  York  Stock  Exchange  and  Standard  &  Poor's,  the  world's  leading  objective      El 
1  lldex  provider.  And  since  it's  traded  on  the  NYSE,  it  can  be  bought  and  sold  throughout  the  trading  day.      KJ 

■  il  find  out  more  about  how  you  can  put  the  world  in  your  portfolio,  call  your  broker  or  1  -800-iSHARES. 


■hart  represents  historical  price  levels  for  the  three  indices;  it  does  not  represent  iShares  performance  and 
|  for  illustration  only.  Past  performance  is  no  guarantee  of  future  results.  For  iShares  performance, 
i  lease  see  the  prospectus  or  contact  your  financial  advisor.  Index  Data  Source:  Standard  &  Poor's. 


NYSE 

lw  York  Stock  Exchange 


STANDARD 
&POOKS 

spglobal.com 


Ulll  I  \^S  I.Mimi    IMIMOK 


ishares.com 


Addition  to  normal  risks  associated  with  equity  investing,  including  loss  of  principal,  international  investments  involve  greater  risks  such  as  economic  and  political 
^ability  and  adverse  currency  fluctuations.  iShares  are  distributed  by  SEI  Investments  Distribution  Co.  Barclays  Global  Fund  Advisors  serves  as  an  advisor  to 
pares  and  is  a  subsidiary  of  Barclays  Global  Investors,  NA,  neither  of  which  are  affiliated  with  SEI.  For  more  complete  information,  including  charges  and 
(»enses,  request  a  prospectus  by  calling  1-800-iShares.  Read  it  carefully  before  you  invest.  While  the  iShares  S&P  Global  100  Index  Fund  uses  a  repre- 
jjtative  sample  of  the  index  stocks  to  try  to  track  the  underlying  index,  it  may  not  hold  all  of  the  stocks  in  the  relevant  index.  Index  component  information  is  as  of 
JN/01.  iShares  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &  Poor's.  Nor  does  this  company  make  any  representation  regarding  the  advisability  of 
Ksting  in  iShares.  ©  2001  New  York  Stock  Exchange.  Inc.  All  rights  reserved.  iShares  is  a  service  mark  of  Barclays  Global  Investors.  S&P  Global  1 00  is  a  trade-  1 0  0 
k  of  The  McGraw-Hill  Companies.  Inc.  NYSE  is  a  registered  trademark  of  the  New  York  Stock  Exchange.  All  other  trademarks,  service  marks  or  registered  trade-  ""'="' 
rks  are  the  property  of  their  respective  owners.  'Pending  license  from  Korean  securities  regulator  Not  FDIC  insured.  Have  no  bank  guarantee.  May  lose  value.    NYSE 
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AMAZINGLY,  IT  CAN  CLIMB  WITH 
THREE  WHEELS  TIED  BEHIND  ITS  BACK. 


JEER  GRAND  CHEROKEE  It's  no  ordinary  feat.  But  then  Quadra-Drive™*  is  our  most  advanced  four-wheel  drive 
system  ever.  This  engineering  marvel  directs  power  from  the  wheels  that  slip  to  the  wheels  with  traction.  So  ever 
with  only  one  wheel  on  solid  ground,  Grand  Cherokee  can  get  you  going  and  keep  you  going.  Amazing— four-wheel  drive 
that's  nearly  gravity-defying.  To  get  more  information,  call  1-800-925-JEEP  or  visit  our  Web  site  at  www.jeep.com 

*0ptional.    Always  use  seat  belts.  Remember  a  backseat  is  the  safest  place  for  children  12  and  under.  Jeep  is  a  registered  trademark  of  DaimlerCluy llSi 
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ROBERT  BARKER 
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j  CROWING  CHOICE 


401(k)  PLANS  OFFERING 

SELF-DIRECTED  BROKERAGE 
ACCOUNT  OPTIONS 


94    '95    '96    '97    '98    '99    '00    '01    '02 

PERCENT  i—  EST. -J 

Data:  Carutli  Associates,  Search401k 


o  the  choices  in  your  401  (k)  plan  confuse 
you?  Many  people,  maybe  most,  feel  that 
way.  But  not  all,  and  if  you're  one  of  those 
focused  retirement  savers  who  crave  more  con- 
trol over  how  your  401(k)  is  invested,  odds  are 
improving  that  you  soon  will  get  your  wish. 

More  and  more  employers  are  including  some- 
thing called  sdbas,  or  self-directed  brokerage  ac- 
counts, as  an  option  in  their  401(k)  plans.  Also 
known  as  "windows,"  they  permit 
employee-investors  to  reach  be- 
yond the  12  or  so  investment 
choices  offered  in  a  typical  401(k) 
to  pick  from  the  thousands  of  mu- 
tual funds — and  sometimes  even 
individual  stocks  and  bonds — that 
are  generally  available.  United 
Parcel  Service's  72,000  nonunion 
employees,  for  example,  get  this 
sort  of  choice  in  their  ups  Savings 
Advantage  plan.  Discount  broker 
Charles  Schwab  says  70%  of  the 
new  plans  it  sets  up  for  employers 
include  a  window.  At  401(k)  giant 
Fidelity  Investments,  it's  about 
half  that.  By  next  year,  more  than 
one-fifth  of  all  401(k)s  are  expected 
to  have  sdbas  (chart).  Eric 
Schneeman,  ceo  of  plan  tracker  Search401k,  says: 
"It's  a  growing  phenomenon — dramatically  so." 
CLASSIC  NOSEDIVE.  But  is  it  a  good  thing?  Lots 
of  experts  are  raising  an  eyebrow,  including 
some  who  build  sdbas  into  plans.  "I'm  very  skep- 
tical that  I'm  giving  a  good  tool  to  someone  who 
can  use  it  well,"  says  Dan  Carlson,  vice-president 
for  retirement  plans  at  Delaware  Investments, 
which  manages  $80  billion  in  assets.  Scott  Lum- 
mer,  chief  investment  officer  of  401(k)  advisory 
service  mPower,  told  me  his  firm  recently  signed 
a  new  client  after  four  of  its  employees  saw 
their  401(k)  brokerage  balances,  all  in  a  single 
stock,  go  poof.  They  had  bought  the  stock,  Pre- 
mier Classic  Art,  on  a  tip  as  it  zoomed  in  the 
summer  of  1999  above  $10.  Only  later,  Lummer 
said,  did  they  learn  that  trading  in  the 
stock  had  been  manipulated.  It  now 
trades  around  25c\ 

Those  risks  exist.  Yet  I  won't  wag 
my  finger  and  warn  anyone  away  from 
taking  more  responsibility  for  their 
401(k).  In  fact,  I  think  most  plans  ought 
to  offer  windows.  For  one  thing,  rules 
governing  individual  retirement  ac- 
counts have  long  allowed  self-directed 
brokerage  options.  I'm  sure  some  in- 
vestors have  hurt  themselves  this  way. 
But  people  can  help  themselves,  too. 

John  Greaney  of  Houston  is  one  such 
guy.  An  engineer  with  an  MBA  from 


Syracuse  University,  Greaney  job-hopped  his 
way  through  the  1980s  as  he  pursued  his  dream 
of  retiring  early.  He  saved  like  mad,  and  each 
time  he  left  a  job,  he  rolled  his  company  retire- 
ment plan  balance  into  a  self-directed  ira.  Single, 
without  kids,  Greaney  retired  in  1994  at  age  38. 
Two  years  later,  he  began  posting  what  he  had 
learned  about  retirement  investing  at  www.re- 
tireearlyhomepage.com.  Sure,  he  told  me,  self-di- 
rected accounts  can  be  a  danger.  But  "anything 
that  gives  a  person  flexibility  and  the  ability  to 
seek  out  lower  prices  is  a  good  thing."  Over 
years,  high  fees  on  investments  can  cut  deeply 
into  your  compounded  savings,  so  an  sdba  can 
help  active  investors  seek  lower-cost  choices. 


What's  more,  for  all  the  worry  over  employees' 
ability  to  pick  investments,  there's  little  evidence 
that  employers,  particularly  smaller  ones,  do 
much  better.  Benefits  consultant  Ted  Benna  is 
the  man  who  invented  the  401(k)  20  years  ago 
after  spotting  a  loophole  in  the  tax  code.  Most 
employers,  Benna  has  concluded,  are  not  qualified 
to  "pick  the  funds  that  employees  are  going  to  be 
putting  their  money  in."  He  recently  watched 
as  executives  responsible  for  a  $30  million  plan 
nixed  a  highly  qualified  investment  firm  because 
it  had  sent  only  women  representatives  to  pitch 
the  firm's  services. 

To  help  fix  the  problems  that  have  grown  up 
with  his  brainchild,  Benna  is  pushing  a  broad 
scheme  for  reforming  401(k)  policy.  It  focuses 
on  what  most  people  need  and  want — easily  un- 
derstandable investment  options  that  can  be  cho- 
sen without  much  fuss.  Yet  Benna's  plan  also 
allows  a  mutual-fund  window,  stopping  short  of 
permitting  stock  and  bond  trading.  It's  only  fair, 
he  told  me,  for  those  employees  who  say:  "Hey, 
look,  it's  my  responsibility.  It's  my  money.  Why 
don't  I  have  the  same  alternatives  in  my  401(k) 
as  outside  my  401(k)?"  Exactly  right. 


BusinessWeek  online 


For  a  Q&A  with  Ted  Benna,  go  to  barker.online  at 
www.businessweek.com/investor/  and  click  on  "Columns" 
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THE  RITZ- CARLTON 
WASHINGTON,  D.C. 
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The  2001  BusinessWeek  CEO  Summit  in  Washington  is  an  invitation-only  event  at  whi^ 
executives,  authors,  and  other  thought  leaders  will  explore  the  realities  of  the  constantly  morphi  I 
business  environment.  The  playing  field  will  be  defined  in  important  plenary  sessions  that  delinel'l 
the  policy  and  practice  implications  of  recent  developments  in  economics,  management,  geopoliti 
and  human  behavior.  Then  customized  strategies  will  be  developed  in  small,  participatory  w<  1 
sessions  that  provide  face-to-face  interaction  with  other  CEOs  who  are  mastering  uncertainty. 


presented  by 

I  BusinessWeek  I 


sponsored  by 

Cap  Gemini  Ernst  &  Young 
Commerce  One 


with  support  from  '     \ 

IDA  Ireland 


To  register  please  visit  the  Summit's  Web  site  at  WWW.COnferenceS.bUSineSSWeek.COfTl/2001/ceO 
or  for  more  information  contact  Julie  Terranova  at  212-512-2184 
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Officer,  Bristol-Myers  Squibb 
Company 


Kenneth  D.  Lewis 
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John  W.  Thompson 

Chairman,  President, 

and  Chief  Executive  Officer, 

Symantec  Corporation 


uctor,  John  E.  Anderson  Graduate 
>ol  of  Management,  UCLA;  Executive 
iologist;  Author,  Reclaiming  the  Fire 

i,j,  Yale  School  of  Management;  Author, 
\Mind  of  the  CEO 


Hoffman 

Chairman  and  Chief  Executive  Officer, 
Commerce  One 
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WHAT  HE  JUST  LEARNED 
WILL  ALLOW  HIM  TO  ENJOY 
MANY  OF  HIS  GRANDKIDS1 
BIRTHDAYS  TO  COME. 


HE  LEARNED  HE  HAS 
PROSTATE  CANCER. 


An  astounding  one  in  six 
men  will  develop  prostate 
cancer,  but  if  it's 
detected  early  enough,  the 
prognosis  for  survival  can 
be  as  high  as  100%.  That's 
why  the  Cancer  Research 
Institute  formed 
The  Prostate  Cancer 
Initiative  —  a  nationwide 
collaboration  to  serve 
clinical  research, 
patient  care  and  public 
education  needs. 
To  learn  more  about 
prostate  cancer  and  the 
importance  of  getting 
regular  checkups,  write 
the  Cancer  Research 
Institute  at 
681  5th  Avenue,  NY, 
10022  or  call 
the  American  Cancer 
Society  at 
1-800-ACS-2345,  or 
access  www . 4npcc . org 


NY 


KNOWING  IS  LIVING. 
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AstraZeneC3  «£     is  proud  to  support  the  Cancer  Research  Institute's  Prostate  Cancer  Initiative. 
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BUOYED  BY 
TAKEOVER  RUMORS 


TUCKER  ANTHONY 


Because  of  a  limping  stock  market,  business 
on  Wall  Street  is  on  the  ropes.  But  while 
many  brokerages  and  investment  houses 
have  lost  ground,  several  regional  outfits  have  re- 
tained their  allure.  One  that  has  caught  the  eye 
of  U.S.  and  Canadian  institutions:  Tucker  An- 
thony Sutro  (ta),  a  full-service  broker,  invest- 
ment banker,  and  asset  manager,  whose  stock 
has  leaped,  from  16  in  early  April  to  26  on  July 
18,  on  rumors  that  it  is  on  the  block. 

Whispers  say  that  a  buyout  is  in  the  offing 
from  Royal  Bank  of  Canada — tops  in  Canada  in 
assets — or  from  Wells  Fargo,  the  seventh-largest 
U.S.  bank  holding  compa- 
ny, with  more  than  $260 
billion  in  assets.  "Tucker  is 
in  advanced  talks  with 
Wells  Fargo  and  Royal 
Bank,"  says  an  investment 
pro  close  to  the  talks. 
Tucker  has  hired  Goldman 
Sachs  as  its  adviser.  One 
source  says  Tucker's  board 
will  meet  shortly  to  act  on 
a  proposal  from  either 
Royal  or  Wells  Fargo.  He  figures  the  bid  will  be 
30  to  37  a  share,  or  2  to  2'A  times  Tucker's  esti- 
mated book  value  of  $15  a  share.  He  expects 
an  announcement  on  a  deal  in  a  week  or  so. 

Analyst  Lauren  Smith  of  Keefe,  Bruyette  & 
Woods  says  she  wouldn't  be  surprised  if  Tucker 
were  acquired — because,  as  she  says,  "there  aren't 
many  independent  retail  brokerages  around  with 
meaningful  size  and  distribution  outlets."  Tucker 
has  about  1,000  brokers,  with  operations  in  the 
Northeast  and  on  the  West  Coast.  In  2001,  she  fig- 
ures Tucker  will  earn  $1.40  a  share—down  from 
2000's  $1.94  because  of  the  tough  market — but 
she  foresees  $2.10  in  2002,  helped  by  cost  savings 
from  its  restructuring.  Tucker,  Royal  Bank,  and 
Wells  Fargo  declined  comment. 

A  SOUTH  CAROLINA 
BANK  JOB? 


0  JAN.  17, '01  JULY  18 

A  DOLLARS 
Data:  Bloomberg  financial  Markets 
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SOUTH  FINANCIAL 
GROUP 


JAN.  17, '01  JULY  18 

A  DOLLARS 
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he  South  Financial  Group  (tsfg),  South  Car- 
olina's largest  independent  commercial  bank, 
has  been  clicking  higher — from  13  a  share  in 
March  to  19  on  July  18.  One  reason: 
tsfg,  with  94  locations  in  the  Carolinas 
and  Florida,  is  focusing  on  boosting 
earnings  rather  than  growth  by  acqui- 
sition. But  there's  also  takeover  talk. 
"While  we  don't  believe  takeover 
speculation  is  a  strong  reason  for  in- 
vestors to  acquire  TSFG,  and  while  TSFG 
has  given  no  indication  that  it  wants  to 
sell  itself,  we  cannot  overlook  the  at- 
tractiveness of  tsfg  to  banks  with  a 
presence  already  in  South  Carolina," 


says  Michael  Diana  of  Salomon  Smith  Barney. 
Since  1986,  many  South  Carolina  banks  have 
been  swallowed  by  out-of-state  outfits  such  as 
Bank  of  America  and  First  Union.  So  execu- 
tives who  left  the  acquired  banks  banded  to- 
gether to  create  an  independent  institution — 
Carolina  First,  later  renamed  South  Financial 
Group,  to  serve  South  Carolina.  But  chances  are 
tsfg  will  also  be  acquired.  Possible  buyers:  bb&t, 
a  North  Carolina  holding  company;  Synovus  Fi- 
nancial of  Georgia,  with  38  branches  in  four 
Southern  states;  and  National  Commerce  Ban- 
corp., with  assets  of  $16.5  billion.  A  combined 
bb&t-tsfg,  says  Diana,  would  have  a  19.2%  mar- 
ket share  of  South  Carolina's  total  deposits.  Wa- 
chovia will  be  No.  1,  with  21%,  if  its  merger 
with  First  Union  goes  through.  If  Synovus  buys 
tsfg,  the  combined  entity  would  tie  for  No.  2 
with  Bank  of  America.  A  National  Commerce- 
tsfg  bank  would  place  it  third.  "Talks  are  going 
on,"  says  a  banker,  who  values  tsfg  at  30. 

ALLIANCE  GAMING'S 
WINNING  STREAK 

If  there's  a  comeback  kid  in  Las  Vegas,  it  is 
slot-machine  maker  Alliance  Gaming  (ally), 
whose  stock  has  rocketed  from  9  in  January 
to  37  now.  Powering  the  giant  gain:  Alliance  is  fi- 
nally in  the  black.  After  four  years  of  losses, 
Alliance  is  expected  to  post  earnings  of  $2.17  a 
share  for  the  year  ended  June  30,  2001.  In  2002, 
analysts  expect  $3.10.  Another  stimulus:  the  in- 
troduction later  this  year  of  its  new  evo  (short 
for  evolution)  video  slot-machine  platform. 

Richard  Weinstein  of  vFinance  Investments, 
which  has  assets  of  $1  billion  and  owns  Alliance 
shares,  says  evo,  designed  by  Alliance's  Bally 
Gaming  unit  and  powered  by  the  Microsoft  Win- 
dows operating  system,  delivers  faster  and  more 
entertaining  graphics.  The  higher-priced  EVO 
platform  will  be  a  big  mon- 
eymaker, says  Weinstein. 
Alliance  also  holds  two 
patents  for  cashless  gam- 
ing technology,  which  lets 
customers  get  their  win- 
nings in  the  form  of  elec- 
tronically coded  tickets 
rather  than  coins.  The 
cashless  machines  will  be 
a  big  hit  in  casinos,  says 
Weinstein,  who  has  a  tar- 
get of  60  for  Alliance,  based  on  20  times  2002's 
estimated  earnings  of  $3.10.  Dan  Davila  of  Hi- 
bernia  Southcoast  Capital  says  Alliance  should 
grow  substantially  in  the  next  few  years,  thanks 
to  a  "robust"  replacement  cycle  for  gambling 
equipment. 


BusinessWeek  online 


Read  Gene  Martial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  www.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:20  p.m.  est  on  CNNfn's  The  Money  Gang. 
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Figures  of  the  Week 


■  Stocks 

S&P  500 

July     Ian.     July  July  12-18 

1540  r —  —  r-T     —  1250 


U.S.  MARKETS 


July  18 


%  change 
Year  to    Last  12 
Week      date    months 


GLOBAL  MARKETS 


July  18 


%  chanj 
Year  to 
Week      date 


1425 


1310 


1195 


1150 


1080 

COMMENTARY 

On  July  18,  Fed  Chairman  Alan 
Greenspan  went  before  Congress  to 
present  the  Federal  Reserve's  outlook 
on  the  economy,  and  the  markets  were 
not  reassured  by  the  message.  By  the 
end  of  the  day,  Nasdaq  was  down  about 
n%,  and  the  S&P  500  and  the  Dow 
were  both  fractionally  lower.  A  weaker- 
than-expected  earnings  report  from  AOL 
Time  Warner  contributed  to  the  gloom. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1207.7  2.3 

Dow  Jones  Industrials  10,569.8  3.2 

Nasdaq  Composite  2016.2  2.2 

S&P  MidCap  400  506.1  2.0 

S&P  SmallCap  600  225.2  2.5 

Wilshire  5000  11,184.5  2.2 

SECTORS 

BusinessWeek  50*  820.5  1.3 

BusinessWeek  Info  Tech  100**     427.0  -0.5 

S&P/BARRA  Growth  605.2  3.3 

S&P/BARRA  Value  603.0  1.3 

S&P  Energy  843.3  -2.3 

S&P  Financials  157.7  3.7 

S&P  REIT  93.3  1.6 

S&P  Transportation  739.5  2.1 

S&P  Utilities  301.3  -2.5 

GSTI  Internet  117.0  -1.5 

PSE  Technology  665.0  1.4 
*Mar.  19,  1999  =  1000       "Feb.  7,  2000  =  1000 


-8.5 

-2.0 

-18.4 

-2.1 

2.6 
-8.1 


-19.1 
-1.6 

-51.7 

-1.1 

3.1 

-20.4 


■15.4 

-36.8 

■24.5 

-57.2 

12.0 

-34.4 

-5.2 

0.0 

-9.5 

-0.7 

-4.3 

12.2 

6.0 

11.8 

6.0 

16.7 

14.1 

9.8 

35.6 

-75.5 

18.3 

-41.5 

S&P  Euro  Plus  (U.S.  Dollar)         1100.0        0.7     -22.8 
London  (FT-SE 100)  5404.6        0.2     -13.1 

Paris  (CAC  40)  4867.5      -1.0     -17.9 

Frankfurt  (DAX)  5728.4      -1.3     -11.0 

Tokyo  (NIKKEI  225)  11,892.6      -0.9     -13.7 

Hong  Kong  (Hang  Seng)  12,427.2      -0.8    -17.7 

Toronto  (TSE  300)  7620.5        0.7     -14.7 

Mexico  City  (IPC)  6388.3      -2.7       13.0 

FUNDAMENTALS July  17       Wk.  ago 

S&P  500  Dividend  Yield  1.29%       1.32% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)    28.4  27.7 

S&P  500  P/E  Ratio  (Next  12  mos.)*       21.5  20.8 

First  Call  Earnings  Surprise*  1.61%       2.35% 

•First  Call  Corp. 
TECHNICAL  INDICATORS        July  17      Wk   ago 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1287.5  1293.4 

66.0%  64.0% 

0.66  0.82 

3.82  3.96 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING    Last 
GROUPS  month  % 


Homebuilding 
Long-Dist.  Telecomms. 
Auto  Parts  &  Equip. 
Shoes 
Heavy-Duty  Trucks 


23.2 
15.9 
13.7 
13.6 

13.4 


Homebuilding 
Savings  &  Loans 
Tobacco 

Pollution  Control 
Engineering  &  Constr. 


95.7 
89.5 
89.4 
69.1 
68.3 


Oil  &  Gas  Drilling 
Engineering  &  Constr. 
Drug  Chains 
Oil-Well  Equip.  &  Svcs. 
Defense  Electronics 


-33.7 
-25.9 


Communications  Equip. 
Semiconductors 


-22.8     Instrumentation 


-22.4 
-18.6 


Computer  Systems 
Long-Dist.  Telecomms. 


r: 


Mutual  Funds 


EQUITY  FUND  CATEGORIES 

4-week  total  return  %      52-week  total  return 


Weekending  July  17 
■  S&P  500    I  U.S.  Diversified    ■  All  Equity 

Leaders 

Small-cap  Value 

2.9 

4-weel' 

total 

eturn 

Small-cap  Blend 
Communications 
Financial 
Laggards 

Natural  Resources 
Diversified  Emerging  Mkts. 
Pacific/Asia  ex-lapan 

2.1 

1.9 
1.7 

-10.0 
-5.9 
-5.9 

-1         0        1 


Week  ending  July  17 
■  S&P  500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


Precious  Metals 

EQUITY  FUNDS 

4-week  total  return 


Leaders 

Financial  25.5 

Small-cap  Value  19.6 

Mid-cap  Value  18.4 

Real  Estate  16.6 
Laggards 

Technology  -55.4 

Communications  -53.2 

Japan  -36.4 
-5.2      Diversified  Pacific/Asia        -33.1 


%      52-week  total  return 


%     -20      -15      -10      -5         0         5 
Data:  Standard  &  Poor's 


Leaders 

CGM  Focus  16.0 

Amenstock  Focused  Value  12.9 

Rydex  Transportation  Inv.  10.5 

SMT  10.3 
Laggards 

Rydex  Energy  Svcs.  Inv.  -24.7 

Fidelity  Sel.  Energy  Serv.  -24.0 

Monument  EuroNet  A  -18.5 

iShares  MSCI  Taiwan  Indx.  -14.1 


Leaders 

Potomac  Internet  Short  137.2 

CGM  Focus  106.7 

ProFunds  Ultrashort  OTC  85.0 

Schroder  Ultra  81.6 
Laggards 

ProFunds  UltraOTC  Inv.  -87.9 

Jacob  Internet  -82.8 

Potomac  Internet  Plus  -78.7 

ING  Internet  A  -78.4 


I  Interest  Rates 

KEY  RATES 


July  18    Week  ago    Yif ; 


MONEY  MARKET  FUNDS 


3.69%       3.76%       ( 


90-OAY  TREASURY  BILLS 


3.52 


3.58 


1-YEAR  TREASURY  BILLS 


3.42 


3.60 


10-YEAR  TREASURY  NOTES 


5.09 


5.31 


30-YEAR  TREASURY  BONDS 


5.52 


5.69 


30-YEAR  FIXED  MORTGAGEt        7.08 


7.18 


tBanxQuote,  Inc. 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  mil 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond     30 


GENERAL  OBLIGATIONS 


4.33% 


TAXABLE  EQUIVALENT 


6.28 


INSURED  REVENUE  BONDS 


4.50 


TAXABLE  EQUIVALENT 


6.52 


II 


I  THE  WEEK  AHEAD 


EXISTING  HOME  SALES  Wednesday,  July  25, 
10  a.m.  EDT+-  Sales  of  existing  homes 
probably  came  in  at  an  annual  rate  of 
5.26  million  for  June,  down  from  the 
May  rate  of  5.37  million.  That's  based  on 
the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  divi- 
sion of  The  McGraw-Hill  Companies. 

EMPLOYMENT  COST  INDEX  Thursday  July  26, 
8:30  a.m.  edt>  Compensation  in  the 
second  quarter  likely  rose  1%,  after  ad- 
vancing 1.1%  in  the  first  quarter.  For  the 


year  ended  March,  2001,  benefits  costs 
grew  by  4.7%,  far  outpacing  wage  gains 
over  the  same  period. 

DURABLE  GOODS  ORDERS  Thursday,  July  26, 
8:30  a.m.  edi  ►  New  orders  for  durable 
goods  are  expected  to  have  fallen  1%  in 
June,  following  a  jump  of  2.9%  in  May, 
helped  by  a  rebound  in  semiconductors. 

GROSS  DOMESTIC  PRODUCT  Friday,  July  27, 
8:30  a.m.  eot*  The  economy  probably 
grew  at  an  annual  rate  of  0.6%  in  the 


second  quarter,  after  increasing  by 
in  the  first  quarter.  The  continued  < 
was  likely  caused  by  further  efforts 
pare  down  inventories  and  weak  de 
for  durable  goods. 

NEW  RESIDENTIAL  SALES  Friday,  July 
10  a.m.  edt>  New  single-family  he 
in  June  probably  sold  at  an  annual 
of  920,000,  according  to  the  medi 
forecast  by  s&p's  mms.  In  May,  sale: 
928,000,  helped  by  strong  sales  ir 
the  West  and  Midwest. 
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BusinessWeek  Fifty 

lan. 


July 


0  rose  1.3%  for  the  week,  in  spite  of  continued  weakness  among  the  tech  stocks.  Helping  to  lift  the  BW 
he  financials  led  by  Washington  Mutual  and  Capital  One  Financial,  up  11.7%  and  11.1%,  respective- 
akers  Merck,  up  8.3%,  and  Forest  Laboratories,  up  9.7%,  added  to  the  BW  50's  healthy  glow. 


COMPANY  PERFORMANCE 

%c 

lange 

%  change 

Since 

Since 

Dmpany 

Week 
5.0 

3/1/01 
-2.9 

Rar 

k      Company 

Week 

3/1/01 

International 

26 

Verizon  Communications 

0.7 

16.0 

arko  Petroleum 

-4.8 

-23.9 

27 

Citigroup 

6.3 

4.0 

ne 

-4.7 

-6.7 

28 

Sun  Microsystems 

0.1 

-30.3 

gy 

-3.1 

-2.6 

29 

Merck 

8.3 

-15.3 

ed  Materials 

-1.1 

-3.9 

30 

El  Paso 

-1.9 

-26.6 

dian  Financial 

8.0 

19.4 

31 

Altera 

1.2 

15.3 

lental  Petroleum 

-4.1 

7.5 

32 

Marsh  &  McLennan 

1.4 

-6.1 

he 

-5.5 

-23.3 

33 

Household  International 

6.5 

19.0 

McGee 

-4.8 

-9.6 

34 

Chevron 

-1.0 

0.0 

e 

4.3 

-12.1 

35 

SBC  Communications 

5.0 

-3.1 

an  Brothers  Holdings 

6.0 

9.2 

36 

Mercury  Interactive 

-11.8 

-42.1 

-11.1 

-57.9 

37 

AOL  Time  Warner 

-7.9 

1.5 

-13.3 

-33.3 

38 

Washington  Mutual 

11.7 

26.7 

t  Laboratories 

9.7 

21.0 

39 

General  Dynamics 

8.1 

20.7 

Boston  Financial 

4.9 

-5.4 

40 

Comcast 

-2.3 

-13.7 

n  Technology 

-3.2 

6.5 

41 

Morgan  Stanley  Dean  Witter 

1.9 

-7.4 

5.6 

-5.0 

42 

Tellabs 

4.5 

-62.8 

ida  Hess 

-5.7 

-1.5 

43 

Exxon  Mobil 

-0.8 

3.5 

Energy 

1.8 

-3.1 

2.2 

-46.9 

44 

Scientific-Atlanta 

-6.2 

-22.7 

elecommunications 

45 

U.S.  Bancorp 

2.7 

1.7 

il  One  Financial 

11.1 

17.3 

46 

Paychex 

7.6 

5.8 

is  Petroleum 

-5.1 

-0.7 

47 

Merrill  Lynch 

0.1 

-12.8 

>  Devices 

-0.4 

-5.2 

48 

Bed  Bath  &  Beyond 

7.4 

29.6 

esources 

-7.2 

-28.2 

49 

Texas  Instruments 

0.2 

-7.1 

tal  Health 

7.8 

9.4 

50 

Teradyne 

0.6 

0.6 

Production  Index 


Change  from  last  week:  0.0% 
Change  from  last  year:  -3.1% 


STRIAL  OUTPUT     July  7=168.4    1992=100 


.The  index  is  a  4-week 
moving  average 


Nov. 
2000 


Mar. 
2001 


July 
2001 


a:es 


:tion  index  remained  unchanged  in  the 
Before  calculation  of  the  four-week  moving 
!  index  dropped  to  168.2,  from  169.5.  Even 
lal  adjustments,  auto  and  truck  production 
ts  closed  for  the  Independence  Day  holiday 
ual  model  changeovers.  Lumber,  coal,  and 
er  were  also  lower  during  the  week.  Crude- 
vas  up  strongly,  with  steel  and  rail-freight 
ng  increases  as  well. 

each  of  the  index  components  is  at  www.business- 
production  index  Copyright  2001  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Few  people  can  make 

decisions  that  are  as  good 

for  the  environment  as 

they  are  for  business. 


You  happen  to  be  one  of  them. 

You  make  the  choices  that  improve 
your  companys  bottom  line.  Energy  Star® 
makes  it  easier.  The  Energy  Star 
label  on  your  buildings  tells  the 
world  that  you  are  committed  to 
superior  energy  performance.  That 
commitment  not  only  increases  the 
value  of  your  organization  but  also 
helps  prevent  air  pollution.  And  that 
looks  good  to  people  everywhere, 
from  Main  Street  to  Wall  Street. 
More  than  hall  of  the  Fortune  500s 
already  reap  the  benefits  of  partici- 
pation in  Energy  Star.  Your  company 
can  too.  Call  1-888-STAR-YES  or 
visit  energystar.gov. 


Money  Isn't  All  You're  Saving 


1 

■ 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abercrombie  &  Fitch  (ANF) 

39 

ACNielsen  (ART)  50 
ADD  Marketing  50 
Advanced  Financial 

Designs  96 
Advanced  Micro  Devices 

(AMD)  32 

A.G.  Edwards  (AGE)  59 
Albertson's  (ABS)  42 
Alexandria  Financial  96 
Allen  42 
Alliance  Gaming  (ALLY) 

101 

Altus  Finance  46 
A.M.  Best  94 
American  Express  (AXP) 

36, 42, 80, 96E2 
American  Home  Products 

(AHP)  68 

Ann  Taylor  (ANN)  59 
AOL  Time  Warner  (AOL)  19, 

38,42 
Apria  Healthcare  Group 

(AHG)  42 

AstraZeneca  (AZN)  68 
AT&T  (T)  14,  38 
AT&TWireless(AWE)74 
Autoimmune  (AIMM)18E2 
Avaya  (AV)  86 

B 


Bank  of  America  (BAC) 

101 

Bankrate.com  92 
Bates  USA  50 
Bayer  (BAYZY)  68 
BB&KBBT)  101 
Be  (BEOS)  19 
Big  Fat  Promotions  50 
BMW  44 

Boeing  (BA)  42, 64 
Brecek  &  Young  Advisers 

94 
Brown  &  Williamson 

Tobacco  50 


Canuck's  Sportsman's 

Memorials  12 
Charles  Schwab  (SCH)  96 
Charter  Communications 

(CHTR)  38 

Cheskin  Research  50 
Christian  Dior  47 
Cingular  Wireless  74 
Cisco  Systems  (CSCO)  32 
Citigroup  (C)  34, 76 
Claire's  Stores  (CLE)  39 
ClearFuture.html  88 
CNN  (AOL)  36 
Coca-Cola  (KO)  42, 50, 64 
Coca-Cola  Enterprises 

(CCE)42 

Comcast  (CMCSK)  38 
Comdisco  (CDO)  32 
Comedy  Central  36 
Compaq  Computer  (CPQ) 

19,32 

ConAgra  Foods  50 
Crabbe  Huson  59 
Credit  Lyonnais  46 
Credit  Suisse  Group  76 

D 


DaimlerChrysler  (DCX)  50 
Dataquest  Gartner  (IT)  32 
Dell  Computer  (DELL)  32 
Deloitte  &  Touche  96E2 
Deutsche  Telekom  (DT)  74 
Dillard's  (DDS)  59 
DowJones(DJ)12 

E 


Earthlink  (ELNK)  19 
Earth  Tech  92 
eBay  (EBAY)  10, 14 
EchoStar  Communications 
(DISH)  38 
Electronic  Arts  50 
EMC  (EMC)  32 
Ericsson  (ERICY)  18E2 
ESPN  (DIS)  36 
E*Trade  (EGRP)  40 
Evaluate  68 


Expedia  (EXPE)  36,  37 

F 


Fairfield  Financial  Advisors 

96E6 

Fallon  McElligott  50 
Federated  Department 

Stores  (FD)  59 
Fidelity  Investments  86, 

88,92 

Financeware.com  80 
Financialengines.com  80, 

88 

First  Union  (FU)  101 
Ford  (F)  44, 50 
Forrester  Research  (FORR) 

37 

G 


Gadzooks  (GADZ)  39 
Gap  (GPS)  39, 59 
Gateway  (GTW)  19, 32 
General  Electric  (GE)  34 
General  Motors  (GM)  34, 

94 

GlaxoSmithKline  (GSK)  68 
Goldman  Sachs  (GS)  26, 

68,101 
Grey  Global  Group  (GREY) 

50 
Guinness  Bass  Import  50 

H 


Hebrew  National  50 
Hewlett-Packard  (HWP)  32 
Hibernia  Southcoast 
Capital  101 
Hitachi  (HIT)  32 
Home  Depot  (HD)  10 
Honda  (HMC)  50 
Hot  Topic  (HOTT)  39 
Houghton  Mifflin  (HTN)  23 


Ibbotson  Associates  80 
IBM  (IBM)  14, 32, 50 
ICOCommunications  74 
Intel  (INTO  32, 34 
International  Data  32, 40 


Interstate  Bakeries  (IBC) 
64 


J.C.  Penney  (JCP)  50 
J.  Crew  14 

Johnson  &  Johnson  (JNJ)  34 
J.P.  Morgan  Chase  (JPM) 
59,76 

K 


Kaiser  Permanente  92 
Keefe  Bruyette  &  Woods 
101 

L 


La  City  47 
Lee  Jeans  50 
Limited  Too  (TOO)  39 
Lockheed  Martin  (LMT)  64, 

106 

Lowe's  (LOW)  10 
Lucent  Technologies  (LU) 

86, 96E2, 1 06 

M 


May  Department  Stores 

(MAY)  59 

McGraw-Hill  (MHP)  102 
McKinsey  38,  76 
Mercedes-Benz  (DCX)  44 
Mercer  Management 

Consulting  38 
Merck  (MRK)  68 
Merrill  Lynch  (MER)  32,  76 
Micron  Electronics  (MUEI) 

32 
Microsoft  (MSFT)  14, 18E2, 

23,36,37,74,101 
Morgan  Stanley  Dean 

Witter  (MWD)  76 
Morningstar  86, 88 
Motorola  (MOT)  18E2, 50 
mPower.com  88 
MTV  (VIA)  39 

N 


National  Commerce 
Bancorp  (NCBC)  101 
National  Semiconductor  19 


Neiman-Maloy  Financial 

80 

Neiman  Marcus  (NMG)  59 
Nepliance  (NPLI)  19 
News  Corp.  (NWS)  38 
Nissan  (NSANY)  44 
Nokia  (NOK)  18E2 
Nordstrom  (JWN)  59 
NorthPoint  (NPNTQ)  14 
Northwest  Airlines  (NWAC) 

64,106 

O 


Oppenheimer  Funds  40 
P 


Pacific  Sunwear  (PSUN)  39 
Palm  (PALM)  32 
PepsiCo  (PEP)  50 
Pfizer  (PFE)  34, 68 
Procter  &  Gamble  (PG)  50, 
86 

ProVise  Management  80 
Putnam  Voyager  88 

R 


Razor  USA  50 
RealNetworks  (RNWK)  19, 

36 
Royal  Bank  of  Canada  (RY) 

101 
R.R.  Donnelly  (DNY)  64 

S 


Salomon  Smith  Barney  (C) 

39, 101 
Schroder  Ventures  Life 

Sciences  68 
Sears  (S)  50 
Sony(SNE)  19,50 
South  Financial  aSFG)  101 
Sprint  (FON)  74 
Standard  &  Poor's  (MHP) 

80,  94,  96 

Swiss  Reinsurance  76 
Synovus(SNV)101 

T 


Talbots  (TLB)  59 
Teenage  Research  39 
Teledesic  74 


Texaco  (TX)  64 
The  Limited  (LTD)  59 
TheUrnStore.com  12 
3Com(COMS)19 
Ticketmaster  (TMCS)  14, 

37 

Toyota  (TM)  44 
Tribune  Media  Services  19 
T  Rowe  Price  Associates 

84 
Tucker  Anthony  Sutro  (TA) 

101 

u 


UAL  (UAL)  34 

UBS  Warburg  Securities 

(UBS)  10 
United  Parcel  Service  (UP! 

14,97 

Unterberg  Towbin  32 
USA  Networks  (USAI)  37 

V 


Vanguard  Group  84 
Verizon  Wireless  (VZ)  74 
VF  Corp.  (VFC)  50 
vFinance  Investments  10 
Viacom  (VIA)  38 
VoiceStream  74 
Vulcan  Ventures  38 

W 


! 

HI] 
IF 


Wachovia  (WB)  101 
Wal-Mart  Stores  (WMT) 

59 

Walt  Disney  (DIS)  38 
Washington  Post  (WPO)  <  ,1 
Wells  Fargo  (WFC)  34, 
Westport  Small  Cap  Fun 

88 
White  Oaks  Wealth 

Advisors  80 
WorldCom  (WCOM)  14 

X 


;. 


Xerox  (XRX)  64 
Y 


!  ■ 


Yves  St.  Laurent  47 
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www.projectorsuperstore.com/bweek 

Your  Laptop  Now  Has 
a  Jraveling  Companion 


FREE  PRINTER 

WITH  ANY  EPSON 
PROJECTOR 
PURCHASE! 

HURRY!  OFFER  ENDS 
6/30/01 


EPSON  PowerLite  715c 


You'll  barely  notice  the  weight  -  but  you'll  definitely  notice  the  performance. 
EPSON'S  new  SuperPortable  PowerLite  projectors  offer  dazzling  brightness  and 
crisp  resolution  in  your  choice  of  three  different  models  -  all  of  which  feature  a 
retractable  lens,  allowing  them  to  fit  right  in  your  briefcase  with  your  laptop.  And 
at  a  weight  of  just  5.8  pounds,  you  won't  just  see  the  difference  -  you'll  feel  it. 


Shop  online  24/7 

It's  easy,  safe  and  fast! 

Call  toll-free  today! 
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Editorials 


THE  PROBLEM  OF  GLOBAL  COOLING 


The  Bush  Administration  is  showing  signs  of  complacency 
toward  a  growing  storm  of  global  financial  instability. 
Treasury  Secretary  Paul  H.  O'Neill  may  be  right  in  express- 
ing little  worry  about  Argentina's  slide  toward  default,  Brazil's 
falling  cruzeiro,  Turkey's  soaring  interest  rates,  or  Asia's 
nasty  game  of  beggar-thy-neighbor  devaluations.  After  all,  the 
U.  S.  dodged  the  bullet  in  the  last  international  financial  cri- 
sis in  1997-98.  Why  wouldn't  it  dodge  the  bullet  again? 

For  one  very  good  reason.  Last  time,  the  financial  crisis 
struck  when  the  U.S.  was  in  an  economic  boom.  Capital 
spending  by  corporations  on  information  technologies  was 
generating  huge  sales  and  profits,  which  more  than  compen- 
sated for  the  decline  overseas.  Indeed,  falling  currencies 
meant  lower  prices  for  high-tech  and  consumer-product  im- 
ports, and  served  to  combat  inflation  and  fuel  the  boom. 

The  crisis  brewing  this  time  around  comes  when  the  world 
is  in  a  synchronous  slump,  with  the  U.  S.  bouncing  along  the 
bottom  of  a  severe  slowdown.  Weak  overseas  economies  and 
falling  currencies  are  translating  into  lower  profits  at  a  time 
when  corporations  are  desperate  for  earnings  (page  34).  Com- 


pared with  past  recoveries,  stocks  are  not  responding  nearly 
as  well  to  Fed  easing.  In  the  recession  of  1990,  the  Standard 
&  Poor's  500-stock  index  was  up  21.6%  17  weeks  after  the 
market  trough.  In  1982,  it  was  up  36.3%.  Today,  the  s&P  is  up 
only  about  9%  from  its  low.  A  profits  drought  is  already 
hurting  stocks.  A  currency  crisis  could  make  this  much  worse. 

O'Neill's  predecessors  at  Treasury,  Lawrence  H.  Summers 
and  Robert  E.  Rubin,  focused  on  short-term  solutions  to 
global  financial  crises  and  neglected  the  long-term  impact  of 
their  actions.  O'Neill  wants  to  do  the  opposite.  He  says  that 
previous  bailouts  encouraged  banks  to  think  the  government 
would  always  save  them,  and  argues  that  doing  nothing  to 
stave  off  a  crisis  would  do  little  harm  to  the  U.  S. 

Maybe,  but  the  risks  are  asymmetrical.  The  U.  S.  economy 
is  very  fragile  at  the  moment.  A  serious  global  financial  crisis 
in  the  weeks  ahead  could  hurt  the  prospects  for  a  U.S.  re 
covery.  This  isn't  the  time  to  experiment  or  debate  the  role  oi 
government  and  the  purpose  of  intervention.  The  Treasury 
Secretary,  a  pragmatic  man,  should  be  prepared  to  act  prag- 
matically in  the  days  ahead. 


RETIREMENT  GETS  SCARY  FOR  BABY  BOOMERS 


The  U.S.  is  experiencing  401(k)  shock.  Lulled  by  recent 
dreams  of  early  and  easy  retirement,  millions  of  Ameri- 
cans are  suddenly  facing  the  harsh  truth  that  they  will  have 
a  much  harder  time  retiring.  It's  not  just  that  the  Net  stock 
boom  has  gone  bust  or  that  options  aren't  worth  what  they 
used  to  be.  It's  that  baby  boomers  are  realizing  they  will  need 
much  more  money  to  retire  than  they  previously  thought — at 
a  time  when  making  it  will  be  much  tougher.  Almost  as  bad, 
people  are  beginning  to  choke  on  the  surprisingly  large  num- 
ber of  choices  they  must  make  on  health  care,  insurance, 
and  investment  plans.  As  the  boomers  head  toward  retire- 
ment, corporate  managers  and  Washington  policymakers  will 
surely  begin  to  feel  their  frustration  and  anger.  And  as  the 
BusinessWeek  Retirement  Guide  (page  80)  shows,  they  would 
be  wise  to  attend  to  it  sooner  rather  than  later. 

Of  course,  people  who  bet  the  bubble  with  their  retirement 
savings  have  only  themselves  to  blame.  They  will  have  to  dig 
out  by  working  longer — perhaps  much  longer.  From  1946 
through  1997,  stocks  had  an  average  compound  annual  return 
of  7.5%.  after  inflation.  If  productivity  continues  to  grow,  the 
market  may  regain  much  of  its  momentum.  But  Robert 
Schiller,  author  of  Irrational  Exuberance,  and  others  argue 
that  returns  over  the  next  20  years  could  fall  below  5%  after 
inflation  as  price-earnings  ratios  move  back  toward  their 
long-term  mean. 

Those  with  lots  of  high-tech  company  stock  in  their  401(k)s 
may  be  in  the  worst  shape.  Many  high-tech  corporations, 
such  as  Lucent  Technologies  Inc.,  matched  their  employees' 


401(k)  cash  contributions  with  their  own  stock.  That  broke  th< 
first  rule  of  investing — diversify.  Some  companies  then  brok 
the  second  rule  of  investing,  liquidity,  by  restricting  th 
stock's  sale  until  employees  were  50  or  55.  The  market  down 
turn  erased  most  of  that  paper  wealth,  along  with  dreams  o 
early  retirement.  Employees  welcomed  stock  matches  durini 
the  boom.  But  it  turned  out  to  be  bad  pension  policy. 

It  gets  worse.  A  little-known  Bureau  of  Labor  Statisti 
measure,  the  cpi-e  index,  shows  that  inflation  for  the  elderll 
is  rising  faster  than  for  the  rest  of  the  population,  nearly  a] 
due  to  higher  medical  costs.  Meanwhile,  big  companies 
cutting  back  health  insurance  for  their  retirees.  Only  one-t 
offered  them  last  year,  compared  with  two-thirds  in  191 
Some  companies,  such  as  General  Motors  Corp.,  have  ev 
taken  back  benefits  they  promised  to  those  already  retire 

So  everyone  is  scrambling  to  figure  out  what  to  do.  By 
large,  boomers'  parents  retired  with  simple,  defined-bene 
company  or  government  pensions  and  health  plans.  Boorm 
are  living  in  a  different  world,  shouldering  much  more  ris 
and  facing  many  more  choices.  The  tax  cut  will  allow  them 
save  more  of  their  income.  But  Washington  needs  to  do  mo 
to  make  it  easier  to  buy  long-term  care  and  other  medical  i 
surance.  And  some  kind  of  Medicare  drug  benefit  is  in  ord 
Corporations  could  help  by  putting  real  money  into  401(k 
not  paper,  and  keeping  their  promises  to  employees  wli 
they  retire — or  stop  promising.  Stripped  of  the  illusions  led  \ 
a  booming  stock  market,  retirement  is  shaping  up  to  l»r 
nightmare  of  cost  and  complexity. 
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Is  it  possible  an  environment  can  shape  an  SUV? 

Presenting  the  all-new  Mercury  Mountaineer, 
lore  Bauhaus  than  bruiser.  Make  no  mistake, 
however,  the  Mountaineer  is  pure  SUV.  In  fact, 
may  just  be  the  first  SUV  designed  not 
only  to  take  on  an  environment,  but  to 
ecome  an  elegant  extension  of  it. 

The  SUV  built  for  here,  is  here.  A 


\ 


,66-8888        2002mountaineer.com        2002   M  0  U  II  ta  I  n  e e  r  Mercury 


FORD  MOTOR  COMPANY  was  looking  to  give  its  250,000  employees  easier  access  to  core 
processes  from  wherever  they  happen  to  be.  Using  enterprise  software  from  Microsoft,  including 
Windows"  2000  Server,  SQL  Server,"  Exchange  Server,  and  Office,  Ford  deployed  a  solution  that  helps 
users  connect  quickly  to  information  and  services  on  1,000  intranet  sites  from  anywhere  in  the  world, 
.  can  support  customers  and  securely  collaborate  with  their  colleagues  regardless  of  location. 


©  2001  Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  Windows  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  In  the  United  States  and/or  other  countries. 
The  name;;  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 
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FUJITSU 
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www.fujitsu.com 
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What's  the  point  of  capturing  life's  special  moments  on  videos 
that  you  can  only  play  on  your  camcorder?  Now,  with  the  new 
Power  Mac'  G4  and  Apples  revolutionary  iDVD  software,  you 


can  actually  create  your  own  DVDs.  So  you  can  enjoy  your 


V 


w 


movies  again  and  again  on  almost  any  standard  DVD  player. 
i DVD's  simple  drag-and-drop  interface  makes  it  easy  to  create 


professional-looking  DVD  menus 


in  minutes.  You  can  even 


DVD-R 


include  slide  shows 
of  your  favorite  digital 
photos  right  alongside 


your  movies.  Then  you  can  use  the 
new  G4's  aptly  named  SuperDrive  to  burn  your  own  custom 
DVDs.  No  more  dusty  videotapes  and  crumpled  photos.  Just 
ultra-crisp  digital  video  and  CD-quality  sound  ready  to  be 
shared  with  friends  and  family  anywhere.  To  see  how  you 
can  make  your  memories  last  forever,  visit  www.apple.com 
or  call  1-800-MY-APPLE.      4  Think  different. 


THE  BEST 
GLOBAL  BRANDS 

They're  everywhere, 
but  putting  a  dollar 
value  on  them  was  no 
easy  chore.  Coke 
topped  our  list,  at 
$68.9  billion  page  50 
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50  THE  BEST  GLOBAL  BRANDS 

Brand-building  isn't  just  for 
detergent  and  soft  drinks  anymore. 
The  practice  has  spread  to  nearly 
every  industry,  from  high  tech  to 
aerospace:  Corporations  have  found 
that  trusted  names  can  boost  sales 
and  earnings,  and  their  value  is 
immense.  BusinessWeek,  together 
with  consultant  Interbrand,  has 
rigorously  assessed  the  value  of  the 
world's  best  brands  and  ranked  the 
top  100  in  our  first  annual 
scoreboard 
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COMMENTARY:  ACCOUNTING 

Putting  a  price  tag  on  intangible 
assets  such  as  brands,  patents,  and 
research  is  a  tough  job,  but  it 
needs  to  be  done,  since  they  are 
the  keys  to  investor  value  in  a 
Knowledge  Economy 
COMMENTARY:  MARKETING 
In  a  slowing  economy,  advertising 
matters  more  than  ever.  When 
companies  cut  their  marketing 
budgets,  smart  rivals  hike  theirs 
THE  100  TOP  BRANDS 
Our  first  annual  scoreboard,  and 
how  we  ranked  the  brands 
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26    AFTER  GENOA,  TIME  TO  REGROUP 

The  bloodshed  and  another 
international  meeting  scheduled 
this  fall  for  Washington  may  hasten 
compromise  by  free-traders 
28    COMMENTARY:  GLOBAL  WARMING 
With  the  Bonn  pact,  the  world 
moves  ahead  on  emissions.  But  will 
governments  comply? 

30  COMMENTARY:  THE  DOLLAR 
Weakening  the  greenback  would  lift 
exports  and  the  economy.  Despite 
its  fears,  the  Administration  can  do 
so  without  triggering  a  free-fall 

31  'REENGINEERING'  AT  MERRILL 
President  Stanley  O'Neal  must 
reverse  a  41%  earnings  slide.  To  do 
that  could  mean  wielding  the  same 
hatchet  he  used  last  year 

32  COMMENTARY:  HEALTH  CARE 
What  form  the  drug  benefit  for 
seniors  should  take  won't  be  an 
easy  debate  to  settle.  Here's  a 
prescription  that  may  help 

33  DRUG  PRICES:  STATES  WEIGH  IN 
They  haven't  been  waiting  for 
Washington's  help.  Some  are 
imposing  their  own  price  caps 


34  MICROSOFT  MOVES  FORWARC  [01 

Despite  the  threats  of  trustbi 
for  Bill  Gates  &  Co.,  there's  r  | 
turning  back  on  Windows  XP 

35  THE  INTERNET  SLOWS 
Declining  growth  on  the  Net- 
fewer  users,  less  time  online-  k 
to  a  new  stage  in  its  evolutio  L 
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40    INDONESIA:  MEGAWATI 

With  her  economic  team  in 
disarray,  the  President's  lead< 
skills  are  already  being  quest 

42    MEXICO:  COMPETITIVENESS 
New  rivals — with  cheaper  lal 
and  less  bureaucracy — threat  ^ 
appeal  as  a  manufacturing  hi;  L 

45    INTERNATIONAL  OUTLOOK 
Japan:  The  slowing  economy 
Prime  Minister  Koizumi  less 
to  prove  his  mettle  as  a  refoi 
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20    ECONOMIC  VIEWPOINT 

Becker:  The  Microsoft  case  o 
example  of  what  U.S.  courts 
teach  Europe's  trustbusters  L, 
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The  Web  services  platform 
for  free  thinkers  with  places  to  go.  Today. 


Sun  ONE 

You  want  to  deliver  smart  Web  services.  You've  got  the  destination  in  mind  but  no 
map  to  point  the  way.  You  can  get  there.  With  Sun'"  ONE  (Open  Net  Environment). 

Sun  ONE  is  a  software  platform  for  creating,  assembling  and  deploying  smart  Web 
services.  It's  a  platform  that's  open,  standards-based  and  built  on  the  industry's 
most  established  APIs,  technologies  and  protocols. 

Why  is  that  important?  Because  to  deliver  smart  Web  services,  you  need  to 
leverage  legacy  systems.  You  need  to  traverse  multiple  types  of  networks.  And 
you  need  a  loosely  coupled  software  architecture  to  make  it  all  work.  Sun  ONE 
lets  you  do  all  that.  Better  still,  it  lets  you  plug  in  whatever  best-of-breed  software 
product  you  need,  no  matter  who  makes  it.  Now  that's  smart. 

With  Sun  ONE,  you  spend  more  time  innovating  and  less  time  integrating,  which 
cuts  your  time  to  market.  And  you  enjoy  freedom  of  choice  at  every  turn,  whether 

your  services  are  accessed  by  a 
PC,  a  handheld  or  a  device  yet  to 
be  imagined.  So  go  ahead,  dare  to 
create  something  the  world  has 
never  seen  before.  Sun  ONE  will 
help  you  get  it  off  the  ground  fast. 

sun.com/sunone 


SUN  ONE  LINE  OF  PRODUCTS 

Service  Creation  and  Assembly:  Forte'"  and  iPlanet"  tools. 

Service  and  Delivery:  iPlanet"  Portal  Server. 

Applications  and  Web  Services:  Sun"  ONE  Webtop, 

iPlanet  "Commerce  Portfolio,  iPlanet  "Communications  Portfolio. 

Service  Container:  iPlanet"  Application  Server, 

iPlanet"  Web  Server,  iPlanet"  Process  Manager. 

Service  Integration:  iPlanet"  Integration  Server,  iPlanet"  ECXpert. 

Identity  and  Policy:  iPlanet"  Unified  User  Management  Portfolio. 

Platform:  Solaris"  Operating  Environment,  Sun" Cluster. 
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NEWS  FLASH  Good  luck  finding  a  copy  of  Personal  History 
the  1997  memoir  by  The  Washington  Post's  Katharine  Gra- 
ham. It  sold  out  at  bookstores  and  Amazon.com  within  three 
days  of  her  death.  Publisher  Random  House  is  out,  too.  A 
spokesman  says  only  that  a  reprinting  is  "very,  very  likely." 

EDITED  BY 
SHERIDAN  PRASSO 


l-WAY  PATROL 


SEARCH  ENGINES: 
LEADING  US  ASTRAY? 

SEARCH    ENGINES    ARE    A 

consumer  hazard.  That's  what 
Ralph  Nader  says  about  the 
rising  number  of  them  that 
let  companies  pay  to  pop  up 
prominently  when  people  en- 
ter particular  search  terms. 
Nader's  beef?  The  search  en- 
gines don't  clearly  notify 
surfers  that  listings  might  be 
based  on  money  rather  than 
merit,  and  fail  to  explain  cri- 
teria for  search  results.  His 
advocacy  group,  Commercial 
Alert,  filed  a  complaint  with 
the  Federal  Trade  Commis- 
sion on  July  16  alleging  de- 
ceptive advertising  practices 
at  eight  popular  search  en- 
gines: AltaVista,  DirectHit, 
HotBot,  iWon,  LookSmart, 
Lycos,  Netscape,  and  msn. 
"Search  engines  have  become 
crucial  in  the  Internet  Age. 
If  these  are  being  hijacked 
and  skewed  by  corporate  ad- 
vertisers, that  can  lead  to  dra- 
matic degradation  of  the  in- 
formation citizens  really  get," 
says  Commercial  Alert  Exec- 
utive Director  Gary  Ruskin. 
But  pay-for-placement  is  an 
important  cash  source  for 
search  engines,  generating  up 
to  50%  of  revenue.  If  the  ftc 
finds  in  favor  of  Commercial 
Alert,  it  could  force  a  change 
in  their  behavior.  Meantime, 
watch  for  clues  like  the  words 
"Sponsored  Link"  to  tell  you 
an  advertiser  has  paid  for 
listing.  Alex  Salkever 


PISTOL  POLICY 

A  SIX-SHOOTER 
IN  EVERY  POT 

IN  THE  NEXT  FEW  WEEKS, 
commissioners  in  Coos  Coun- 
ty, Ore.  (pop.  65,000),  will 
vote  on  a  "proclamation"  that 
all  homeowners  keep  a 
firearm.  Sponsor  Michael 
Cook,  a  former  sheriff,  was 
inspired  by  other  communi- 
ties that  have  seen  crime 
rates  drop  after  passing  sim- 
ilar laws.  "It's  like  putting  a 
Beware  of  Dog  sign  on  your 
gate,"  he  says. 

If  it  passes,  Coos  County 
will  join  at  least  three  U.S. 
jurisdictions  with  pro-gun 
laws.  The  towns,  even  though 


they  don't  strictly  enforce  the 
laws,  believe  that  letting  out- 
siders know  homeowners 
keep  guns  can  deter  crime. 

To  some  extent,  it  does. 
Kennesaw,  Ga.,  was  first  to 
vote  in  1982  to  require  homes 
to  keep  a  firearm — a  response 
to  a  1981  law  in  Morton 
Grove,  111.,  outlawing  guns. 
In  the  20  years  since,  the 
population  has  quadru 
pled  in  Kennesaw 
while  the  number  of 
crimes  has  plunged 
33%.  That's  miles 
ahead  of  the  13%  drop  in 
crime  in  the  U.S.  in  that  pe- 
riod. Crimes  in  Morton  Grove 
also  fell,  but  only  12.5%.  (An- 
other town,  Virgin,  Utah,  has 
seen  no  change  in  crime  since 


the  law  was  passed  last  year. 
Yet  gun-control  advocate 
say  the  payoff  isn't  worth  th 
risk.  The  Brady  Campaign  fa 
Prevent  Gun  Violence  say 
77%  of  guns  used  by  childrei 
in  suicides  and  accidenta 
shootings  are  found  at  home 
"A  gun  in  the  home  does  no 


make  you  safer,"  says  Brad} 
Soledad  Roybal.  But  CooJ 
disagrees:  "The  numbers 
suicides  are  minuscule  cor 
pared  to  the  good  that  gun| 
do."        Christopher  Palmer 


MICROSOFT  FOLLIES 

HONEY, 
ANSWER  THE  PC 


TO  HEAR  COMPETITORS 

tell  it,  Windows  xp, 
Microsoft's 
new  operat- 
ing system 
that's  set  to 
launch  on  Oct.  25,  threatens 
everyone  from  Internet  ser- 
vice providers  to  the  music 
industry.  If  they're  reading 


Microsoft's  own  market- 
ing hype,  they  might 
add  in  phone  compa- 
nies. The  Microsoft 
Insider  newsletter 
o  says  users  can 
"retire  your 
telephone" 
with  xp's 
Windows 
Messenger.  It 
lets  users  communicate  with 
voice  or  video  over  the  Web. 
Windows  beta  tester  Barb 
Bowman  writes  that  Messen- 


ger will  be  "probably  the  mo^ 
exciting  new  communication! 
tool  since  the  telephone." 

Not  so  fast.  The  onrl 
friends  you'll  be  able  to  tall 
to  are  those  who  also  havl 
Windows  XP.  And  they'll  neej 
to  be  online — unlike  with  Ne 
telephone  services,  such 
Net2Phone,  which  place  re£ 
lar  calls.  Even  Windows  xp| 
lead  product  manager  Gre| 
Sullivan  says  he  has  no  pla 
to  get  rid  of  his  phone  any 
time  soon.  Jay  Greet 


THE  LIST  WHEN  DEMONSTRATIONS  TURN  VIOLENT 


During  the  past  two  years,  anti-globalization  activists  have  sparked 
worldwide  debate  (page  26).  Here  are  some  of  the  bigger  protests: 


GENOA  July,  2001 
G-8  Summit 

QUEBEC  April,  2001 
Summit  of  the  Americas 

DAVOS  January,  2001 
World  Economic  Forum 

PRAGUE  September,  2000 
World  Bank-IMF  Meeting 

MELBOURNE  September,  2000 
Asia  Pacific  Economic  Summit 

WASHINGTON,  O.C.  April,  2000 
World  Bank-IMF  Meeting 

SEATTLE  December,  1999 
World  Trade  Organization 

Data:  Wire  service  reports;  BBC 


NO.  OF  PHOTESTEfiS 

NO.  OF  ARRESTS 

150,000 

200 

1  death 

30,000 

400 

1,000 

121 

12,000 

900 

8,000 

12 

10,000 

1,300 

50,000 

600 
1  death    i 

WHAT  HAPPENED 


Violence 
prompts 
scheduling  future  meetings  in  remote  locales  I 

Leaders  discuss  expanding  free  trade;  police  fire  | 
tear  gas,  rubber  bullets 

Swiss  police  blockade  forces  protesters 
to  march  in  Zurich,  Geneva,  Bern 

Debt  relief  pledged  for  20  poor  countries; 
protesters  turn  downtown  into  battle  zone 

Protesters  succeed  in  disrupting  Foreign  Ministers'  | 
discussion  of  Asian  economic  recovery 

Phalanx  of  riot  police  make  record  arrests, 
keep  protesters  from  disrupting  the  meeting 

Mother  of  all  demos;  activists  catch  cops  off] 
guard,  trash  city,  and  do  $3  million  damage 
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200-horsepower  V-6  engine,  a  6-disc  in-dash  CD  changer 
id  your  heartbeat.  All  performing  in  perfect  harmony. 


•  't^flftris^jjd...    f'-y,'--'tifcir'"i,i      •■';-"•'  •S^lti*  /:"  * 


I  'he  Accord  V-6  (  xuipc 
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Up  Front 


CAR  TALK 

ONETIME 

NOT  TO  RECYCLE 

ONE  UNREPORTED  CASUALTY 
of  last  month's  floods  in  Hous- 
ton: 95,000  car's.  Many  of  their 
air  bags  were  water-damaged 
and  should  be  junked.  But  be- 
cause the  damage  isn't  visi- 
ble, many  of  the  bags  are 
ending  up  in  repair  shops  as 
secondhand  parts.  Add  the 
tens  of  thousands  of  air  bags 


AS  THE 
DOWNTURN  TURNS 


SILICON  VALLEY  S  DEAD  DOT-COMS 

have  discarded  so  much  office  fur- 
niture that  the  Salvation  Army 
can  barely  take  any 

more.  Because 
•bulky,  high- 
tech-looking 
desks  and 
.chairs  are 
, harder  to 
sell  than 
items  that 
blend  in  easily 
•  with  living-room 
sets,  the  charity  had 
been  accepting  just 
25%  of  what  was 
offered.  That's 
now  only  5%, 
says  Robert  Gregory,  a  San  Fran- 
cisco Salvation  Army  administra- 
tor. His  dispatchers  get  swamped 
with  end-of-month  calls  from  dot- 
coms that  need  to  vacate  in  a  hur- 
ry, but  the  charity's  warehouses 
have  minimal  storage  space. 

Even  for  a  $699  Aeron  chair? 
"We  don't  want  Aerons,"  he  says. 
Too  high-tech.  But  as  for  those 
other  icons  of  the  dot-com  era — 
Foosball  tables — Gregory  says 
bring  'em  on  over. 

Kimberly  Weisul 


BEWARE  of      stolen 
second-hand  each  year, 
air  bags  and      the 

~  market 
for  air  bags  is  hot. 
There's  plenty  of  incen- 
tive: A  new  air  bag  can 
cost  up  to  $1,500;  a  sec- 
ond-hand one  might  sell 
for  $400. 

There's  nothing  illegal 
about  air  bags  as  secondhand 
parts.  But  there  are  also  no 
regulations  requiring  repair 
shops  to  test  them  for  safety 
or  determine  where  they 
came  from,  and  no  require- 
ment that  drivers  replace 
them  after  accidents. 

That's  causing  growing 
safety  concerns.  Air  bags 
with  flood  damage  are  dan- 
gerous because  of  residual 
moisture.  They  take  up  to  a 
third  of  a  second  longer  to 
inflate  than  new  ones.  By 
that  time,  "you've  had 
your  head  buried  in  the 
steering  wheel,"  says 
Peter  Byrne,  president 
of  Airbag  Testing  Tech- 
nology, which  inspects 
recycled  air  bags. 

Then  there  are  the 
body  shops  and  car  own- 
ers who  knowingly  cir- 
cumvent air-bag  safety. 
Owners  of  banged-up 
cars  may  tell  body  shops 
to  skip  replacing  the  air 
bags,  since  they  can 
tack  $3,000  onto  the  re- 
pair bill  for  even  a  fend- 
er-bender. "The  owner 
knows  there's  no  air  bag 
in  there,"  says  Kim 
Hazelbaker,  senior  vice- 
president  at  the  High- 
way Loss  Data  Insti- 
tute. "The  next  buyer 
doesn't."  No  laws  re- 
quire used  cars  to  come 
equipped  with  air  bags. 
The  National  High- 
way Traffic  Safety  Ad- 
ministration, alert  to  the 
safety  concerns,  is  look- 
ing into  the  issue  and  is 
expected  to  report  by 
yearend.  No  doubt,  that 
will  be  too  late  for  some 
unfortunate  drivers. 

Kimberly  Weisul, 


1  I THINKJHE  PRICE  OF  GfrSQUHE  H*S  CDWE  DOWN  ENOUGH  THAJ 
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TAXING  MATTERS 


A  NICE  LITTLE  HAVEN 
CALLED  BELGIUM 

TAXES  IN  BELGIUM  ARE 
through  the  roof.  Most  people 
hand  over  65%  of  their  pay  in 
social  security  and  in- 
come taxes.  There's  a 
21%  value-added  tax, 
and  a  16%  tax  on  buy- 
ing a  home.  Sure,  Bel- 
gian beer  is  delicious, 
but  who's  got  money 
left  to  buy  a  round? 

Plenty  of  people,  ac- 
tually. Unlike  some  of 
its  neighbors,  Belgium 
doesn't  tax  everything 
all  the  time.  So  the  land  of 
chocolate  and  Eurocrats  is  be- 
coming Europe's  most  sur- 
prising tax  haven.  Want  to 
sell  your  high-tech  startup  and 
retire  early?  In  Belgium, 
there's  no  capital-gains  tax. 
Want  to  avoid  having  assets 


zapped  by  the  French  wealtl 
tax?  Move  to  Brussels.  Ever 
the  tax  on  income  fron 
rentals  is  low,  so  absente* 
landlords  are  proliferating.  Al 
told,  says  Rene  Philips  a 
kpmg  International,  abou 
100,000  tax  refugees,  mainl 


WELCOME  tax  refugees 


Dutch  and  French,  are  in  Bd 
gium.  "Now  we're  seeing  Ge 
mans  and  British,"  he  says. 
Neighbors  are  starting  i 
cut  taxes  on  stock  trades  arj 
options.  However,  regionwio] 
tax  reform  is  still  a  long  wa 
off.  William  Eckiksa 


THE  BIG  PICTURE 


IS  SERVICE  WORSE  AFTER  A  MERGER? 

Companies  that  are  merging  often  focus  on 
cost-cutting,  not  customer  service.  And  it  shows. 
If  a  company  is  involved  in  a  merger,  customers 
are  more  likely  to  say  service  is  worsening.     • 


PERCENTAGE  OF  CUSTOMERS  WHO  SAY 
SERVICE  HAS  DETERIORATED  AT  THEIR: 


30 
25 
20 
15 
10 
5 
0 

CABLE    INTERNET  CELLULAR     LONG-        LOCAL 
COMPANY   SERVICE      PHONE     DISTANCE     PHONE 
PROVIDER  COMPANY  COMPANY  COMPANY 

Ja'a:       ■  MERGED  WITHIN  6  MONTHS     ■  NO  MERGFR 
Andersen 

Consulting  SURVEY  01  I  ,?00  ADULTS.  JUNE.  2001 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront'"  businessweek.com 
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Editor's  Memo 


THE  BEST  GLOBAL  BRANDS 
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Arose  by  any  other  name  may 
smell  as  sweet.  But  a  brand  is 
more  than  mere  name  recogni- 
tion. A  good  brand  can  be  decisive 
in  differentiating  products  and  ser- 
vices from  an  ever  larger  array  of 
competitors.  A  great  brand  is  a 
promise,  a  compact  with  a  customer 
about  quality,  reliability,  innovation, 
and  even  community.  And  while 
the  concept  of  brand  is  in 
tangible,  brand  equity  is 
far  from  it. 

With  this  issue, 
BusinessWeek  teams 
up  with  Interbrand, 
the  pioneering  brand 
consultancy  unit  of 
Omnicom  Group  Inc., 
to  launch  our  annual 
Best  Global  Brands.  The 
goal:  Calculate  the  contri 
bution  of  brand  equity  to  the 
bottom  line. 

In  developing  our  ranking,  we 
avoided  the  vagaries  of  consumer  per 
ception  surveys,  which  can  change  on 
a  whim.  Instead,  we  undertook  a  rig- 
orous financial  analysis,  putting  the 
value  of  global  brands  into  the  quanti 
tative  context  that  managers  have 
long  used  to  evaluate  assets  like  ma- 
chinery and  inventories.  Interbrand's 
methodology  calculates  the  net  pre- 
sent value  of  the  earnings  a  brand  is 
expected  to  generate  in  the  future. 
For  the  100  Best  Global  Brands  of 
2001,  that  amounts  to  $1  trillion. 

As  the  economy  struggles,  brand 
building  and  keeping  the  profile  high 
have  become  more  important  than 
ever.  During  the  last  downturn, 


brands  that  prevailed  resisted  the 
temptation  to  trim  their  marketing 
budgets,  an  easy  cost-cutting  target. 
Branding  laggards  have  seen  the 
light,  and  have  begun  bringing  in 
marketing  professionals  who  have 
honed  their  skills  at  companies  in- 
volved in  packaged  goods,  cars,  enter- 
tainment, and  other  sectors  where 
brand  has  long  been  front  and  cen- 
ter. Now,  brand  manage- 
ment includes  everyone 
from  executives  to  em- 
ployees, perhaps  the 
ultimate  brand  ambas- 
sadors. Brand  equity 
has  become  such  a 
valuable  corporate  as- 
set that  there  is  a 
strong  argument  for  its 
use  in  corporate  balance 
sheets,  as  is  routinely  done 
in  Britain. 

The  Best  Global  Brands  report  was 
spearheaded  by  Assistant  Managing 
Editor  Joyce  Barnathan,  Senior  Edi- 
tor Mary  Kuntz,  and  Marketing 
Editor  Gerry  Khermouch.  Their  ef- 
forts are  supplemented  online  with  an 
interactive  scoreboard  and  additional 
features  in  the  Aug.  6  issue  of  Busi- 
nessWeek Online  (businessweek.com). 

We  think  the  Best  Global  Brands 
provides  a  wealth  of  information  for 
marketing  in  the  new  millennium.  We 
hope  you  agree. 
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NEC  works  closely  with  customers,  crafting  solutions  that  are  unique  to  each  customer's  business.  With  a 

product  portfolio  that  parallels  the  needs  of  broadband  and  mobile  Internet  applications,  we  can  offer  you  a 

broad  vision  of  how  markets  will  develop  and  lead  you  to  the  right  solution  at 

the  right  time.  Our  strengths-synergy  and  the  ability  to  migrate  our  expertise 

in  system  LSIs  to  the  development  of  peripheral  devices-deliver  unrivaled 

levels  of  performance,  reliability,  with  power  and  space  savings.  Gaining  an 

edge  calls  for  customized  solutions.  From  systems  integration  to  peripherals 

to  integrated  circuits,  contact  NEC  and  see  what  we  can  create  for  you. 

For  more  information  visit  www.necus.com  or  call  1-800-338-9549.  www.necus.com 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

The  table  accompanying  "Drugmakers,  heal 
thy  factories"  (Industrial  Management,  July 
23,  in  some  editions)  implied  that  approval 
for  Eli  Lilly  &  Co.'s  Zyprexa  has  been  de- 
layed. The  delayed  drug  was  Zyprexa  In- 
traMuscular.  Also,  Immunex  Corp.  expects 
to  have  a  waiting  list  of  80,000  patients  by 
mid-2002,  but  currently  there  are  fewer 
patients  waiting. 

The  correct  name  of  Intuit  Inc.'s  Quicken 
Web  site  is  Quicken.com  ("Time  to  reel  in 
the  portals?"  Finance,  July  23).  And  mPow- 
er.com  Inc.  does  not  provide  services  to  it. 

Toronto-Dominion  Bank  ("Good  money  after 
bad?"  Finance,  July  9)  is  upping  its  loan- 
loss  reserves  to  a  total  of  $400  million  for 
2001 — not  by  that  amount,  as  incorrectly 
stated. 


CHRIS  GALVIN  IS 

AN  INSPIRATION  AT  MOTOROLA 

The  depreciation  of  Motorola  Inc. 
stock  has  unfairly  been  often  tied  to 
the  ceo  soap  opera  and  ineffective  mo- 
bile-phone penetration  ("Motorola,"  Cov- 
er Story,  July  16).  Motorola  is  a  rare 
company:  Every  day,  hundreds  of  mil- 
lions of  people  are  touched  by  its  prod- 
ucts— from  air-bag  sensors  and  micro- 
processors in  automobiles  to  digital 
set-top  boxes  to  enterprise  gateways  to 
home-enabled  networks  to  even  yes, 
those  damn  little  phones.  Chris  Galvin's 
most  valuable  role  to  date  has  been  to 
inspire  us,  and  as  one  of  the  inspired,  I 
don't  care  what  title  they  give  him. 

P.S.  My  father,  the  "No.  2"  referred 

to  in  the  article  [Chief  Operating  Officer 

Robert  Growney],  is  in  perfect  health. 

Matthew  I.  Growney 

Managing  Director 

Motorola  Ventures 

Cambridge,  Mass. 

A  CLOSER  LOOK 

AT  NAFTA'S  RECORD 

"NAFTA's  scorecard:  So  far,  so  good" 
(Economics,  July  9)  fails  to  include  re- 
search and  information  showing  the  ad- 
verse effects  of  the  North  American 
Free  Trade  Agreement  on  U.S.  and 
Mexican  employees.  Raul  Hinojosa-Oje- 
da's  claim  that  NAFTA  has  created 
100,000  net  U.  S.  jobs  has  not  been  con- 
firmed by  other  research.  Between  1994 
and  2000,  the  Economic  Policy  Institute 
finds  a  net  U.  S.  loss  of  760,000  jobs 
due  to  NAFTA.  My  own  research,  pub- 


lished in  Labor  Studies  Journal,  sug- 
gests a  U.S.  loss  of  316,000  jobs.  Hino- 
josa-Ojeda's  calculations  depend  on  at 
least  seven  highly  debatable  assump- 
tions, each  of  which  serves  to  minimize 
the  job-eliminating  impact  of  the  grow- 
ing U.  S.  trade  deficit  with  Mexico. 

Distorting  the  employment  impact  of 
nafta  in  order  to  join  the  Washington 
consensus  in  its  push  for  a  return  of 
"fast  track"  and  the  realization  of  the 
Free  Trade  Agreement  of  the  Americas 
("Free  trade  deserves  a  fast  track,"  Ed- 
itorials, July  9)  is  not  representative  of 
your  normally  accurate  coverage. 

James  M.  Cypher 

Professor  of  Economics 

California  State  University 

Fresno,  Calif. 

"nafta's  scorecard"  reveals  a  worri- 
some and  growing  perspective:  that  the 
agreement  is  only  a  U.  S.-Mexico  agree- 
ment. NAFTA  builds  upon  the  highly  suc- 
cessful Canada-U.  S.  Free  Trade  Agree- 
ment (fta)  of  1989.  Today  and  for  some 
time  now,  the  two  countries  have  shared 
the  world's  largest  trading  relationship — 
reaching  $434  billion  in  1999 — well  over 
$1  billion  per  day.  The  runaway  success 
of  first  FTA  and  now  NAFTA  can  only  en- 
courage us  all  about  the  eventual  suc- 
cess of  the  proposed  Free  Trade  Agree- 
ment of  the  Americas. 

Paul  D.  Frazer 
Washington 
Editor's  note:  Tiie  writer,  a  former  min- 
ister at  ttie  Canadian  Embassy  in  Wash- 
ington, now  has  his  own  consulting  firm. 

The  worst  grade  for  nafta  comes  on 
its  most  serious  goal.  Many  expected 
that  integration  would  promote  econ- 
omies of  scale  and  specialization  to  en- 
hance global  competitiveness  in  both 
Mexico  and  the  U.S.  In  fact,  despite 
growth  a  bit  slower  than  the  global  av- 
erage since  1993,  North  America  has 
seen  its  deficits  triple — to  the  worst 
share  of  total  gross  domestic  product 
on  record.  Worst,  soaring  North  Amer- 
ican trade  losses  have  come  in  autos, 
machinery,  and  virtually  all  manufac- 
tured goods.  If  your  reporters  really 
are  satisfied  with  NAFTA's  scorecard  so 
far,  they  are  watching  the  wrong  game. 
Charles  W.  McMillion 
President  and  Chief  Economist 
MH<;  Information  Services 
Washington 

"So  far,  not  so  good"  is  how  I  would 
describe  the  poor  state  of  highway  1-35 
through  Texas,  which  bears  a  good  pari 
of  all  this  NAFTA  traffic.  Perhaps  this  is 
just  a  local  concern,  but  Federal  pro- 


grams often  don't  take  into  account 
hows  and  wherefores. 

Brian  Lengc 
Austin,  Te> 

SILICON  VALLEY  CEOS 
DON'T  LIKE  WHAT  THEY  SEE 

I  have  felt  the  same  disappointmer 
as  Joan  O'  C.  Hamilton  ever  since 
first  Valley  ceo  said  they  had  "no  visj 
bility"  ("Where's  the  leadership?"  e.bii 
July  9).  Scott  McNealy,  John  Chambers! 
Carly  Fiorina — all  of  them  run  multj 
billion-dollar  corporations,  take  hor 
millions  of  dollars  a  year,  and  have 
sands  of  employees  and  the  best  cor 
suiting  firms  working  for  them.  Thes 
CEOs  know  exactly  what  they're  seeing 
they  neither  like  it,  nor  do  they  want 
admit  that  they  were  just  reacting 
the  events  of  the  last  two  years  rath^ 
than  the  visionary  master  plans  the 
thought  they  had  for  the  Internet 
rush.  Instead  they'd  rather  appear  blinl 
Arshad  No([ 
Cupertino,  Call 
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I  can  see  wireless  and     like  what  I  see. 


Wireless  looks  like  a  small  boat  on  a  majestic  lake  on  a  Tuesday  morning.  You,  on  the  other  hand,  may  have  a 
completely  different  picture  of  wireless.  But  no  matter  how  you  see  it,  AT&T  Wireless  offers  services  and  products 
designed  to  put  you  in  your  own  personal  paradise.  What  you  want,  when  you  want.  Information  access,  text 
messaging,  flexible  plans.  Unlimited  freedom.  Close  your  eyes  and  think: 
What  does  wireless  look  like  to  you? 


attwireless.com        I  800-IMAGINE 

^2001  AT&T  Wireless.  Not  available  in  all  areas,  f 


AT&T  Wireless 

YOUR  WORLD.  CLOSE  AT  HAND. 


Books 


NEXT 

The  Future  Just  Happened 

By  Michael  Lewis 
Norton  •  236pp  •  $23.95 


TALKIN'  ABOUT 

THE  NET  GENERATION 


If  there's  one  thing  about  the  dot- 
com boom  that  really  struck  a  nerve 
with  businesspeople  and  the  general 
public,  it  was  the  sheer  hubris  of  its 
young  leaders.  After  all,  a  bunch  of  ar- 
rogant know-nothings  was  trying  to  use 
the  Internet  to  hijack  industries  that 
took  decades  or  centuries  to  build. 
When  these  upstarts  failed,  the  Estab- 
lishment rushed  to  conclude  that  it 
would  win  the  Net  spoils. 

But  if  author  Michael  Lewis  is  right, 
and  he  almost  certainly  is,  the  kids  will 
triumph — sooner  than  we  think.  In  his 
new  book,  Next:  The  Future  Just  Hap- 
pened, the  author  of  the  1989  best-seller 
Liar's  Poker  contends  that  the  Inter- 
net is  already  spurring  much  bigger 
changes  than  anybody  realizes,  not  just 
in  business  but  in  society  at  large.  He 
views  it  as  a  potent  new  weapon  for 
amateurs  of  all  stripes,  especially  the 
young,  to  wield  against  what  he  sees 
as  the  crumbling  hegemony  of  profes- 
sionals such  as  lawyers,  stock  analysts, 
and  media  executives.  In  a  world  that  is 
rapidly  being  changed  by  technological 
forces  such  as  the  Internet,  Lewis  con- 
tends, the  kids  have  a  huge  leg  up  on 
old  fogeys  over  the  age  of  30. 

And  when  he  says  "kids,"  he's  not 
kidding.  Lewis'  1999  book,  The  New 
New  Thing,  explored  the  psyche  of 
Netscape  Communications  Corp.  co- 
founder  James  H.  Clark,  concluding  that 
entrepreneurship  depends  on  a  profound 
indifference  to  the  past.  In  Next,  Lewis 
follows  the  surprising  exploits  of  sever- 
al teenagers  with  virtually  no  past  at  all, 
as  they  blithely  chip  away  at  the  foun- 
dations of  multitrillion-dollar  industries. 
"The  Internet  had  made  it  possible  for 
people  to  thwart  all  sorts  of  rules  and 
conventions,"  he  writes,  and  no  one  no- 
ticed this  sooner  than  children. 

Jonathan  Lebed,  for  instance,  is  a  14- 
year-old  New  Jersey  kid  whom  the  Se- 
curities &  Exchange  Commission  accused 


of  profiting  by  fraudulently  manipulat- 
ing stocks  through  aliases  on  online  mes- 
sage boards.  The  case  was  settled  last 
September,  but  what  the  sec  didn't  re- 
veal at  first  was  that  Lebed  got  to  keep 
most  of  his  profits — some  of  which  he 
used  to  buy  a  $41,000  Mercedes  SUV  he 
couldn't  yet  drive — because  it  wasn't 
clear  that  most  of  the  trades  were  illegal. 
Indeed,  given  that  Lebed  apparently  did 
firsthand  research  on  many 
companies,  it's  not  even 
clear  to  Lewis  what  he  did 
wrong.  In  the  author's 
view,  financial  firms  are 
paid  big  bucks  to  do  much 
the  same  thing:  Recom-  I 
mend  stocks  and  profit  on  I 
their  rise. 

The  upshot:    If  a    14-    \ 
year-old  with  a  Net  con-    I  tn 

nection  could  move  mar-    | 
kets  and  make  a  killing,  all    : 
that  supposed  training  and 
experience  of  financial  an- 
alysts was  an  elaborate  fie- 
tion.  What's  more,  Lebed    | 
isn't  unique.  Another  teen, 
Marcus  Arnold,  incurs  the  wrath  of 
lawyers  by  setting  himself  up  as  a  legal 
expert  on  the  Web  site  AskMe.com  and 
offering  advice  solely  from  what  he 
learned  watching  court  television  shows. 
Yet  his  "clients"  largely  didn't  care;  they 
apparently  found  the  advice  sound. 

Lewis  contends  that  these  children, 
and  the  unschooled  masses  in  general, 
are  dealing  the  final  blows  to  the  al- 
ready fading  notion  that  experts  know 
best  and  thus  deserve  legal  and  financial 
privileges.  It's  clear  where  Lewis'  sym- 
pathies lie.  He  provides  a  devastating- 
account  of  a  meeting  with  just-retired 
sec  Chairman  Arthur  Levitt,  who  has 
been  widely  portrayed  as  a  crusader  for 
the  small  investor,  during  which  Levitt 
admits  that  he  doesn't  know  what  Lebed 
actually  did  online.  Nor  did  Levitt's  staff 


MICHAEL    LEWIS 


even  ask;  they  just  assumed  Lebed  mu| 
have  cheated.  Lewis  also  skewers  B 
Joy,  Sun  Microsystems  Inc.'s  accon 
plished  chief  scientist,  for  his  alarmir 
Wired  magazine  article  about  the  daj 
gers  of  runaway  technology.  With  ob\| 
ous  disdain,  Lewis  suggests  Joy  is  afral 
that  Internet-empowered  youngsters  wj 
make  him  obsolete. 

Maybe.  But  here  Lewis'  foundatiojl 
feels  a  little  creaky.  In  an  era  wh| 
humankind  seems  on  the  verge  of  ml 
nipulating  its  own  genes  as  if  they'd 
bits  and  bytes  to  be  debugged,  a  litti 
caution  by  techdom's  leading  lighl 
seems  welcome.  Even  harder  to  swJ 
low  is  Lewis'  apparent  acceptance  I 
Lebed's  and  Arnold's  behavior  simrJ 
because  adults  are  doing  the  sar| 
thing  under  the  cover  of  respectabilil 
Fact  is,  Lebed  took  advantage  of  p ej 
pie,  and  Arnold  lied  about  his  age  al 
qualifications. 

To  Lewis'  credit,  evl 
as  he  defends  the  teeil 
^^^^  use  of  the  Net  to  reinvdl 

"^^^C  themselves,    he's    clea« 

^^J  dismayed  at  what  it  sJ 

about  our  changing  soH 
ety:  Experience  no  lona| 
has  any  value,  and  car« 
hJ  per.*"     growth  often  effectiv^ 
uture  J"*  ends    at    age    30.    Le 

^^^r  quotes  Stanford  Univer; 

^^^^  economist    Paul    Rom 

"It's  the  pro  athlete  mo 
extended  to  everyo 
Problem  is,  in  the  bo 
somewhat  murky  conclusion, 
leaves  us  wondering  what  to  do  ah 
it.  "There  is  no  solution  to  the  lac 
mercy  toward  the  aged  flushed  out  i 
the  open  by  the  Internet,"  he  gri 
writes.  "The  best  one  can  aim  for  i 
be  a  case  of  arrested  development, 
remain  forever  a  child."  Yikes. 

Still,  Lewis  is  on  the  mark  in  see 
that  the  Internet  will  cause  even 
ther  disruption  because  it  empow 
people  already  inclined  to  challenge 
primacy  of  experts.  That's  why 
book  is  a  wake-up  call  at  a  time  w 
many  believe  the  Net  was  a  flasl 
the  pan.  It  turns  out  the  dot-com  be 
and  bust  aren't  just  anomalies  of  t 
away  capitalism.  They're  the  first, 
settling  glimpses  of  capitalism's  ruth 
new  future. 

BY  ROBERT  D. 
IIdJ  covers  the  Intel 


IN 


r 


KIDS,  LEWIS  SAYS,  ARE  UNIQUELY  EQUIPPED  TO 


USE  THE  NET  TO  SUBVERT  THE  ESTABLISHMENT 
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Books 


The  BusinessWeek  Best-Seller  List 


HARDCOVER  BUSINESS  BOOKS 


1    WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson, 
M.D.  (Putnam  •  $19.95)  Accepting  change. 


1      30 


2    FISH!  by  Stephen  C.  Lundin,  PhD,  Harry  Paul, 
and  John  Christensen  (Hyperion  •  $19.95)  Moti- 
vate employees  the  Pike  Place  Fish  Market  way. 


10 


14  SMART  COUPLES  FINISH  RICH  by  David  Bach  15 
(Broadway  •  $25)  Learn  to  manage  your  money 

after  you've  walked  down  the  aisle. 

15  HOW  TO  BECOME  A  RAINMAKER  by  Jeffrey  J. 
Fox  (Hyperion  •  $16.95)  Instruction  for  the 
would-be  super-salesman. 


10 


3  FAST  FOOD  NATION  by  Eric  Schlosser  (Houghton        2         4 
Mifflin  •  $25)  The  bad  news  on  burgers. 

4  A  PASSION  TO  WIN  by  Sumner  Redstone,  with  1 
Peter  Knobler  (Simon  &  Schuster  •  $26)  From 

Viacom's  chief,  memories  and  stinging  opinions. 

5  FIRST,  BREAK  ALL  THE  RULES  by  Marcus  Buck-       4       26 
ingham  and  Curt  Coffman  (Simon  &  Schuster  • 

$26)  A  Gallup  probe  into  managerial  success. 

6  NOW,  DISCOVER  YOUR  STRENGTHS  by  Marcus  5         6 
Buckingham  and  Donald  0.  Clifton,  PhD  (Free 

Press  •  $26)  How  to  bolster  your  true  talents. 

7  USE  THE  NEWS  by  Maria  Bartiromo,  with  Cather-       --         1 
me  Fredman  (HarperBusiness  •  $26)  Get  the  skin- 
ny on  the  markets,  from  a  CNBC  anchor. 

8  THE  TIPPING  POINT  by  Malcolm  Gladwell  (Little,       7       16 
Brown  •  $24.95)  Discovering  what  turns  an  idea 

into  a  hot  trend. 

9  GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles      8      27 
(Morrow  •  $20)  How  Walton  Works  No.  2  fired  up 

its  employees. 


10  THE  21  IRREFUTABLE  LAWS  OF  LEADERSHIP  by 

John  C.  Maxwell  (Thomas  Nelson  •  $22.99)  A 
minister's  down-to-earth  rules. 

11  THE  21  INDISPENSABLE  QUALITES  OF  A  2 
LEADER  by  John  C.  Maxwell  (Thomas  Nelson  • 

$17.99)  Changing  yourself  "from  the  inside  out." 

12  RAVING  FANS  by  Ken  Blanchard  and  Sheldon  14     35 
Bowles  (Morrow  •  $20)  Turning  customers  into 

your  biggest  boosters. 

13  BRAND  WARFARE  by  David  F.  D'Alessandro,  with        6         2 
Michele  Owens  (McGraw-Hill  •  $24.95)  Branding 
tactics,  from  a  John  Hancock  executive. 


PAPERBACK  BUSINESS  BOOKS 


1    RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki,  with 
Sharon  L.  Lechter,  CPA  (Warner  •  $15.95)  Teach 
your  kids  the  rules  of  money  that  the  rich  play  by. 


1       26 


2    THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  2       77 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually 
popular. 


3    WHAT  COLOR  IS  YOUR  PARACHUTE?  by  Richard 
Nelson  Bolles  (Ten  Speed  •  $16.95)  The  enduring 
job-search  bible. 


3         8 


4    RICH  DAD'S  CASHFLOW  QUADRANT  by  Robert  T. 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 
$17.95)  Move  from  job  security  to  independence. 


8      15 


5    GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  4       72 

and  Bruce  Patton  (Penguin  •  $14)  A  Harvard 
team's  step-by-step  guide  to  conflict  resolution. 


6  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blan- 
chard, PhD,  and  Spencer  Johnson,  M.D.  (Berkley 
•  $12.95)  Management  techniques  in  story  form. 


6       58 


7    THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze 
Orman  (Three  Rivers  •  $13.95)  Learn  to  save. 


5         7 


8  RICH  DAD'S  GUIDE  TO  INVESTING  by  Robert  T 
Kiyosaki,  with  Sharon  L.  Lechter,  CPA  (Warner  • 
$19.95)  Becoming  rich,  not  merely  comfortable. 


9       13 


7       34 


9    THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J. 
Stanley,  PhD,  and  William  D.  Danko,  PhD  (Pocket 
Books  •  $7.99)  Simple  ways  of  the  wealthy. 

10  ORDINARY  PEOPLE,  EXTRAORDINARY  WEALTH         14        5 

by  Ric  Edelman  (HarperBusiness  •  $15)  Get  tips 
from  some  regular  folks  who  became  rich. 

11  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.        --       43 
Porras  (HarperBusiness  •  $16)  How  3M,  Wal- 
Mart,  and  others  became  standouts. 

12  THE  GOAL  by  Eliyahu  M.  Goldratt  and  Jeff  Cox  21 
(North  River  •  $19.95)  Eliminating  bottlenecks. 

13  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDER-     --        16 
STANDING  MONEY  AND  INVESTING  by  Kenneth 

M.  Morris  and  Virginia  B.  Morris  (Lightbulb  Press 
•  $15.95)  Concise  explanations  with  graphics. 

14  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob 

Nelson  (Workman  •  $10.95)  Brunch,  anyone? 

15  HOME  BUYING  FOR  DUMMIES  by  Eric  Tyson  and      15      15 
Ray  Brown  (Hungry  Minds  •  $21.99)  Gimme 

shelter — and  a  mortgage. 


BusinessWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics, 
nanagement,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre- 
sented. Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  June. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 
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HOT  TYPE 


DON  T    EXPECT    MARIA    BARTIROMO'S    BOOK, 

Use  the  News,  to  focus  on  the  glam- 
ous  aspects  of  her  job  as  a  cnbc  anchorwoman.  Instead,  in 
is  month's  No.  7  hardcover,  she's  dead  serious  about  helping 
dividuals  find  and  employ  information  to  make  smart  in- 
:stment  decisions.  She  discusses  factors  that  can  affect 
all  Street — like  Regulation  Fair  Disclosure,  the  consumer 
ice  index,  money  flows,  the  Fed  effect,  and  momentum — 
ong  with  why  the  intermediate-level  investor  should  be  con- 


cerned about  them.  And  she  explains  how  she  gleans  vital 
news  from  the  information  deluge.  In  one  case,  she  tells  how 
she  was  reminded  that  no  news  can  be  big  news:  Although  the 
company  had  made  no  announcement,  she  saw  an  analyst's  re- 
port noting  the  departure  of  the  i2  Technologies  Inc.  executive 
whose  unit  accounted  for  40%  of  sales.  For  Bartiromo,  it  re- 
sulted in  a  scoop,  namely  that  i2  could  suffer.  You  don't  have 
to  have  your  own  tv  show  to  gain  from  that  kind  of  insight. 

BYKARIN  PEKARCHIK 
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Technology  &  You 


BY  LARRY  ARMSTRONG 

tec  h&you@b  usinessweek.com 


TALKING 

WITHOUT  THE  TETHER 


ArialPhone  is 
a  cordless 
headset  that 
dials  on  voice 
command — 
perfect  for 
home  offices 
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FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 

messweek.com/ 
tech  nolo  >// 


Last  year,  in  the  middle  of  a  story  on  using 
cell  phones  in  cars,  I  began  to  wonder 
why  there  were  no  wireless  headsets  for 
them.  There  was  some  hope  from  Bluetooth,  a 
new  radio  technology  that  enables  wireless  con- 
nections between  high-tech  devices,  but  that  was 
just  a  buzz  back  then.  I  eventually  realized  that 
it's  not  my  car  I  should  be  worrying  about.  I'm 
never  more  than  an  arm's  length  away  from  the 
phone,  and  a  cord  from  the  phone  to  my  ear  isn't 
going  to  get  in  the  way. 

The  natural  place  for  a  cordless  headset  is  in 
the  office.  Especially  in  a  home  office,  where 
you're  always  trying  to  do  more  than  one  thing 
at  once.  Getting  the  kids  off  to  school  while 
chatting  with  out-of-time-zone  business  contacts, 
say.  Or  fixing  a  midday  snack  in  the 
kitchen,  walking  an  insistent  dog, 
or  taking  a  well-deserved  break 
by  your  backyard  pool. 

It  was  about  that  time  that  I 
ran  across  a  company-to-be  that 
had  a  similar  idea.  But  Arial- 
Phone, a  Vernon  Hills  (111.)  start- 
up that  launched  itself  in  January, 
went  me  one  better.  Why  not  couple 
a  cordless  headset  to  a  computer  so  I 
that  you  can  answer  and  place  calls   I 
using  voice  commands?  Say  the  name 
in  the  headset,  and  the  computer  looks 
up  the  number  in  your  address  book 
and  dials  the  call. 

I've  been  using  the  ArialPhone  sys- 
tem for  about  a  month,  and  I'm  com- 
pletely hooked.  It  hits  dealers'  shelves 
and  mail-order  phone  giant  Hello  Di- 
rect Inc.  on  Aug.  1  or  can  be  ordered 
on  the  company's  Web  site,  www.ari- 
alphone.com.  At  $399,  it's  on  the  ex- 
pensive side,  though  it's  still  cheaper 
than  some  of  the  cordless  headset 
phones  without  voice  recognition  on  I 
the  market  today. 

POWER  BACKUP.  ArialPhone's  sleek,  slate-blue 
base  station,  about  the  size  of  a  paperback  book, 
plugs  into  an  electric  outlet,  a  phone  jack,  and 
the  USB  port  of  your  PC  (The  company  recom- 
mends lJcs  with  processors  of  600  megahertz  or 
better;  there's  no  version  planned  for  the  Mac.) 
There's  an  antenna  to  transmit  and  receive  your 
commands  and  telephone  calls,  and  there  are 
charging  stations  for  two  batteries  to  power  the 
headset,  which  includes  a  speaker  and  a  short 
•  i  in  mike.  Each  battery  is  good  for  about  two 


hours  of  talk.  It  takes  less  time  than  that  tj 
recharge,  so  you'll  always  have  a  fresh  spare. 

The  earset  weighs  just  under  2  ounces,  ir 
eluding  the  battery  and  a  headband  or  earhook. 
wore  it  comfortably  all  day.  The  earset  has 
tiny  button  that  you  press  to  get  the  system's 
tention.  "How  can  I  help  you?"  asks  Susan 
Dave — your  choice.  After  a  few  weeks,  or  \ 
ever  you're  comfortable  with  the  voice  cor 
mands,  you  can  turn  off  Susan  or  Dave  to  sa^ 
time.  You'll  be  greeted  by  a  tone  instead. 

Right  now,  you  can  use  ArialPhone  to 
people  by  speaking  their  name  only  if  they  ar 
listed  in  your  Microsoft  Outlook  or  Outlook  E> 
press  address  books.  Software  for  other  contacj 
managers,  including  act!  and  GoldMine,  will 
out  later  this  year.  You  also  can  dial  any  numbe 
simply  by  saying  it. 
PRIVATE  LINE.  In  case  you're  wondering,  Blud 
tooth  this  isn't,  and  that's  probably  good.  T<| 
day's  Bluetooth  devices  have  a  range  of  30  : 
or  so.  ArialPhone  uses  the  conventional  900  MI 
cordless  phone  band.  It  will  work  up  to  aboi 
150  feet  from  its  base  station,  and  will  wor 
through  walls  (even,  the  company  points  out 
its  Web  site,  mirrored  bedroom  ones).  It's  digitd 
-  too,  so  neighbor 


FREE  TO  ROAM:  The  head- 
set works  up  to  150  feet 
from  the  base  station 


won't  be   able 
listen  in. 

There  are  still 
few  rough  edges 
found  that  t 
ringing  telepho 
tone,  right  in  yo 
ear,  was  too  lo 
and  could  not 
turned  dow 

Some  of  my  calle 
complained  that 
sounded  distant 
muffled,   and   o 
early    version 
the  phone  I  us 
had  a  faint,  hig! 
pitched  tone  th| 
may    have    giv 
that  effect.  Othe 
however,      did 
even  know  I  w 
talking      over 
headset        phor 
And    hanging 
after    a    call 
a     nuisance.    \ 
press  the  button  and   say:   "Hang  up."   \ 
should   be  able  to  just  press  the  button 
disconnect. 

Still,  it's  better  than  racing  down  the  hall 
answer  the  phone  or,  worse,  missing  a  criti« 
call.  I  wandered  off  to  the  bathroom  during 
hourlong  conference  call  with  my  !><>ss  I  he  nth 
day.  Even  briefly  out  of  range,  ArialPhone  did 
drop  the  call,  and  my  boss  was  nunc  I  he  wis 
The  way  I  see  it,  that's  a  productivity  too]  Hi: 
liouldn't  have  to  live  without. 

Steve  Wildatrow  u  on  r<tc<tti< 
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NISSAN  BREAKS  NEW  GROUND  IN  MISSISSIPPI. 

..  fife   ^■JBEfji^'  '     a-  «a 


1 


I  npi  After  over  40  years  of  building  some  of  the  world's 
5  a  most  innovative  cars  and  trucks,  Nissan  is  breaking 
w  ground  once  again.  This  time  in  Canton,  Mississippi,  with  the  construction 
a  brand-new,  leading-edge  assembly  plant.  This  plant  will  have  the 
pacity  to  build  some  250,000  Nissan  full-size  trucks,  full-size  sport 
lity  vehicles  and  the  next  generation  Nissan  minivan.  All  to  meet  the 


increasing  demand  forNissan  products  in  North  America.  Of  course,  along  with 
creating  some  of  the  world's  most  impressive  vehicles,  this  Nissan  plant  will  also 
create  an  impressive  number  of  jobs-potentially  4,000-as  well  as  provide 
a  catalyst  for  further  economic  development  in  Mississippi.  In  other  words, 
Mississippi's  helping  Nissan  leave  everyone  else  in  the  dust.  For  more  infor- 
mation on  this  historic  partnership,  visit  www.mississippiandnissan.com 


U.S. -built  Nissans  consist  of  domestic  and  globally  sourced  parts.  Nissan  is  a  Nissan  trademark.  ©2001  Nissan  North  America,  Inc. 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


WHAT  U.S.  COURTS  COULD 
TEACH  EUROPE'S  TRUSTRUSTERS 


LITTLE  GUY: 

Europeans 
seem  to  look 
mainly  at  a 
merger's 
effect  on 
corporate 
rivals.  But 
U.S.  judges 
consider 
whether  it 
hurts  or  aids 
consumers 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teaches  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 
Institution. 


Two  recent  decisions  on  different  conti- 
nents illustrate  widely  divergent  ap- 
proaches to  antitrust  policy.  The  Euro- 
pean Commission  vetoed  the  merger  of  General 
Electric  Co.  and  Honeywell  International  Inc. 
largely  on  the  grounds  that  the  merged  company 
would  be  much  stronger  than  its  competitors  in 
aviation  equipment.  By  contrast,  a  U.S.  federal 
appeals  court  evaluated  Microsoft  Corp.'s  busi- 
ness practices  in  light  of  their  presumed  effects 
on  consumers. 

It  is  noteworthy  that  complaints  against  both 
the  GE-Honeywell  merger  and  Microsoft  were 
brought  not  by  customers,  but  by  rivals.  The 
U.S.  political  process  is  often  criticized  for  re- 
sponding to  the  pleas  of  interest  groups,  even 
when  that  harms  consumers  and  other  unorga- 
nized interests.  But  in  these  two  cases,  Europe 
appears  to  be  guilty  of  caving  in  to  powerful 
interests,  whereas  the  appeals  court  in  Wash- 
ington rose  above  special  pleading.  It  used  the 
standard  of  whether  Microsoft's  practices  helped 
or  harmed  the  consumer. 

The  European  Commission,  under  the  lead- 
ership of  Mario  Monti,  opposed  ge's  $42  billion 
takeover  of  Honeywell  partly  because  the 
merged  company  would  offer  a  much  wider 
range  of  aviation  products  than  its  competitors. 
In  particular,  it  alleged  that  the  resulting  vertical 
integration  would  give  GE-Honeywell  a  sizable 
advantage — by  combining  ge's  important  posi- 
tion in  aircraft  engines  and  in  the  financing  and 
purchasing  of  aircraft  with  Honeywell's  presence 
in  avionics  and  aerospace  products.  But  the  com- 
mission paid  little  attention  to  whether  a  merged 
company — perhaps  tougher  and  more  efficient — 
might  bring  lower  prices  and  better  products. 
BUNDLING.  The  eg  voiced  special  concern  that 
other  companies  would  be  unable  to  compete  ef- 
fectively if  the  merged  company  provided  dis- 
counts to  customers  that  purchased  packages  of 
components  and  services  from  GE-Honeywell. 
The  worry  about  such  product  bundling  seems 
unusually  speculative  at  this  time,  since  bundling 
has  been  uncommon  in  this  industry,  even  where 
companies  such  as  GE  have  been  dominant.  More- 
over, economic  theory  and  the  evidence  com- 
piled in  many  antitrust  cases  show  that  bundling 
of  products,  even  when  it  hurts  rivals,  usually 
benefits  consumers  by  lowering  prices  and  of- 
fering convenient  product  packages. 

Even  so,  the  EC's  worries  about  bundling  were 
probably  not  the  real  obstacles  to  the  merger, 
since  the  commission  could  have  given  approval 
subject  to  the  restriction  that  the  merged  com- 


pany could  not  bundle  Honeywell's  products  wit 
ge's,  or  subject  to  other  limitations  on  bundlin 

Discussion  of  the  Microsoft  decision  has  ft 
cused  on  whether  it  was  a  win  for  Microsoft  < 
for  the  government.  But  the  main  public-poli( 
message  of  the  ruling  is  that  business  practici 
should  be  evaluated  by  whether  they  hurt  < 
help  consumers.  Microsoft  and  other  companii 
should  be  allowed  to  compete  aggressively  wht 
that  contributes  to  lower  prices  and  other  co: 
sumer  benefits. 

FAST  CHANGE.  Using  this  criterion,  the  cou 
overturned  the  lower  court  opinion  by  Judg 
Thomas  Penfield  Jackson  on  several  crucial  i 
sues.  The  appeals  court  effectively  killed  his  re 
ommendation  to  break  up  Microsoft  into  separal 
companies — controlling  its  software  and  operati 
system — because  such  a  move  did  not  appear 
serve  consumer  interests  in  an  industry  wi 
rapid  technological  progress.  Also,  the  court 
firmed  that  Microsoft  could  be  aggressive  a 
charge  lower  prices  without  being  "predato: 
The  company  could  tie  together  its  comput 
operating  system  and  Internet  browser — t' 
source  of  the  original  complaint — if  that  bene 
ed  consumers  of  these  products,  even  thou 
Net  rivals  such  as  Netscape  Communicatio 
Corp.  were  greatly  damaged. 

To  be  sure,  the  District  of  Columbia  Circ 
also  found  that  Microsoft  abused  its  monopoly 
sition  with  various  exclusionary  practices.  For 
ample,  the  court  supported  Judge  Jackson's 
ing  of  liability  against  the  company 
commingling  the  codes  for  its  browser  and 
erating  system  and  for  its  exclusive  marked 
arrangements  with  equipment  manufacture 
But  underlying  these  findings  against  Micros 
was  still  the  appeals  court's  opinion  about  the 
fects  on  consumers,  not  on  computer  manufi 
turers  or  companies  with  competing  operati 
systems,  such  as  Sun  Microsystems  Inc. 
court  ordered  some  of  these  issues  to  be  cons 
ered  further  in  a  retrial  with  a  different  jud 
although  Microsoft  has  already  responded  to  1 
decision  by  eliminating  several  of  the  critici; 
practices. 

With  the  growing  importance  of  companies  t 
operate  on  several  continents,  it  is  more  import  t 
than  ever  that  policymakers  in  different  parts- 1 
the  world  take  the  right  approach  to  merg  i 
and  other  antitrust  issues.  Global  antitrust  pol  || 
would  be  consistent,  and  it  would  also  encour;  9 
efficiency  if  business  practices  were  univers. 
judged  by  their  effects  <>n  consumers  rather  II  ! 
on  competitors  with  political  power. 
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-  HEY  CAME  HERE  FROM  A  PARALLEL  UNIVERSE.  THEY  NEEDED  SOFTWARE  -  SOFTWARE  THEY  COULD  DEPLOY  NOW! 
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WEBSPHERE  for  SPEED 

FROM  E-STRATEGY  TO  E-BUSINESS  IN  AS  LITTLE  AS  60  DAYS 


3/  business  software       ibm.com/websphere/speed 


IT'S  A  DIFFERENT  KIND  of  WORLD. 

YOU  NEED  A  DIFFERENT  KIND  of  SOFTWARE. 


Economic  Trends 


BY  CHARLES  J.  WHALEN 

NEXT  YEAR'S 
BONUS  SHORTFALL 

Smaller  checks  will  slow  recovery 

When  it  comes  to  paying  workers, 
employers  are  relying  more  and 
more  on  bonuses,  company  stock,  and 
other  compensation  tied  to  corporate 
earnings.  But  this  trend  may  hurt  the 
economy's  chances  for  a  sustained  re- 
covery in  early  2002.  That's  the  conclu- 
sion of  research  by  John  M.  Youngdahl, 
senior  economist  at  Goldman,  Sachs  & 
Co.  Falling  earnings  in  2001  means  low- 
er bonuses  at  the  start  of  next  year, 
which  is  likely  to  slow  spending  and 
weaken  consumer  confidence. 

Youngdahl  argues  that  families  are 
apt  to  cut  back  spending  early  in  2002, 
just  as  the  effect  of  the  tax  rebate 
wears  off.  Why?  Because  that's  when 
the  reality  of  lower  pay  will  hit  those 
who  get  a  bonus  or  other  income  tied  to 
profits.  Those  payments,  most  of  which 
come  between  January  and  late  April, 
will  show  the  effect  of  falling  2001  prof- 
its. "There  will  be  this  unfortunate  sur- 
prise in  income  compared  to  what  work- 
ers remember  from  past  years," 
Youngdahl  says. 

Consumer  confidence  will  also  suffer  a 
setback  when  the  bonus  disappointment 
sets  in,  which  means  the  belt-tightening 
may  spread  in  the  early  months  of  2002. 
Government  wage  reports  will  add  to 
the  cloud  over  confidence:  A  technical 
feature  of  how  wages  are  seasonally  ad- 
justed will  pull  down  income  estimates 
in  the  first  few  months  of  the  year.  That 
adjustment  problem  will  get  corrected 
later  in  2002,  Youngdahl  explains,  but 
the  damage  will  have  already  been  done. 

PAVING  THE  WAY 
TO  THE  BOOM 

Infrastructure  spending  took  off 

The  conventional  view  is  that  strong 
economic  growth  in  the  late  1990s 
was  due  to  a  boom  in  business  spending 
on  computers  and  other  equipment.  True 
enough.  What  is  overlooked,  however,  is 
a  robust  rise  in  government  spending  on 
infrastructure — such  as  schools,  high- 
ways, and  airports — which  also  boost- 
ed growth.  Federal,  state,  and  local  in- 
frastructure investment  rose  from  about 


$172  billion  in  1994  to  nearly  $280  billion 
in  2000,  or  at  an  8.5%  annual  growth 
rate,  according  to  recent  Commerce 
Dept.  data  (chart).  That  compares  with 
a  10.5%  growth  rate  for  business  in- 
vestment in  the  same  period. 

The  boom  in  infrastructure  spending 
followed  sluggish  growth  in  the  early 
1990s— 3.4%  increases  from  1990  to 
1994 — and  is  remarkable  compared  with 

THE  SURGE  IN 
PUBLIC  INVESTMENT 


'94        '95        '96        '97 
▲  BILLIONS  OF  DOLLARS 
•FEDERAL,  STATE,  AND  LOCAL  NON-DEFENSE  INVESTMENT  ON  EQUIP- 
MENT AND  STRUCTURES.  SUCH  AS  HIGHWAYS,  AIRPORTS,  SCHOOLS, 
AND  WATER-TREATMENT  FACILITIES 

Data:  Commerce  Dept.,  BusinessWeek 

the  much  slower  rate  of  growth  in  the 
use  of  many  public  services.  For  exam- 
ple, investment  in  schools  rose  87%  be- 
tween 1994  and  1999,  the  last  year  for 
which  figures  are  available.  While  some 
of  that  increase  was  catch-up  from  the 
previous  period,  the  number  of  students 
attending  elementary,  secondary,  and 
higher  education  programs  grew  only 
at  about  6%  from  1994  to  1999.  Similar- 
ly, spending  on  roads  and  bridges  far 
outpaced  the  growth  in  car  and  truck 
traffic.  With  the  economy  now  slowing 
and  budget  surpluses  falling,  policy- 
makers might  be  tempted  to  cut  public 
spending — but  that's  likely  to  slow 
growth  even  further. 


A  WAGE  GAP 
TOO  WIDE 

Black  women  trail  whites  by  13% 

Wages  for  black  women  are,  on  av- 
erage, 13%  lower  than  for  white 
women.  That's  the  finding  of  Marlene 
Kim,  an  economist  at  the  University  of 
Massachusetts  in  Boston.  Using  Labor 
Dept.  data  for  1999,  from  the  latest 
available  annual  survey,  Kim  calculates 
that  one-third  of  the  wage  gap  can  be 
explained  by  observable  differences  such 
as  education  levels  and  age. 

The  rest  of  the  gap,  nearly  nine  per- 
centage points,  is  not  accounted  for — 
and  is  larger  than  economists  expect- 
ed, she  says.  It  could  be  that  there  are 
differences  between  black  and  white 
women  that  go  unmeasured,  Kim  ex- 


plains, such  as  the  quality  of  their  edJ 
cation.  But  that's  not  likely  to  be  thj 
whole  story:  Discrimination  "is  almon 
certain  to  play  a  role,"  says  Kim. 


THERE'S  LIFE 
AFTER  NAPSTER 

Kids  don't  mind  paying  the  piper 


D 


o  Internet  sites  that  allow  free  m 
sic  downloads  spell  disaster  for  t 


M 


recording  industry?  Not  according 
new  research  in  the  Journal  of  Eo 
nomic  Issues  by  Terrel  Gallaway 
Southwest  Missouri  State  Universii 
and  Douglas  Kinnear  of  Colorado  Sta 
University.  They  find  that  even  wh< 
free  but  illegal  downloads  are  availah 
many  college  students  are  willing 
pay  to  download  songs  legally — althouj 
the  value  students  put  on  a  song  fa 
rapidly  in  the  months  after  its  releas 
They  also  find  no  change  in  the  CD-b 
ing  habits  of  most  music  downloaded 

Gallaway  and  Kinnear  surveyed  ne; 
ly  1,000  students  at  their  universiti 
in  the  fall  of  2000.  Almost  two-thirl 
downloaded  songs  from  the  Internet 
no  charge.  Half  of  those  with  downlo; 
said  they  would  pay  to  get  a  legal  co 
of  the  songs  they  want,  in  part  becai 
the  free  downloads  were  often  of  p 
quality.  But  the  value  of  a  song  f; 
rapidly:  Students  are  willing  to  p| 
$1.05,  on  average,  to  get  a  new  releai 
When  a  song  is  18  months  old,  stude: 
will  pay  only  270  (chart).  "After  a  f< 
months,  they  get  sick  of  it,"  GallavJ 
says.  The  authors  argue  this  meal 
copyright  holders  should  put  their 
ergy  into  getting  control  over  new 
sic  downloads — and  that  piracy  of  ol 
songs  can  be  prevented  "by  providin 
dirt-cheap,  legal  download." 

Students  are  still  buying  CDs.  Ab 
57%  of  those  with  downloads  report 
change  in  their 
CD-buying  habits. 
A  further  7%  pur- 
chased more  CDs 
after  the  chance 
to  sample  music 
by  downloading  it 
from  the  Internet. 
Even  downloaders 
who  cut  their  CD 
purchases  plan  to 
buy  about  six  CDS 
apiece  in  the  next 
year.  Like  nick  'n' 
roll,  it  seems  the 
recording  industry 
is  here  to  stay 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


U.S.  GROWTH  SLOWS- 

AND  FOREIGN  ECONOMIES  FEEL  THE  PAIN 

But  the  falloff  in  American  exports  is  limiting  U.S.  weakness 


US.  ECONOMY 
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If  you  want  a  vivid  illustra- 
tion of  America's  role  in  the 
dobal  slowdown,  consider  that  the  U.  S.  buys  up  near- 
y  one-fourth  of  the  rest  of  the  world's  exports.  And 
,he  growth  rate  of  the  volume  of  goods  coming  into 
.he  U.S.  has  swung  from  a  17%  annual  pace  last  au- 
umn  to  a  -5%  pace  currently.  No  wonder  many 
economies  abroad  are  struggling. 

To  an  important  extent, 
though,  the  rest  of  the  world's 
pain  is  America's  gain.  True, 
the  growing  weakness  in  ex- 
ports has  been  a  considerable 
drag  on  the  ailing  manufac- 
turing sector.  But  the  dropoff 
in  imports  is  acting  like  a 
shock  absorber,  because  much 
of  the  fallout  from  weaker  de- 
mand is  being  felt  by  foreign 
producers,  not  the  U.S.  econ- 
my.  A  decline  in  imports  is  improving  the  trade  deficit, 
/hich  has  shrunk  for  two  consecutive  quarters.  That 
as  contributed  a  small  plus  for  growth  in  real  gross 
omestic  product  in  both  the  first  and  second  quarters. 
In  this  particular  slowdown,  the  stabilizing  influence 
f  falling  imports  is  especially  large.  That's  because 
he  slump  is  concentrated  in  business-sector  cuts  in 
apital  spending  and  inventories,  mainly  for  tech-equip- 
lent.  About  36%  of  U.S.  dollar  outlays  for  capital 
oods  goes  to  imports.  For  tech  gear  alone,  imports  ac- 
3unt  for  about  16%.  That  means  foreign  companies — 
nd  countries — are  absorbing  a  large  share  of  the  bur- 
en  of  dealing  with  U.  S.  corporate  cutbacks.  One  case 
l  point:  Singapore  is  in  recession  mostly  because  its 
lipments  to  the  U.S.  of  semiconductors  and  other 
ich  components  have  plunged  dramatically. 

URTHER  PROOF  is  in  the  latest  trade  data.  For  the 
icond  time  this  year,  the  monthly  trade  deficit  shrank 
larply  and  surprisingly,  from  $32  billion  in  April  to 
28.3  billion  in  May.  Previously,  the  February  gap  had 
arrowed  unexpectedly,  suggesting  the  trend  toward 
/er-wider  deficits,  in  place  from  1998  to  2000,  has  re- 
ersed  course  (chart). 

In  May,  exports  broke  from  their  downward  trend, 
jsting  a  0.9%  rise,  reflecting  increases  in  oil-field  ma- 
linery  and  aircraft.  However,  imports  dropped  2.4% 
<r  the  second  month  in  a  row,  the  largest  two-month 


WHERE  IMPORT  GROWTH 
HAS  SLOWED  THE  MOST 
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decline  since  the  data  have  been  compiled  to  include 
both  goods  and  services.  Imports  of  semiconductors 
and  telecommunications  equipment  led  the  plunge, 
along  with  lower  imports  of  consumer  goods. 

For  the  total  capital-goods  sector,  the  impact  of  U.  S. 
imports,  especially  tech  equipment,  has  been  enormous. 
Since  hitting  a  peak  last  September,  price-adjusted  im- 
ports of  capital  goods  have  fallen  20%,  accounting  for 
more  than  80%  of  the  overall  decline  in  imports  (chart). 
The  dropoff  picked  up  speed  in  April  and  May,  as  cap- 
ital-goods imports  plunged  9%  and  5.6%,  respectively, 
after  declines  averaging  1.3%  from  January  to  March. 

Why  the  dramatic  fall? 
What  has  gone  largely  unno- 
ticed is  that  while  U.S.  com- 
panies were  busy  exporting 
the  New  Economy  overseas, 
they  had  been  importing  high- 
tech  gear  at  an  even  faster 
rate.  Indeed,  the  U.  S.  trade 
balance  for  capital  goods,  ex- 
cluding autos,  has  turned  sig- 
nificantly. In  1997,  the  capital- 
goods  balance  was  in  surplus 
by  almost  $30  billion.  By  the  end  of  last  year,  it  was  in 
deficit  by  more  than  $80  billion. 

Imports  will  almost  certainly  decline  further  in  com- 
ing months.  Businesses  are  still  adjusting  their  tech-re- 
lated capital  spending,  and  inventories  of  tech  equip- 
ment remain  high.  To  the  extent  that  excess  inventories 
of  tech  gear  are  imports,  the  burden  of  reducing  the 
overhang  will  fall  on  foreign  orders  and  production. 
However,  as  was  evident  in  the  second  quarter,  busi- 
ness-sector cutbacks  in  outlays  for  imported  equip- 
ment will  not  count  against  GDP  growth,  since  imports 
are  subtracted  from  GDP. 

The  trade  turnabout  not  only  supports  GDP  growth.  It 
also  means  that  the  burden  of  financing  the  U.  S.'s  ex- 
ternal debt  has  stopped  growing,  at  least  for  now.  At  a 
record  4.5%  of  GDP  in  2000,  however,  those  lOUs  remain 
enormous,  and  they  require  the  lion's  share  of  world 
savings  in  order  to  finance  them. 

SO  WHAT  ABOUT  THE  OTHER  SIDE  of  the  trade 

ledger?  Unfortunately,  U.S.  exports  are  also  sagging 
badly.  Despite  the  May  gain,  the  volume  of  exported 
goods  is  down  nearly  8%  from  its  peak  of  last  August. 
If  exports  had  managed  to  stay  at  their  August  level, 
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the  May  deficit  would  have  been  only  $24  billion. 
But  there's  little  reason  to  expect  a  recovery  any 
time  soon.  First  of  all,  economies  overseas  will  not 
pick  up  until  after  the  U.  S.  does.  In  the  second  quarter, 
growth  in  the  euro  zone  ground  to  a  halt,  with  German 
GDP  apparently  having  declined.  Export  weakness 
throughout  Europe  is  depressing  industrial  output  and 
employment,  which  will  weigh  on  domestic  demand  in 
the  second  half.  The  Japanese  economy  seems  certain  to 
shrink  at  least  through  the  third  quarter.  Growth  in 
emerging  Asian  economies  has  slowed,  although  not 
alarmingly  so,  outside  of  Singapore.  And  Latin  Ameri- 
ca is  beset  by  Argentina's  financial  woes  and  their 
spillover  to  Brazil.  Those  problems  will  drag  on  in  the 
second  half. 

SECOND,  THE  DOLLAR  remains  stronger  than  ever. 
Unlike  in  the  past,  when  interest-rate  cuts  by  the  Fed- 
eral Reserve  weakened  the  dollar,  this  time  around 
the  dollar  keeps  rising.  From  the  end  of  last  year 
through  mid-July,  the  trade-weighted  greenback  has 
risen  6.3%,  and  it  is  up  14.8%  from  the  end  of  1999,  a 
pattern  that  has  lifted  the  price  of  many  U.  S.  goods  in 
foreign  markets.  It  has  also  cut  deeply  into  the  profits 
of  U.  S.  multinational  companies,  as  those  earnings  are 
repatriated  back  in  the  U.  S. 

Continued  weakness  in  exports  is  one  reason  not  to 
expect  a  continued  narrowing  in  the  U.S.  trade  deficit 
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this  year.  Another  is  that  firmer  U.  S.  demand  expecl 
ed  in  the  second  half  should  lift  imports  once  agai 
The  latest  piece  of  evidence  on  that  is  the  Confe 
ence  Board's  composite  index  of  10  leading  indicator 
those  that  foreshadow  or  "lead"  economic  activity, 
rose  for  the  third  consecutive  month  in  June  (chart| 
That  hasn't  happened  since  1999,  just  before  the  indi 
turned  down,  signaling  the  current  slowdown 

A  U.S.  turnaround  will 
probably  cause  imports  to 
turn  up  before  exports  do. 
Consider  that,  excluding  oil, 
the  U.S.  now  spends  28#  out 
of  every  dollar  on  imported 
goods,  up  from  190  a  decade 
ago.  However,  imports  will 
not  come  storming  back.  The 
reason  comes  back  to  tech, 
where  the  upturn  will  be  slow 
to  develop,  given  the  glut  of 
equipment  and  the  steep  reversal  in  demand. 

The  irony  of  the  U.  S.'s  growing  dependence  c 
imports  is  that,  at  least  for  now,  the  nation  is  ben 
fiting  from  the  import-oriented  shrinking  in  the  tra( 
gap,   which   is   adding   to   overall   growth.   But 
yearend,  if  the  rest  of  the  world  doesn't  increase 
appetite  for  U.S  exports,  look  for  the  trade  gap  >i 
start  yawning  again. 
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AS  EXPORTS  EVAPORATE,  SO  MAY  TAX  CUTS 


After  outpacing  euro-zone 
growth  in  the  fourth  and  first 
quarters  by  a  percentage  point, 
Italy  is  now  joining  Europe's 
slowdown  parade.  Moreover,  a 
softer  economy  complicates  the  ef- 
forts of  Prime  Minister 
Silvio  Berlusconi's  new 
center-right  govern- 
ment to  deliver  its 
promised  tax  cuts, 
since  Rome's  finances 
are  deteriorating. 

Berlusconi's  victory 
and  clear  majority  in 
Parliament  has  buoyed 
business  and  consumer 
confidence.  Consumers 
are  especially  upbeat.  The  govern- 
ment's pledged  tax  cuts  would 
come  on  top  of  cuts  by  the  previ- 
ous government.  Hefty  pay 
awards  for  school  teachers  and 
civil  servants  will  keep  consumers 
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spending.  Plus,  lower  energy 
prices  are  pushing  down  inflation, 
which  is  lifting  purchasing  power. 
However,  gains  in  domestic  de- 
mand cannot  offset  the  impact  of 
the  global  slowdown  on  Italy's  ex- 
port-intensive econo- 
my. Second-quarter 
economic  growth 
ground  to  a  halt.  In 
May  both  industrial 
production  and  new 
orders  were  disap- 
pointing, and  their 
second-quarter  levels 
are  far  below  their 
first-quarter  averages, 
suggesting  that  manu- 
facturing is  in  a  recession. 

New  economic  weakness  and 
past  fiscal  largesse  mean  that  the 
public  deficit  will  total  at  least 
1.6%  of  gross  domestic  product 
this  year,  twice  the  2001  target  of 


0.8%  specified  in  the  euro  zone's 
Stability  Pact. 

In  addition,  the  government's 
five-year  economic  plan  for  2002- 
06,  released  on  July  19,  is  long  on 
ambition  and  short  on  details.  It 
forecasts  economic  growth  of  3.1^ 
in  each  of  the  next  five  years,  a 
feat  Italy  has  never  achieved.  It 
also  projects  a  balanced  budget 
by  2003,  which  private  economist 
say  is  impossible. 

For  the  second  half,  Berlus- 
coni's plans  will  focus  on  the  goal 
outlined  in  his  "first  100  days" 
package,  including  investment  in- 
centives, further  labor-market 
deregulation,  and  efforts  to  reduc 
the  underground  economy.  How 
ever,  Berlusconi  will  be  hard- 
pressed  to  show  the  euro  zone 
budgetary  discipline  without  do- 
laying  a  sizable  portion  of  his 
planned  new  tax  cuts. 
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credible 


They  said  it  couldn't  be  done.  Having  an  intelligent 
real-time  view  of  your  overall  business.  But  Allstate, 
Microsoft,  and  Sony  thought  it  possible.  They  discovered 
WebFOCUS,  an  i-business  solution  from  Information 
Builders,  the  leader  in  Web  business  intelligence.  And 
now  everyone  is  saying  "WebFOCUS  is  incredible." 
Why?  Because  we  allow  them  to  immediately  integrate 
and  leverage  data  from  disparate  or  complex  systems 
and  deliver  it  as  useable  information  via  the  Web. 
You  can  finally  share  accurate  information  across  your 
organization,  with  all  employees,  business  partners,  and 
customers.  WebFOCUS  puts  the  intelligence  in 
e-business,  enabling  you  to  outperform  competitors 
and  become  a  market  leader.  Now  that's  incredible. 

i-business:  from  information  to  intelligence 


*  ***' 


■ 


•*. 


j*  an 


Information 
Builders 

www.informationbuilders.com 
1.800.969.INFO 


Formation  Builders,  Inc.   All  trademarks,  registered  marks  and 
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TIME  TO 
REGROUP 

Genoa's  chaos  may  hasten  compromise  by 
the  free-traders  on  globalization  issues 


m 


David  Zirin,  a  third-grade 
teacher  in  a  Washington 
(D.C.)  elementary  school,  was 
outraged  at  the  violence  that 
marred  the  Group  of  Eight 
gathering  in  Genoa  on  July  22 
and  23.  But  Zirin,  who  went  to  Italy 
as  a  member  of  a  protest  group  called 
the  Mobilization  for  Global  Justice, 
blames  the  Italian  police  as  much  as 
the  extremists  who  provoked  them.  If 
anything,  he  claims,  the  chaos  in  Genoa 
will  only  serve  to  galvanize  the  anti- 
globalization  push.  "It'll  have  a  chilling 
effect  if  by  chilling  you  mean  people 
are  more  serious  and  understand  the 
stakes,"  says  Zirin,  27,  who  vows  to  get 
right  back  out  on  the  streets  when  the 
International  Monetary  Fund  and  the 
World  Bank  convene  in  Washington  in 
late  September.  "If  chilling  means  it'll 
cool  off  the  movement,  absolutely  not." 
The  movement,  no  doubt,  will  go  on. 
Despite  the  ugly  scenes  from  Genoa, 
governments  are  forging  ahead  with 
their  planned  round  of  upcoming  meet- 
ings beginning  with  Washington.  Just 
as  fervently,  demonstrators  are  gearing 
up  for  more  noisy  confrontation  over 
the  perceived  ills  of  globalization.  U.  S. 
groups  are  organizing  to  bring  tens  of 
thousands  of  peo- 


ple to  the  capital. 
Protesters  also  are 
planning  actions  in 
Western  capitals 
to  coincide  with 
the  November 
meeting  of  the 
World  Trade  Orga- 
nization    in     the 


SHOCK  WAVES 


The  bloodshed  at 
the  G-8  summit 
has  led  to  soul- 
searching  on 
both  sides  of  the 
police  lines 
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small  Arabic  country  of  Qatar.  Bruno 
Bassen,  director  of  attac  France,  a 
French  anti-globalization  group,  says  his 
members  will  meet  to  review  their 
methods  after  the  Genoa  violence.  "But 
that  doesn't  mean  at  all  that  we  will 
3top  demonstrating." 
STILL  MARCHING.  Meanwhile,  protest 
groups  intend  to  keep  up  their  activities 
igainst  specific  companies,  from  gar- 
Dent  makers  to  drug  manufacturers. 
We  have  a  commitment  to  talk  about 
corporate  globalization  in  the  U.S.  and 
Bound  the  world,"  says  Fred  Azcarate, 
he  head  of  Jobs  with  Justice,  a  grass- 
•oots  labor  group  in  Washington  that, 
ilong  with  churches  and  environmen- 
alists,  plans  to  protest  September's 
beetings. 

Still,  the  bloodshed  in  Genoa  has 
>rompted  plenty  of  soul-searching  all 
iround.  The  death  of  a  protester  amid 
wirling  riots  led  some  groups  to  ques- 
ion  the  value  of  peaceful  protests  when 
hey  get  hijacked  by  those  bent  on 


wreaking  havoc.  In  the  wake  of  that 
death,  many  moderate  groups  boycotted 
the  remainder  of  the  Genoa  demonstra- 
tions. Political  leaders,  as  well,  were 
left  groping  for  a  way  to  hold  such 
meetings  without  seeming  to  withdraw 
into  a  bunker,  as  was  the  case  in  Genoa. 
In  the  long  run,  it  will  be  progress  on 
issues  that  will  blunt  the  backlash 
against  unfettered  globalization.  Sur- 
prisingly, when  all  the  smoke  and  tear 
gas  clears  in  Genoa,  a  meeting  of  minds 
on  many  issues  is  not  as  farfetched  as  it 
seems.  "The  demonstrators  this  past 
week  were  sometimes  strident — and  we 
must  condemn  violence — but  there  are 
underlying  concerns  about  globalization 
that  are  serious  and  need  to  be  ad- 
dressed," Citigroup  Inc.  Co-Chairman 
Robert  E.  Rubin  told  the  Senate  Bank- 
ing Committee  on  July  25.  Corporate 
and  government  leaders  are  already  re- 
sponding to  some  of  the  concerns  that 
brought  out  the  crowds.  The  G-8  leaders 
endorsed  debt  relief  and  agreed  to  pay 


HOW  TO  BLONT 

THE  ANTI-GLOBALIZATION 

BACKLASH 

LABOR  Early  this  year, 
Boeing,  Caterpillar,  and 
others  explored  linking  la- 
bor rights  to  trade  pacts. 
One  idea:  Instead  of  trade 
sanctions,  companies  that 
violate  labor  laws  could  be 
fined.  Unions,  congression- 
al Democrats,  and  even 
moderate  Republicans  might  go  along. 

ENVIRONMENT 

Mainstream  envi- 
ronmental groups 
will  continue  to 
push  the  U.S.  to 
go  along  with  Ky- 
oto. To  diffuse  ten- 
sions, institutions 
such  as  the  IMF 
and  the  World  Trade  Organization  might 
find  a  way  to  incorporate  environmental 
standards  into  global  trade  pacts. 

GLOBAL  INEQUALITY 

G-8  leaders  in  Genoa 
agreed  to  pursue  debt 
relief  for  poor  countries. 
They  also  put  up  an  initial 
$1.3  billion  to  help  com- 
bat AIDS  and  other  dis- 
eases. More  such  steps 
would  help  ease  protests. 
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an  initial  $1.3  billion  to  combat  aids  and 
other  diseases  in  poor  countries.  And 
on  July  22,  the  G-8,  with  the  exception 
of  the  U.  S.,  agreed  to  the  Kyoto  global 
warming  pact  (page  28). 

Some  companies  are  looking  for  new 
approaches,  too.  Early  this  year,  Boeing, 
Caterpillar,  and  other  big  U.  S.  exporters 
began  reconsidering  their  implacable  op- 
position to  linking  environmental  and 
labor  rights  to  world  trade  rules.  Both 
the  Business  Roundtable  and  a  corpo- 
rate group  called  the  Emergency  Com- 
mittee for  Trade  began  casting  about 
for  a  new  tack.  The  initial  idea:  Instead 
of  the  trade  sanctions  business  abhors, 
the  WTO  could  fine  companies  that  vio- 
late labor  rights  or  damage  the  envi- 
ronment. For  now,  though,  the  Bush 
Administration  and  House  GOP  leaders 
have  rejected  such  an  approach.  Instead, 
House  Majority  Leader  Richard  K. 
Armey  (R.-Tex.)  is  trying  to  muscle  a 
fast-track  trade  bill  through  Congress  to 
give  the  President  authority  to  sign 
pacts  without  tough  labor  or  environ- 
mental rules.  Armey  and  other  House 
leaders  hope  to  line  up  enough  support 
to  call  a  vote  by  early  August. 

If  they  succeed,  the  upshot  is  yet  an- 
other trade  battle  that's  sure  to  inflame 
protesters  rather  than  tame 
them.  On  July  25,  the  AFL-cio  be- 
gan running  TV  ads  against  the 
vote  in  19  Congressional  districts. 
"If  they  pass  fast-track  with  a 
pretext  of  labor  and  environmen- 
tal rules,  it  would  create  a  huge 
amount  of  ill  will  and  push  us  to 
redouble  our  efforts,"  says  afl- 
cio  trade  expert  Thea  M.  Lea. 
MOON  SHOT.  The  WTO  powwow  poses 
more  of  a  challenge  because  Qatar  is  a 
small,  closed  country  with  few  accom- 
modations. Still,  protest  groups,  as  well 
as  the  AFL-cio  and  European  unions, 
plan  to  mount  rallies  and  work  stop- 
pages in  their  home  countries  during 
the  meeting.  "They  can  go  to  the  moon, 
and  we'll  be  there  one  way  or  the  other 
until  they  make  the  policy  changes  we 
are  demanding,"  says  Lori  Wallach,  head 
of  Public  Citizen's  Global  Trade  Watch. 
Large  corporations  will  continue  to 
feel  the  heat  right  along  with  govern- 
ments. That's  misguided,  many 
business  leaders  insist.  "People 
focus  a  lot  of  pent-up  frustration 
about  a  lot  of  issues  on  a  single 
concept  called  globalization — a 
concept  that  is  much  more  com- 
plicated than  some  of  the  people 
who  talk  about  it  want  to  admit," 
says  McDonald's  Corp.  ceo  Jack 
M.  Greenberg. 

Others  add  that  the  stepped 
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up  public  pressures  risk  being  counter- 
productive. Although  Occidental  Petro- 
leum Corp.  Communications  Vice-Presi- 
dent Lawrence  P.  Meriage  says  the 
company  talks  regularly  with  groups 
such  as  Human  Rights  Watch  and  the 
World  Wildlife  Fund,  "you  can't  have 
serious  discussion  with  people  talcing  to 
the  streets." 

Nonetheless,  critics  have  new  attacks 
in  the  works  against  corporations,  in- 
cluding some  linked  to  the  larger  anti- 
globalization  efforts.  Oxfam  UK,  a  British 
group,  plans  to  step  up  its  battle  to  get 


Pfizer  and  other  drug  manufacturers  to 
provide  free  or  low-cost  drugs  to  poor 
countries,  says  spokesman  Arup  Biswas. 
It's  also  pressuring  companies  to  op- 
pose WTO  rules  on  drug  patents  that 
keep  prices  high  in  developing  coun- 
tries, unite,  the  U.S.  garment  work- 
ers union,  soon  will  launch  a  campaign, 
tied  to  the  September  IMF/World  Bank 
meetings,  against  large  retailers  that 
buy  goods  made  in  sweatshops.  And  on 
July  24,  a  few  dozen  people  picketed 
Exxon  Mobil  Corp.'s  London  offices  to 
protest  the  "watered  down"  Kyoto  pact. 


Yet  violent  images  from  Genoa  aside 
mainstream  protesters  and  business  and 
political  leaders  remain  hopeful  they' 
work  out  their  differences,  at  least 
someday.  But  until  marchers  are  con 
vinced  that  the  issues  they  feel  so  pas 
sionate  about  get  a  fair  hearing,  they'l 
go  right  on  making  life  difficult  for  gov 
ernments  and  companies  alike. 

By  Aaron  Bernstein  with  Lorraint 
Woellert  and  Paul  Magnusson  in  Wash 
ington,  David  Fairlamb  in  Genoa 
Christina  White  in  Paris,  and  Michae] 
Arndt  in  Chicago,  and  bureau  reports 


COMMENTARY 


By  Paul  Raeburn 


THE  CLIMATE  PACT: 
IS  THE  FORECAST  BRIGHT? 


While  anti-globalization  protesters 
in  Genoa  commanded  the 
world's  TV  coverage,  environ- 
ment ministers  meeting  in  Bonn,  Ger- 
many, took  a  step  toward  a  post-pe- 
troleum world.  The  world's  biggest 
energy  users — with  the  notable  excep- 
tion of  the  U.  S. — agreed  to  set  limits 
on  emissions  of  the  green- 
house gases  that  can  lead  to 
global  warming.  They  estab- 
lished penalties  if  the  limits 
weren't  met.  And  they  creat- 
ed programs  to  trade  emis- 
sions credits  and  encourage 
emissions  reductions  in  de- 
veloping countries. 

The  agreement  has  left 
the  U.  S.  isolated  on  the  is- 
sue of  climate  change.  That 
leaves  a  big  hole  in  the 
treaty.  The  U.S.  is  responsi- 
ble for  25%  of  global  green- 
house-gas emissions.  Presi- 
dent Bush,  who  withdrew  from  the 
Kyoto  Protocol  earlier  this  year,  has 
yet  to  offer  an  alternative. 

Does  that  mean,  as  critics  and  the 
Administration  contend,  that  without 
the  U.  S.,  progress  will  be  impossi- 
ble? Not  at  all.  The  accord  repre- 
sents an  important  step.  It  extends 
the  1997  Kyoto  Protocol,  which  called 
upon  industrialized  countries  to  cut 
emissions  to  at  least  5%  below  1990 
levels  by  2012 — or  some  20%  below 
likely  emissions  levels  without  a  cap. 
"This  is  no  more  smoke-and-mirrors," 
says  Connie  Holmes,  a  vice-president 
at  the  National  Mining  Assn., 


which  represents  coal  producers. 

Such  reductions  will  not  happen,  of 
course,  if  nations  do  not  abide  by  the 
accord.  But  there  are  reasons  to  think 
they  will.  For  one,  meeting  the  limits 
may  not  be  as  tough  as  some  believe. 
Although  some  studies  have  suggest- 
ed limiting  emissions  will  bring  devas- 


decade,  so  economic  dislocation  was 
minimized.  And  the  accord  first  applied 
only  to  industrialized  nations,  but  now 
includes  developing  countries.  "The  at- 
mospheric concentration  of  these  com- 
pounds is  coming  down — it  was  effec- 
tive," says  Mack  McFarland,  principal 
environmental  scientist  at  DuPont. 

The  Kyoto  Protocol  will  be  far 
tougher  to  implement,  but  it  is  expect- 
ed to  follow  the  same  path:  Limits  will 
slowly  be  tightened  and  extended  to 
developing  countries.  The  Bonn  deal 
establishes  a  fund  to  help  developing 
countries  adapt,  and  allows  industrial- 
ized countries  to  get  credits  by  invest- 
ing in  energy-efficient  projects  abroad. 
Some  companies  in  the 
U.  S.  have  already  embraced 
the  goals  of  Kyoto.  DuPont 
has  pledged  by  2010  to  re- 
duce its  greenhouse  emissions 
to  65%  below  1990  levels.  The 
company  has  shown  it  can 
live  up  to  its  promises:  It  was 
once  the  world's  largest  mak- 
er of  cfcs,  but  now  has 
ceased  production. 


ENVIRONMENTAL  ACTIVISTS 


tating  economic  conse- 
quences, other  studies 
that  rely  more  on  energy 
conservation  and  efficien- 
cy suggest  limits  can  be  reached  with- 
out too  much  economic  pain.  Cutbacks 
in  coal  and  oil  will  be  partly  offset  by 
gains  in  conservation  and  alternative 
energy  technologies. 
GRADUALISM.  Another  reason  for  opti- 
mism is  that  there  is  a  precedent  for 
this  accord:  the  1987  Montreal  Protocol 
to  reduce  production  of  the  cfcs  that 
harm  the  ozone  layer.  As  in  Kyoto, 
CPC  production  limits  were  only  gradu- 
ally tightened  over  the  course  of  a 


The  Bonn  agreement  puts 
to  rest  the  notion  that 

the  rest  of  the  world  would  wait  for  U.S. 

input  before  setting  greenhouse-gas  limits 


The  Kyoto  Protocol  and  Bonn  ac- 
cord will  cause  economic  disruption, 
especially  in  fossil-fuel  industries.  Hut 
the  scientific  consensus  is  that  failure 
to  take  action  could  lead  to  wide- 
spread droughts,  disruption  of  agricul- 
ture, and  flooding  of  coastal  cities. 
That  would  create  far  more  economic 
devastation  than  Kyoto. 


Senior  writer  Raeburn  covers  Hie  cu 
vironment  from  Nciv  York. 
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COMMENTARY 

By  Rich  Miller  and  David  Fairlamb 


HOW  TO  AVOID  A  FREE-FALLING  DOLLAR 


President  Bush  was  getting  ready 
to  head  off  to  his  first  economic 
summit  with  the  Group  of  Eight 
in  Genoa  when  he  accidentally  trig- 
gered a  tempest  in  the  currency 
market.  In  an  interview  with  foreign 
reporters  on  July  18,  Bush  said  the 
strong  dollar  has  "pluses  and  minus- 
es" for  the  U.  S.  and  that  it  was  up 
to  the  markets  to  decide  its  fate. 
Whoops.  That  less-than-ringing  en- 
dorsement helped  trigger  a  sharp  3% 
slide  against  the  euro,  as  speculators 
bet  that  the  Administration  was 
shifting  gears  and  wanted  the  dollar 
to  fall.  Treasury  Secretary  Paul  H. 
O'Neill,  who  made  a  similar  gaffe 
earlier  in  the  year,  scrambled  to  the 
rescue,  spending  the  next  week  talk- 
ing up  the  dollar.  Make  no  mistake, 
he  asserted:  The  Administration  still 
believes  in  a  strong  dollar.  By  July 
25,  the  greenback  had  recouped 
much  of  its  losses. 

Bush's  loose  lips  could  have  turned 
into  something  far  worse  than  your 
run-of-the-mill  Presidential  faux  pas. 
True,  there  may  very  well  be  some 
good  political  and  economic  reasons 
for  the  Administration  to  want  a  mod- 
erately weaker  dollar.  But  it  can't  af- 
ford to  say  so  outright,  for  fear  of  dis- 
rupting the  market  and  triggering  a 
dollar  free  fall.  The  very  fact  that  the 
dollar  has  reached  such  stratospheric 
levels  puts  it  in  a  particularly  vulnera- 
ble point.  The  reason:  With  a  shaky 
stock  market,  a  stagnant  economy, 
and  a  bulging  trade  deficit,  the  slight- 
est sign  of  a  downturn  in  the  dollar 
could  send  currency  investors  and 
speculators  stampeding  for  the  exits. 
EUROPEAN  PRESSURE.  At  the  same 
time,  pressure  for  a  policy  change  is 
mounting.  Such  companies  as  H.J. 
Heinz,  Sherwin-Williams,  software  se- 
curity maker  Symantec,  Kimberly- 
Clark,  Pfizer,  and  International  Paper 
have  complained  that  the  strong  dollar 
has  hurt  their  profits.  A  weaker  dollar 
would  boost  their  exports  and  spur 
the  sluggish  economy.  Farmers  and  la- 
bor unions  are  unhappy,  too.  Not  sur- 
prisingly, Congress  is  responding.  At  a 
hearing  on  July  25,  lawmakers  asked 
former  Treasury  Secretary  Robert  E. 
Rubin  if  the  time  is  right  to  talk  down 
the  dollar.  Rubin,  now  co-chairman  at 
Citigroup  Inc.  said,  no  way. 

Europe  is  also  angling  for  a  shift 


in  the  U.S.  stance.  The  leaders  of 
Germany,  France,  and  Italy  pressed 
Bush  to  join  them  in  calling  for  a 
lower  dollar.  They  argued  that  the 
strong  greenback  pushes  up  inflation 
in  Europe  by  driving  up  the  cost  of 
imported  commodities,  energy,  and 


A  LONG  UPWARD  MARCH 
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other  products  priced  in  dollars. 
That's  preventing  the  European  Cen- 
tral Bank  from  cutting  rates.  "The 
dollar's  strength  is  having  a  negative 
impact  on  the  global  economy,"  one 
Italian  government  official  said. 

But  the  Administration  dare  not 
accede  to  demands  for  a  weaker  dol- 
lar because  that  would  risk  sparking 
the  very  crash  it  seeks  to  avoid.  A 
collapse  would  send  shock  waves 
through  the  U.  S.  economy,  pushing 
rates  higher  and  the  stock  market 
lower  as  foreign  investors  yanked 
money  out  of  the  U.  S.  en  masse. 

The  chance  of  a  crash  might  seem 
remote,  given  that  the  greenback's 
rise  has  been  fueled  by  the  belief 
that  the  U.  S.  economy  remains  a 
better  bet  than  Europe's  or  Japan's. 
But  policymakers  can't  afford  to  ig- 
nore the  risk.  While  O'Neill  has  pub- 
licly played  down  the  possibility,  pri- 
vately some  Administration  officials 
are  worried.  So,  too,  are  their  Euro- 
pean counterparts.  A  whiff  of  what 
could  happen  came  when  the  dollar 
tanked  before  the  summit,  in  part 
due  to  the  mix-up  over  Bush's  re- 
marks. It  shed  that  3%  in  just  a  day. 

Adding  to  the  currency's  vulnerabil- 
ity: In  recent  months,  foreign-capital 
inflows  have  shifted  away  from  direct 
investment  in  plant  and  equipment  to 
more  mercurial  investments  in  stocks 
and  bonds.  They  can  be  yanked  out  at 
a  moment's  notice.  With  the  U.  S. 
needing  $30  billion  a  month  in  foreign 
capital  to  finance  its  current-account 
deficit,  even  a  modest  change  in  in- 
vestor sentiment  could  have  devastat- 
ing effects.  If  the  U.  S.  economy  fails 
to  pick  up  later  this  year  as  investors 
expect,  the  dollar  could  be  in  for  a 
tough  time,  some  analysts  say. 

So  the  Administration  is  left  with 
vehemently  denying  any  suggestion 
that  it's  gone  soft  on  the  greenback 
or  is  abandoning  the  strong  dollar 
policy  of  its  predecessor.  The  trouble, 
though,  is  the  more  the  Administra- 
tion pounds  its  chest  about  its  alle- 
giance to  the  strong  dollar,  the  high- 
er it  encourages  the  currency  to  go. 
And  the  bigger  its  dilemma  gets. 


Miller  covers  economic  policy  from 
Washington.  Frankfurt-based 
correspondent  Fairlamb  contributed 
from  Genoa. 
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News:  Analysis  &  Commentary 


EXECUTIVE  SUITE 


REENGINEERING' 
AT  MERRILL  LYNCH 

O'Neal  must  reverse 
i  huge  earnings  slide 


When  Merrill  Lynch  & 
Co.'s  board  met  on 
July  23  for  the  an- 
lounced  purpose  of  approv- 
ng  the  company  dividend, 
nsiders  suspected  that  some- 
hing  bigger  was  afoot.  For  a 
nonth,  rumors  had  swirled 
nside  the  largest  retail  bro- 
:erage  in  the  U.S.  that 
Chairman  and  ceo  David  H. 
(omansky  was  under  pres- 
ure  from  the  board  to  name 
lis  successor  before  his 
earend  deadline  in  order  to 
estore  "clarity"  to  leader- 
hip,  says  a  senior  executive. 
With  the  firm  posting  a 
1%  decline  in  second-quar- 
er  earnings,  to  $541  million, 
he  directors  were  apparently  unwill- 
lg  to  wait  that  long.  Komansky  insists 
hat  the  board  didn't  pressure  him,  but 
ne  very  next  day,  he  named  head  of 
rivate  client  services  E.  Stanley  O'Neal 
s  president — abruptly  shoving  aside 
effrey  M.  Peek,  head  of  asset  manage- 
lent  and  the  other  top  contender. 

O'Neal,  49,  is  in  line  to  become  the 
rst  African- American  CEO  of  a  major 
/all  Street  brokerage.  O'Neal  has  plenty 
f  claim  to  the  top  slot.  He  has  mastered 
rery  job  he  has  had  in  his  15-year-career 
t  Merrill — ranging  from  investment 
anking  to,  more  re- 
mtly,  running  the 
rm's  core  brokerage 
anchise.  He  also 
jlped  Komansky  clean 
3  the  mess  left  in  the 
ake  of  the  1998 
ussian  currency  crisis. 
Stan]  performed  spec- 
cularly  in  all  of  those 
isignments,"  Koman- 
:y  said  in  an  inter- 
ew  with  Business- 
'eek.  "I  feel  very 
nfident  that  he  is  ca- 
ible  of  making  the  de- 
dons  that  have  to  be 
ade  over  the  next  five 
ears  in  this  industry." 
Komansky,  62,  cred- 
5  O'Neal  with  man- 


FIGHTING  FOR  ASSETS 
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aging  a  dramatic  shakeup 
of  Merrill's  hidebound  bro- 
kerage culture,  which  was 
under  siege  by  upstart  dis- 
count brokers  such  as 
Charles  Schwab  Corp. 
"What  [O'Neal]  has  been 
doing  is  reengineering  a 
business  that  has  basically  been  follow- 
ing the  same  model  for  many  years," 
says  Komansky. 

The  axman,  as  O'Neal  is  called  by 
some  in  the  firm,  announced  that  he 
would  cut  2,000  of  Merrill's  thundering 
herd  of  15,000  U.  S.  brokers  months  af- 
ter taking  charge  of  them  in  February, 
2000.  Initially,  O'Neal  set  out  to  beat 
back  the  likes  of  Schwab  by  matching 
their  cheap  trading  fees.  But  he  quickly 
raised  the  bar  by  targeting  the  ultrarich 
clients  of  top-drawer 
firms  such  as  Goldman, 
Sachs  &  Co.  and  J.  P. 
Morgan  Chase,  forcing 
his  brokers  to  concen- 
trate on  clients  with 
$1  million  or  more. 
Meanwhile,  he  shuffled 
those  with  more  mod- 
est assets  to  call  cen- 
ters. "Merrill  should 
focus  on  doing  more 
business  with  their 
best  customers  rather 
than  being  all  things 


to  all  people.  That's  the  discipline  that 
O'Neal  will  bring  to  the  firm,"  says  Hen- 
ry McVey,  securities  industry  analyst 
at  Morgan  Stanley  Dean  Witter. 

Insiders    expect    O'Neal    to    push 
through  similar  painful  makeovers  at 
Merrill's  institutional  and  asset  manage- 
ment businesses.  Although  O'Neal  is 
mum  on  specifics,  he  clearly 
thinks  Merrill  needs  to  be- 
come more  sophisticated  and 
tailor  its  services  more  close- 
ly to  its  clients'  needs — across 
both  its  retail  and  institution- 
al businesses.  "We're  in  the 
first  stage  of  an  evolution," 
O'Neal  says. 

MOTIVATOR?  So  far,  the  evi- 
dence that  O'Neal  has  im- 
proved Merrill's  retail  ser- 
vices is  mixed.  It  has  pulled 
in  fewer  assets  worldwide 
than  Schwab  for  three  out  of 
the  past  four  quarters.  Still, 
O'Neal's  cost-cutting  boosted 
pretax  margins  in  U.S.  pri- 
vate client  services  by  2% 
year-over-year  in  the  second 
quarter.  By  training  brokers 
to  offer  more  sophisticated 
advice  to  wealthier  clients, 
O'Neal  may  have  laid  the 
foundation  for  faster  growth. 
"O'Neal  needs  to  strike  the 
right  balance  between  cost- 
cutting  and  growing  rev- 
enues," says  Amy  S.  Butte, 
trimming  aneaa  securities  industry  analyst  at 

Bear,  Stearns  &  Co. 
He  needs  to  motivate  his  troops,  too. 
Many  expect  Peek  and  other  aspirants 
for  the  top  job  to  walk  out  the  door, 
and  many  of  his  brokers  are  reeling 
from  O'Neal's  drastic  cost-cutting.  Oth- 
ers are  critical  of  his  "clinical,"  "me- 
chanical" management  style.  Yet  O'Neal 
says  a  recent  morale  survey  showed 
that  employees  in  private  client  ser- 
vices are  happier  than  they  have  been 
during  past  downturns  and  in  other  di- 
visions. "I  would  love  to  be  able  to  say 
one  can  implement  change  and  have 
every  single  individual  agree  with 
everything  that  has  been  changed.  But 
the  reality  is,  the  world  is  not  struc- 
tured that  way,"  he  says.  "I  am  confi- 
dent we're  on  the  right  track."  That 
may  be  so,  but  O'Neal  needs  to  makes 
sure  that  it  is  also  the  express  lane. 
By  Emily  Thornton  in  New  York 


FOCUS  ON  CUTS 
O'Neal  axed  2,000 
brokers  last  year. 
There  may  be  more 


BusinessWeek  online 


For  an  audio  interview  with  O'Neal  and 

Komansky,  go  to  the  Aug. 6  issue  at 

www.businessweek.com 
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COMMENTARY 


By  Howard  Gleckman 


DRUGS  FOR  SENIORS:  GETTING  IT  RIGHT 


Creating  a  prescription  drug  benefit 
for  seniors  is  about  to  become 
Washington's  Next  Big  Thing. 
President  Bush  wants  to  do  it.  Conser- 
vative Republicans  back  the  idea.  So  do 
liberal  Democrats.  And  Congress  has 
put  aside  $300  billion  over  the  next 
decade  to  pay  for  one. 

But  so  far,  lawmakers  are  at  an  im- 
passe, and  negotiations  on  a  draft  plan 
are  stalled  in  the  Senate  Finance  Com- 
mittee. No  one  can  agree  on  how  big  a 
benefit  to  offer,  what  the  premiums 
should  be,  or  whether  to  tie  a  drug  pro- 
gram to  reform  of  Medicare,  the  federal 
health  insurance  program  for  seniors. 

Why  is  this  so  hard?  More  than  90% 
of  workers  already  get  drug  coverage 
through  their  employers,  but  the  price 
tag  for  such  plans  is  too  high  for  Con- 
gress to  simply  copy  the  best  of  them. 
In  just  25  years,  Medicare  is  expected 
to  absorb  nearly  one-quarter  of  the  fed- 
eral budget  and  4.3%  of  gross  domestic 
product — nearly  twice  today's  level.  Add 
Social  Security  and  the  Medicaid  health 
program  for  the  poor,  and  every  dollar 
of  anticipated  government  funds  will  go 
to  retirees,  leaving  other  federal  pro- 
grams nothing.  A  drug  benefit  will  cost 
hundreds  of  billions  of  dollars  more. 
TRADE-OFFS.  Then  there's  the  issue  of 
who  should  get  benefits.  All  se 
niors,  or  only  the  poorest? 
Those  with  high-cost  cata 
strophic  illnesses?  Or  per- 
haps seniors  with  chron- 
ic diseases  such  as 
diabetes?  Even  $300 
billion  won't  fund  it  all. 
"Are  we  going  to  have 
to  do  some  trade-offs? 
You  betcha,"  says  aarp 
chief  health  lobbyist  Pa- 
tricia Smith. 

Congress  should  start  by 
offering  coverage  to  all  se- 


niors, not  just  the  poor.  It  should  be 
tied  to  broad  reform  of  Medicare  that 
would  rely  more  on  private  insurers  and 
competition.  And  reforms  should  spread 
the  rising  costs  among  insurers,  drug- 
makers,  taxpayers,  and,  yes,  seniors. 
Forcing  government  to  carry  the  weight 
will  bankrupt  the  program. 

Reform  is  essential.  Medicare  has 
failed  to  keep  up  with  dramatic  changes 
in  both  medicine  and  insurance  since  its 
creation  in  1965.  Most  private  policies 
steer  patients  to  managed  care,  thus 
limiting  their  choices  of  doctors  and 
hospitals.  But  they  also  cover  drugs,  fo- 
cus on  preventive  care,  and  protect 


Adding  a  drug  benefit 
without  reforming 

Medicare  won't  solve 
the  cost  problem 


against  catastrophic  illness  by  capj  < 
policyholders'  out-of-pocket  expens 
By  contrast,  Medicare  lets  patients 
their  own  doctors,  but  offers  no  di  i 
benefit,  is  slow  to  cover  preventiv  i 
screenings  such  as  mammograms, 
provides  little  insurance  against  si 
high-cost  illnesses  as  cancer.  Says*  t 
White  House  economist  Mark  McC  L 
Ian:  "Everybody  is  expecting  to  sf  u 
more  for  health  care  for  seniors.  1  .to 
question  is,  are  we  really  going  to  III 
ernize  the  program?" 

Because  Medicare  benefits  are  i  m 
spotty,  about  two-thirds  of  seniors  I 
extra  insurance.  Some  are  coverec  hi 
ex-employers.  Others  buy  supplen  Hfi 
insurance,  known  as  Medigap,  or  i 
enrolled  in  Medicare  managed-car  ti 
grams.  The  poorest  seniors  are  eli  ■ 
for  Medicaid,  and  others  participa  r. 
state  programs  (page  33). 

But  some  types  of  coverage  m; 
prove  unreliable  in  the  long 


run.  In  1994,  abo 

of  big  employers  o 

retiree  health  benefit 

2000,  only  24%  did.  The  < 

a  Medigap  policy  has  balloone 

$100  a  month  or  more.  A  drug  b 

adds  another  20%.  And  iimos?  D 

have  abandoned  the  Medicare  m 

Others  are  slashing  drug  benefit 

ty  percent  of  beneficiaries  have 


RX  FOR  A 
PRESCRIPTION 
DRUG  PLAN 


These  elements  should  be 
part  of  any  Medicare  drug 
plan  designed  by  Congress: 


BROAD-BASED 
REFORM  The  basic 
structure  of  Medicare 
is  outdated.  Without 
fundamental  reform, 
the  program's  costs 
will  explode. 


UNIVERSAL 
COVERAGE  Make 
the  program  available 
to  all  seniors,  not  just 
the  poor.  Design  it  to 
attract  healthier  peo- 
ple when  their  need 
for  drugs  is  modest. 


MARKET  RELIANCE 

Rather  than  mandat- 
ing prices,  the  plan 
should  allow  competi- 
tion that  permits 
insurers  to  buy  in 
bulk.  That  should 
help  trim  drug  costs. 


ADD  OPTIOI  Mp 

Offering  a  lim 
of  coverage  c 
will  help  seni 
plans  to  their 
without  overv* 
them  with  toe 
options. 
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or  crappy  coverage,"  says  Urban 
ute  senior  fellow  Marilyn  Moon, 
urance  is  drying  up  just  as  medicine 
ring  more  on  drugs.  In  the  U.S., 
spending  rose  19%,  to  $132  billion, 
0,  according  to  the  National  Insti- 
or  Health  Care  Management.  For 
s,  the  yearly  tab  nears  $1,000. 
I  adding  a  drug  benefit  alone — 
lit  making  it  part  of  broad 
are  reform — won't  solve  the  prob- 
^  key  element  should  be  more  re- 
on  private  insurers,  who  can  cut 
by  negotiating  lower  prices  from 
acturers.  "Competition  works,"  in- 
Vlan  F.  Holmer,  president  of  the 
laceutical  Research  &  Manufactur- 
America,  a  drug  lobby. 
ENIORS  DECIDE.  The  best  way  to 
he  is  right:  Add  a  drug  benefit  to 
i  onal  Medicare.  And  let  insurers 
:he  most  cost-effective  plans  they 
hen  let  seniors  pick  among  the  of- 
i.  If  managed  care  fulfills  its 
*e  of  better  and  cheaper  care,  it 
fer  lower  rates  or  greater  benefits, 
seniors  can  stick  to  their  old  plans, 
drug  plan  will  work  if  out-of-pocket 
ire  too  high.  Lawmakers  believe 
that  the  elderly  will  decline  a 
benefit  if  monthly  premiums 
top  $25.  One  way  to  keep 
costs  low  is  to  cover  as  many 
people  as  possible.  All  seniors 
be  eligible — and  be  pushed  to  sign 
soon  as  they  join  Medicare.  Other- 
hey  won't  buy  coverage  until  they 
i  k,  and  costs  will  skyrocket.  Of 
I    healthy  seniors  will  demand  at- 
I  e  benefits.  That  means  protection 
I  .  big  out-of-pocket  costs.  Still,  all 
f    »  poorest  should  pay  the  first  $250 
•efore  insurance  kicks  in. 
plan  is  going  to  be  costly,  but  it 
boiil  iffer  valuable  trade-offs.  The  elder- 
;of  have  to  pick  up  a  greater  share  of 
ealth  costs,  but  they  should  also 
ter  care.  Drug  companies  and  in- 
can  expect  to  see  their  margins 
t  they'll  have  a  bigger  market  to 
e  in.  Taxpayers  will  pay  more,  but 
lay  be  kept  under  control.  Jeff 
ix,  a  senior  economist  at  the  Pro- 
e  Policy  Institute,  calls  it  all  "a 
major  leap  of 
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xpayers  bear 
nt  of  spiking 
:osts.  insur- 
npanies,  docs, 
s,  drug  com- 
and  seniors 
lare  costs. 


faith."  Everyone 
agrees  on  the 
need.  It's  time 
now  to  work  out 
the  details. 

GLeckman  covers 
economic  issues 
from  Washington. 


DRUG  BENEFITS 

THE  STATES  STEP 
INTO  THE  BREACH 

But  can  Maine  and  others 
afford  their  plans  for  seniors? 

For  years,  Chellie  Pingree,  Majority 
Leader  in  the  Maine  Senate, 
watched  her  elderly  constituents 
struggle  to  pay  rising  prescription-drug 
bills.  At  the  same  time,  Maine's  spend- 
ing on  a  25-year-old  state  drug  bene- 
fit— which  subsidizes  just  14  common 
drugs  for  very  poor  seniors  only — was 
spiraling  out  of  control. 

Pingree  thought:  Why  not  use  the 
state's  purchasing  power  to  wangle  dis- 
counts from  pharmaceutical  houses  and 
pass  the  savings  on  to  the  elderly?  The 
result:  the  Maine  Rx 
Program,  which  will 
force  drugmakers  to 
meet  state-mandated 
discounts  by  2003 — an 
effective  price  cap.  If 
it  works,  the  plan  will 
give  one-third  of 
Maine's  population, 
most  of  them  elderly, 
drug  discounts  of  at 
least  30%  and  will  save 
the  state  up  to  $500  million  a  year.  "We 
wanted  to  expand  our  ability  to  benefit 
people,  and  there  was  no  federal  solu- 
tion," says  Pingree,  a  Democrat  now 
campaigning  for  the  U.  S.  Senate. 
SORRY  STATE.  As  Congress  searches  for 
a  way  to  pay  for  a  long-promised  federal 
Medicare  drug  benefit,  states  such  as 
Maine  are  showing  what  the  bleak  al- 
ternative is.  Many  have  been  moving 
ahead  without  Washington's  help — but 
those  same  states  are  now  screaming 
for  federal  relief  from  budget-busting 
costs.  State  drug  costs  rose  more  than 
18%  in  1998  and  another  18%  in  1999, 


Drugmakers  fear 
that  state  price 

controls  may  lead 
to  federal  caps 


MAINE  Rx:  The  elder- 
ly may  get  30%  off 

with  total  spending 
nearing  $80  billion, 
the  National  Confer- 
ence of  State  Legis- 
latures reports. 
"Drug  subsidies  are 
breaking  our  bud- 
gets," says  Vermont 
Governor  Howard 
Dean,  a  Democrat. 

That's  why  law- 
makers in  23  states, 
including  California, 
Florida,  and  New 
York,  are  considering  Maine  Rx  clones. 
And  at  least  24  states  have  passed  laws 
to  ease  drug  costs  for  seniors,  the  unin- 
sured, and  state  workers — through  mul- 
ti-state purchasing  pools,  subsidies,  tax 
credits,  or  Medicaid  expansion. 

But  state  lawmakers  want  Washing- 
ton to  use  its  federal  buying  power  to 
provide  even  more  relief.  "The  federal 
government  can  control  prices.  The 
state  can't,"  says  Vermont's  Dean,  who  is 
telling  his  residents  to  buy  drugs  from 
Canada,  where  they  can  save  between 
30%  and  95%  per  script. 

The  pharmaceutical  industry,  not  sur- 
prisingly, is  worried  sick.  Drugmakers 
fear  that  widespread  state  price  controls 
could  lead  to  federal  price  caps.  Such  a 
cure  could  be  worse  than  the  disease, 
the  industry  contends.  The  government's 
immense  buying  power  would  force 
prices  artificially  low,  cutting  into  profits 
and  hindering  new-drug  development. 
So  lobbyists  are  pushing  a  federal  bene- 
fit that  places  the  costs  on  taxpayers 
and  seniors,  not  indus- 
try. "If  Congress  would 
pass  a  Medicare  drug 
benefit,  part  of  the 
state  issues  would  go 
away,"  says  Marjorie 
Powell,  general  counsel 
for  Pharmaceutical  Re- 
search &  Manufactur- 
ers of  America. 

States  need  help 
now.  In  West  Virginia, 
state-employee  drug-benefit  costs  will 
grow  nearly  one-third  this  year,  to  $85 
million.  Next  year,  the  state  has  bud- 
geted $100  million.  "We'll  continue  to 
increase  costs  and  cut  benefits,"  says 
Tom  Susman,  director  of  the  West  Vir- 
ginia Public  Employees  Insurance 
Agency.  Meanwhile,  Susman  is  meeting 
with  officials  from  14  other  states — the 
"Pharmacy  War  Group" — to  form  a  pur- 
chasing pool  that  might  lower  costs.  If 
Washington  can't  find  a  solution,  the 
states  will.  And  industry  might  not  like 
what  they  come  up  with. 

By  Lorraine  Woellert  in  Washington 
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LEGAL  AFFAIRS 


MICROSOFT  IGNORES 
THOSE  XP  TACKLERS 

For  Gates  &  Co.,  the  stakes  are  too  high  to  bow  to  trustbusters 


On  July  24,  Senator  Charles  E. 
Schumer  (D-N.  Y.)  aimed  a  gun  at 
Microsoft  Corp.'s  future.  Calling  the 
company's  soon-to-be  released  Windows 
XP  operating  system  a  threat  to  Ameri- 
ca's economic  health,  he  asked  trust- 
busters to  seek  an  injunction  halting 
the  launch  of  the  new  product.  "You 
can't  unring  a  bell,"  said  Schumer.  "If 
Microsoft  proceeds  with  its  current 
plans  and  releases  XP,  there  may  be 
no  going  back." 

Schumer's  high-profile  pronounce- 
ment has  upped  the  ante  for  both 
sides  in  the  now  epic  struggle  be- 
tween Microsoft  and  the  government. 
So  far,  both  state  and  federal  officials 
have  remained  mum  on  whether 
they'll  act  on  the  Senator's  call.  No 
wonder.  Such  a  momentous  move 
would  roil  the  tech  industry — 
and  it's  one  that  antitrust  cops 
have  backed  away  from  in  the 
past.  A  government  source  says 
attorneys  general  have  discussed 
the  possibility  of  an  injunction  with 
Justice    Dept.    antitrust    chief 
Charles   A.  James  but  remain 
largely  divided  among  themselves. 
"There  are  a  lot  of  different  points    ' 
of  view,"  says  the  source.  "Nothing 
has  been  resolved." 

This  much  is  clear:  If  the  gov- 
ernment tries  to  halt  Windows  XP  | 
and  then  succeeds,  the  cost  to  Mi- 
crosoft will  be  enormous.  The  compa- 
ny has  spent  years  developing  the  op- 
erating system  and  plans  to  spend  $200 
million  marketing  the  product,  set  to 
launch  Oct.  25.  If  trustbusters  forced 
the  company  to  remove  a  key  feature — 
such  as  instant  messaging — it  would 
take  a  team  of  engineers  several  weeks 
to  eliminate  the  malfeasant  code.  Then  it 
would  take  weeks  more  to  test  the  new 
operating  system.  Although  the  financial 
hit  would  be  short-term,  the  blow  to 
Microsoft's  strategy  of  milking  more 
money  out  of  e-commerce,  digital  media, 
and  other  new  markets  would  be  far 
more  significant  long-term.  Business 
partners  also  would  suffer.  The  person- 
al-computer industry  and  peripherals 
makers,  mired  in  a  sales  trough,  want 
XP  to  launch  without  a  hitch. 

Serious  stuff.  Which  makes  it  all  the 


more  surprising  to  outsiders  that  the 
company  appears  to  be  barreling  ahead 
with  xp  as  if  it  doesn't  have  a  care  in  the 
world.  Microsoft  has  bundled  many  im- 
portant new  technologies  into  the  oper- 


CHARGING  AHEAD 

Why  Microsoft's  rollout  strategy 
for  XP  is  fraught  with  risk: 

BUNDLING  By  wrapping  new  types 
of  technology  into  Windows  XP,  the 
company  has  repeated  some  of  the 
tactics  that  led  to  the  original 
antitrust  claim. 

ARROGANCE  The  company's 
failure  to  admit  it  did  anything 
wrong  angers  trustbusters,  who  may 
seek  tougher  penalties. 

COST  At  this  late  stage,  changing 
the  design  of  XP  would  cost  a  for- 
tune. Code  would  have  to  be  ripped 
apart  and  marketing  plans  shelved. 


taft 
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ating  system,  even  though  it  has  long 
been  on  notice  that  doing  so  would  in- 
flame trustbusters — and  possibly  trigger 
new  lawsuits.  Despite  rulings  in  two  suc- 
cessive courtrooms  that  it  has  violated 
the  Sherman  Antitrust  Act,  Microsofl 
hasn't  given  any  indication  it  plans  tc 
make  big  changes  in  the  way  it  does 
business.  And  while  the  company  has 
extended  an  olive  branch  to  trustbusters 
holding  preliminary  talks  on  July  23,  i 
doesn't  appear  to  be  willing  to  make  am 
concessions  that  would  reduce  its  powei 
On  the  contrary,  the  company  is  still  be 
having  as  if  it  won  the  lawsuit.  That's  an 
gering  government  lawyers,  whose  re" 
sentment  about  Microsoft's  arrogana 
could  make  a  challenge  to  XP  more  likelj 
Even  if  they  do  not  ask  for  an  injunctior 
they  could  ask  for  significant  modifies 
tions  to  xp  as  part  of  any  remedy. 
GOING  ALL  OUT.  Is  Microsoft  crazy?  No 
if  you  stand  in  Chairman  William  H 
Gates  Ill's  shoes.  Technology  tends  t 
gravitate  toward  standards.  If  Microsoi 
eases  up  on  instant  messaging,  for  ex 
ample,  it  knows  aol  Time  Warner  Inc, 
lead  in  that  market  will  become  insur  IHE 
mountable.  Anything  less  than  all-ou 
competition  would  begin  to  diminish  th 
importance  of  Windows  and  woul 
cause  Microsoft  to  give  up  ground  t 
rivals.  At  least  that's  the  way  M 
crosoft  sees  it.  Thus,  the  company  wi 
continue  to  aggressively  bundle  ne 
features  into  Windows  until  it  has  e: 
hausted  every  appeal — or  a  court  1 
nally  forces  the  company  to  stop 

Moreover,  time  is  on  Microsoft 
side.  With  every  passing  day,  the  od< 
diminish  that  the  AGs  will  seek  an  i: 
junction.  And  once  Windows  XP  ship 
any  remedy  that  bars  the  bundlir  n 
of  features  would  be  harder  to  ju  v 
tify.  Many  consumers,  already  ha  •  • 
ing  become  accustomed  to  the  ne 
technology,  would  resist  being  forced    L 
change.  What's  more,  the  damage  to  i 
nocent  parties,  such  as  PC  makers  ar 
Microsoft's  other  business   partner 
would  increase.  That  could  make  an  i  i. 
junction  seem  like  excessive  burea 
cratic  meddling.  And  even  without 
injunction,  trustbusters  might  find 
harder  to  convince  a  judge  to  force  si 
nificant  changes  on  xp  as  part  of  a: 
eventual  settlement.  "Once  XP  is  out, 
becomes  that  much  more  difficult  to  t 
vise  a  remedy,"  says  a  governme 
source.  So  Gates  is  charging  ahead,  d< 
perate  to  hit  the  end  zone  before  stt 
and  federal  trustbusters  can  bring  h 
down.  It's  sure  a  risky  way  to  play  b 
By  Jay  Greene,  with  Dan  Cam 
in  Washington  and  Mike  France 
New  York 
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Netizens'  online  time  is  growing 
more  slowly  as  the  Web's  novelty 
fades  and  low  prices  disappear 


WHERE  DID  ALL 
THE  SURFERS  GO? 
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^orget  warp-speed  growth. 
4et  usage  has  hit  a  wall 


mazon.com  Inc.,  one  of  the  last 
pure-play  e-tailers,  is  looking  a  little 
wobblier.  Sure,  the  online  mega- 
tore  announced  on  July  23  that  it  was 
loving  closer  to  its  goal  of  pro-forma 
rofitability.  But  that  wasn't  what 
rabbed  Wall  Street.  Instead,  worried 
ivestors  focused  on  the  fact  that  once- 
icyrocketing  revenue  growth  is  slow- 
ig  even  more  than  expected.  Not  only 
id  Amazon  miss  Wall  Street  estimates 
>r  its  sales  by  $12  million,  but  the  out- 
>ok  for  the  second  half  of  the  year  is 
orse.  Instead  of  jumping  the  expected 
)%  to  30%  this  year,  the  company  said 
;venues  will  rise  by  only  11%  to  16%. 
While  some  of  Amazon's  troubles  are 
Dmegrown,  its  latest  hit  reflects  a 
"oader  trend:  The  speed-demon  growth 
todjites  that  the  Internet  once  boasted 
iniei  )pear  to  be  over.  The  number  of  peo- 
e  online  in  the  U.S.  dropped  for  the 
-*st  time  in  June,  according  to  traffic- 
onitoring  service  comScore  Networks. 
ill  told,  the  combination  of  lower  adop- 
Ki  rates  by  newcomers  to  the  Net  and 
fall  in  online  time  by  college  students 
•nt  the  number  of  users  down  3%. 


% 


Other  Net  data 
paint     an     even 
gloomier  picture. 
The    amount    of 
time     that     the 
remaining  users 
spend  online  each 
day   is    growing 
more  slowly.   In 
June,  Net  use  by 
individuals     was 
up     just     14.7% 
year-on-year,  com- 
pared with  a  46% 
growth    rate    in 
January,  according 
to  Lehman  Broth- 
ers   Inc.    Making 
matters  worse,  one 
of  the  Web's  most 
popular  sites,  music-sharing  service  Nap- 
ster Inc.,  has  been  crippled  by  lawsuits. 
Napster  drew  5%  of  overall  Net  traffic  in 
February,  estimates  Media  Metrix.  By 
June,  that  fell  to  just  1%. 

So  has  Net  traffic  reached  its  peak? 
Probably  not.  But  the  Web  does  appear 
to  be  going  through  the  same  cycle  that 
afflicts  most  new  tech  devices:  periods 
of  fast  growth  alternating  with  plateaus 
during  which  sales  stall  until  some  in- 
novative software  or  other  advance 
sparks  new  interest.  PC  use,  for  instance, 
experienced  a  period  of  rapid  growth 
among  early  adopters,  slowed  in  the 
late  '80s,  then  reignited  in  the  early 
'90s  with  the  advent  of  computer  net- 
working and  the  rise  of  the  Web.  "It's  a 
chasm  where  sales  take  off,  and  then 
they  are  dead  in  the  water,"  says  Rashi 
Glazer,  professor  at  the  University  of 
California  at  Berkeley. 

The  Net  now  seems  to  fit  the  pattern. 
In  its  early  years,  consumers  logged  on 
at  hyperspeed.  U.S.  households  online 
soared  from  zero  to 
about  50%  in  six  years, 
says  International 
Data  Corp.  pes  took  18 
years  to  reach  the 
same  penetration.  The 
early  attractions  of  the 
Net  were  plentiful:  It 
offered  innovative  and 
easier  ways  to  shop, 
find  information,  and 
communicate.  Internet 
service  providers  also 
attracted  users  with 
free  service,  and  Web 
retailers      tempted 


DIGITAL 
DECELERATION 


GROWTH  OF  ONLINE  USAGE* 
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▲  PERCENT  GAIN  'MINUTES  PER  DAY  PER  USER 
Data:  Jupiter  Media  Metrix,  Lehman  Brothers 


them  with  bargain-basement  prices. 
Many  of  those  lures  are  now  gone. 
These  days,  subscription  prices  for  Net 
access  are  going  up.  AOL  in  July  raised 
its  monthly  rate  9%  to  $23.90.  And  ma- 
jor broadband  providers  have  added  up 
to  $10  to  the  cost  of  high-speed  service, 
bringing  that  monthly  tab  to  $45  to  $50. 
"PRICE-SENSITIVE."  Moreover,  the  novelty 
of  the  Net  has  faded  quickly,  even  as 
once-fashionable  assumptions  about  what 
makes  the  Net  compelling  have  fallen 
by  the  wayside.  Amazon  ceo  Jeffrey  Be- 
zos long  contended  that  consumers  use 
the  Net  for  convenience,  not  cheaper 
prices.  But  Amazon's  own  revenue  short- 
fall, which  follows  a  hike  in  pricing  on 
new  books,  seems  to  undercut  that  claim. 
Convenience,  apparently,  isn't  as  appeal- 
ing during  an  economic  slowdown. 
"We've  been  trying  to  figure  out  how 
price-sensitive  book  demand  is  online, 
and  now  it  looks  like  the  answer  is,  re- 
ally sensitive,"  says  Austan  Goolsbee,  an 
economist  at  the  University  of  Chicago. 
Still,  some  analysts  believe  the  Net 
could  reach  70%  to  80%  of  U.  S.  house- 
holds within  five  years — up  from  50% 
today.  That's  25  million  households  not 
yet  online.  But  to  get  those  folks  surf- 
ing— and  to  persuade  existing  users  to 
spend  more  time  online — new  lures  will 
be  needed.  Wider  availability  of  easier-to- 
use,  speedier  Net  access  could  be  a  big 
draw.  Although  the  growth  of  high-speed 
digital  subscriber  lines  has  been  much 
slower  than  expected,  things  could  be 
picking  up.  The  Yankee  Group,  a  Boston- 
based  researcher,  expects  broadband  sub- 
scriptions to  double,  to  11  million,  this 
year.  But  unless  costs  come  down,  many 
families  aren't  likely  to  sign  up. 

The  outlook  is  even  murkier  for  oth- 
er technology  expected  to  renew  con- 
sumer interest.  Certainly  compelling 
new  software,  such  as 
advanced  instant  mes- 
saging or  new  video 
and  music  services  to 
replace  Napster  will 
help.  But  record  com- 
panies have  yet  to 
come  up  with  attractive? 
alternatives  to  the  free 
music-sharing  service. 
It  will  only  be  when 
creativity  returns  that 
the  Net  will  be  able  to 
clear  the  chasm. 

By  Heattier  Green  in 
New  York 
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THE  AXMAN  COMETH 
BACK  TO  LUCENT 

LUCENT  TECHNOLOGIES  IS 
struggling  to  keep  its  head 
above  water.  On  July  24,  the 
telecom  equipment  maker  re- 
ported a  loss  of  $3.25  billion 
for  its  third  fiscal  quarter  on 
sales  that  dropped  21%,  from 
the  year-earlier  period,  to 
$5.82  billion.  To  try  to  return 
to  profitability  sometime  dur- 
ing its  next  fiscal  year,  which 
ends  in  September,  2002,  the 
Murray  Hill  (N.J.)-based 
company  is  making  another 
round  of  deep  job  cuts.  It 
plans  to  eliminate  15,000  to 
20,000  jobs  under  the  latest 
restructuring  plan,  on  top  of 
the  19,000  cuts  it  has  already 
made  this  year.  After  the 
headcount  reductions,  Lu- 
cent's workforce  will  total 
about  60,000.  "The  name  of 
the  game  is  to  create  a  new, 
leaner,  faster  company,"  says 
Henry  Schacht,  chairman  and 
chief  executive  officer.  The 
company  also  said  it  would 


CLOSING    BELL 


NO  SALE 


Checkpoint  Systems'  second- 
quarter  earnings  of  190  a 
share  wasn't  enough  for  Wall 
Street,  which  expected  1$ 
more.  The  stock  fell  19%  to 
$12.10  on  July  24  before  ris- 
ing 4%  the  next  day.  The 
maker  of  labeling  systems 
blamed  South  America's  woes 
and  weak  demand  from  the 
apparel  industry — and  said 
the  second  half  will  be  tough. 
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postpone  by  six  months  the 
spin-off  of  Agere  Systems,  its 
chipmaking  unit. 

LOOK  WHO'S 
CALLING  ON  AT&T 

IN  THE  WAKE  OF  COMCAST'S 
unsolicited  bid  for  AT&T's 
cable-television  business  on 
July  8,  AT&T  has  opened  talks 
with  other  potential  buyers 
of  the  unit,  including  AOL 
Time  Warner  and  Walt  Dis- 
ney, according  to  sources 
close  to  the  companies.  AT&T 
and  AOL  declined  comment. 
Disney  said  on  July  25  that  it 
has  been  approached  by 
"several  entities"  to  buy  the 
business  and  said  it  "is  eval- 
uating their  proposals."  All 
negotiations  are  preliminary 
at  this  point,  and  it's  not 
clear  that  an  alternative  to 
Comcast's  $55  billion  bid  will 
materialize.  AT&T's  board  re- 
jected Comcast's  offer  on 
July  18  because  the  proposal 
"did  not  reflect  the  full  val- 
ue" of  the  business. 


PUTTING  THE  BRICKS 
OVER  THE  CLICKS 

WAL-MART   AND    KMART   ARE 

taking  control  of  their  dot- 
com destinies.  The  two  re- 
tailing giants  on  July  23  both 
said  they're  buying  up  the 
shares  that  they  don't  al- 
ready own  of  their  respec- 
tive e-commerce  ventures. 
The  moves  are  tantamount 
to  admitting  that  you  can't 
integrate  a  Web-shopping 
site  with  bricks-and-mortar 
stores  unless  everything's 
under  one  roof.  And  with 
hopes  dashed  for  an  initial 
public  offering  for  Kmart's 
BlueLight,  there's  little  rea- 
son to  keep  the  dot-com  unit 
separate  from  the  rest  of  its 
operations,  adds  former 
BlueLight  CEO  Mark  Gold- 
stein. Wal-Mart's  buyout  is 
a  done  deal,  but  BlueLight's 
outside  shareholders  are  ex- 
pected to  vote  on  the  Kmart 
buyout  by  Aug.  1. 


HEADLINER:  BRIAN  DYSON 


A  RUNNER  TAKES  ANOTHER  LAP 


AFTER  A  35-YEAR  CAREER 

at  Coca-Cola — where  he 
oversaw  both  the  success 
ful  launch  of  Diet  Coke 
and  the  fiasco  known  as 
New  Coke — Brian 
Dyson  used  his 
retirement  in 
the  mid-1990s 
to  indulge  in 
his  two  pas- 
sions: fiction  / 
writing  and  dis- 
tance running.  In 
1996,  Dyson  penned 
Pepper  in  the  Blood,  a 
novel  about  a  runner's  bid 
for  a  comeback. 

Now  the  Argentina-born 
triathlete  is  making  a 
comeback  of  his  own:  On 
July  23,  Coke  ceo  Douglas 
Daft  asked  the  65-year-old 
Dyson  to  fill  a  transitional 
role  by  serving  as  chief  op- 


erating officer  and  vice- 
chairman  for  two  years.  By 
bringing  back  Dyson,  Coke 
gains  a  veteran  who  can 
oversee  day-to-day  oper- 
ations— freeing  up 
Daft  to  focus  on 
strategy  and 
groom  an  even- 
tual successor 
from  a  bench 
depleted  by 
f  a  wrenching 
restructuring. 
Coke  watchers  are 
hoping  that  Dyson  will 
provide  a  stabilizing  influ- 
ence at  Coke,  which  is  still 
reeling  from  a  high-profile 
racial  discrimination  suit,  a 
reorganization  that  slashed 
the  headquarters  staff  by 
20%,  and  a  slowdown  in 
global  markets. 

Dean  Foust 
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PAYROLL  MAY  SOON 
GO  PLASTIC 

the  check's  on  the  visa 
card?  Visa  International  and 
five  banks  have  rolled  out  a 
new  card  that  will  allow  busi- 
nesses to  pay  employees  by 
transferring  money  onto  Visa 
cards.  Workers  can  make  pur- 
chases, just  like  they  do  with 
a  traditional  Visa  card,  or 
withdraw  cash  from  an  ATM. 
The  new  card  is  a  bid  by 
banks  to  capture  some  of  the 
estimated  $8  billion  annually 
that  goes  to  check-cashing 
outlets  from  the  12  million 
households  without  bank  ac- 
counts. Although  the  card  will 
be  free,  banks  will  charge  ATM 
and  other  transaction  fees. 


THE  FEDS  KICK 

FORD'S  TIRES-AGAIN 

FORD'S    CUKE    FOR    ITS    KIKE- 

stone  tire  woes  is  giving  it 
more  headaches.  On  July  24, 
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Ford  said  it  would  stop  r<  i 
placing  Firestones  with  Coi  ■ 
tinental's  General  Ameri*5£  I 
tires  after  government  reg  iKv 
lators  questioned  the  safel  r 
performance  of  the  Confine   M) 
tal  tires.  The  National  Hig  b 
way  Traffic  Safety  Admini  I 
tration  is  investigating  all  2   kgj 
million  General  Ameri*550s  ;   I 
ter  finding  a  high  rate  of  tre   I 
failures  on  the  tires.  The  Ge   | 
eral  Ameri*550's  tread  faili 
rate  was  124  per  million,  coJ 
pared  with  Firestone's  rate] 
nine  per  million,  nhtsa 
ported.  Continental  called 
claim  misleading  and  politicj 
ly  motivated. 


ETCETERA... 


■  Qualcomm  axed  its  plan 
spin  off  its  wireless  chip  m 

■  Dennis  FitzSimons  v 
named  president  and  coo 
The  Tribune  Co. 

■  Martha  Stewart  will  lam 

B  Japanese  magazine  and  It 
goods  in  226  Seiyu  stores. 
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Washington  Outlook 


EDITED  BY  RICHARD  S.  DUNHAM 


WHY  THE  HAWKS 

ARE  CARPET-BOMBING  RUMSFELD 


When  George  W.  Bush  unveiled  his  Administration  team, 
three  Washington  veterans  stood  out  as  guaranteed  su- 
perstars: Vice-President  Dick  Cheney,  Secretary  of 
State  Colin  L.  Powell,  and  Defense  Secretary  Donald  H.  Rums- 
feld. Six  months  in,  two  of  the  three  have  lived  up  to  expec- 
tations. Then  there's  Rumsfeld. 

The  ex-CKoof  G.D.  Searle  &  Co.  had  bold  plans  to  build  a 
high-tech  military,  push  a  missile  defense  system,  and  cut  costs. 
But  all  he  has  done  so  far  is  alienate  the  mili- 
tary brass,  defense  industry  execs,  and  Con- 
gress. While  jabs  from  the  Left  were  pre- 
dictable, what's  surprising  is  the  thunder  on  the 
Right — including  one  leading  conservative's 
suggestion  that  he  resign.  "There  is  almost  no- 
body in  this  town  who  is  not  tearing  him  to 
pieces,"  says  a  senior  <;<>!■  congressional  aide. 

Why  has  Rumsfeld  struggled?  For  starters, 
candidate  Bush  set  unrealistically  high  expec- 
tations for  a  quick,  radical  Pentagon  overhaul. 
What's  more,  the  glacial  pace  of  picking  and 
confirming  aides  has  left  Rumsfeld  shorthand- 
id.  But  he  has  aggravated  matters  with  what 
)ne  conservative  defense  analyst  calls  an  "au- 
ocratic"  management  style  and  a  "chaotic" 
nternal  review  of  defense  strategy.  At  this 
joint,  the  analyst  added,  Rumsfeld  has  "se- 
;erely  undermined  any  Republican  claim  to 
superior  competence  in  defense  management."  ~ 
TAX-CUT  INFECTION.  All  of  this  angers  gop  defense  hawks, 
vho  saw  Bush's  election  as  a  blank  check  to  rebuild  a  military 
hey  felt  Bill  Clinton  had  decimated.  Trouble  is,  Bush's  huge  tax 
ut  has  reduced  the  Administration's  fiscal  flexibility  and  may 
eave  Rumsfeld's  budget  looking  a  lot  like  the  much-loathed 
Clinton  blueprint.  After  months  of  wrangling  with  White  House 
•ean  counters,  for  example,  Rumsfeld  got  only  half  of  the  extra 
wa|  10  billion  he  had  sought  for  2001.  His  request  for  $55  billion 
Ga  nore  in  2002  was  slashed  to  $33  billion — and  it's  far  from  cer- 
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FOXHOLE  BUDDIES:  All  talk? 


tain  he'll  get  that.  Conservatives  think  his  $329  billion  budget 
request  for  2002  is  insufficient.  William  Kristol,  editor  of  the 
conservative  Weekly  Staiidard,  has  called  on  Rumsfeld  to  resign 
to  highlight  "the  impending  evisceration  of  the  American  mili- 
tary." He  frets  that  Bush  could  become  "the  President  who  fid- 
dled with  tax  cuts  while  the  military  burned." 

A  string  of  other  decisions  has  irked  the  Right.  Rumsfeld 
repudiated  an  aide's  memo  that  suggested  breaking  off  mili- 
tary contacts  with  China.  His  Navy  Secre- 
tary halted  training  exercises  off  Vieques,  in 
Puerto  Rico — a  move  condemned  by  the 
American  Conservative  Union  and  other  gop 
hawks.  And  conservatives  were  outraged  by 
an  Air  Force  decision  to  cut  the  B-l  bomber 
fleet  by  a  third.  Critics  say  Rumsfeld  hasn't 
put  a  high  enough  priority  on  consulting  with 
Capitol  Hill  allies.  Rumsfeld's  contempt  for 
Congress  may  be  deserved,  says  the  gop 
staffer,  "but  if  he  acts  that  way,  Congress 
will  make  it  impossible  for  him  to  do  the 
things  he  wants  to  do." 

In  Rumsfeld's  defense,  everyone  concedes 
remaking  the  Pentagon  is  a  daunting  task. 
And  while  he  admits  his  budget  is  no  cure-all, 
"it's  the  largest  increase  since  1986,  in  the 
heyday  of  the  Reagan  Administration."  Con- 
servative Representative  Dana  Rohrabacher 
(R-Calif.)  adds  that  change  takes  time,  so 
Rumsfeld  should  be  "judged  on  the  goals  he  is  putting  in 
place  and  not  the  accomplishments  he  has  already  made." 

So  far,  the  White  House  is  standing  firmly  behind  Rumsfeld. 
But  some  conservatives  are  starting  to  believe  the  Adminis- 
tration is  pursuing  a  "Let  them  eat  Star  Wars"  approach  to- 
ward GOP  hawks.  And  they're  losing  patience  with  a  Defense 
chief  they  increasingly  believe  is  unwilling — or  unable — -to  de- 
liver the  Reaganesque  military  revival  they  had  expected. 

By  Stan  Crock 


ires. 


CAPITAL  WRAPUP 


DETENTE  WITH  DASCHLE? 

►  Senate  Republicans  gripe  that  Ma- 
jority Leader  Tom  Daschle  (D-S.  D.) 
has  moved  slowly  in  scheduling  confir- 
mation for  Administration  nominees. 
But  they  agree  with  him  on  one  point: 
The  process  is  too  bureaucratic. 

Nominees  must  submit  separate 
questionnaires  to  the  White  House,  the 
FBI — and  often  multiple  Senate  panels. 
Says  Daschle:  "I  think  that's  silly.  [The 
paperwork]  has  gotten  out  of  hand." 

Daschle  is  offering  to  work  with 
Bush  to  streamline  the  process.  That 


would  be  welcome  news  at  the  White 
House,  where  aides  are  chafing  at 
Daschle's  blasts  at  Bush's  "isolationist" 
and  "unilateralist"  foreign  policy. 

WHAT'S  WORRYING  PATIENTS 

►  Americans  want  a  Patients'  Bill  of 
Rights,  and  by  44%  to  34%  they  trust 
Democrats  to  craft  the  best  plan,  ac- 
cording to  a  Gallup  poll.  But  on  a  key 
detail,  voters  side  with  the  President: 
51%  worry  that  lawsuits  will  increase 
premiums,  while  36%  say  they  are 
more  concerned  that  they  wouldn't  be 
able  to  sue  their  HMO.  That  could  lead 


Bush  to  hang  tough  on  strict  limits  on 
legal  claims  against  health  providers. 

NEW  ECONOMY  REPUBLICANS 

►  Old  Republicans  are  playing  catch-up 
with  New  Democrats  on  the  New 
Economy.  But  moderate  Republicans 
led  by  Representative  Jerry  Weller  (R- 
111.)  are  jumping  on  the  bandwagon 
with  a  think  tank  called  New  Economy 
Republicans.  This  group  of  lawmakers 
will  solicit  ideas  from  tech  execs.  Weller 
&  Co.  want  to  challenge  Democrats' 
Progressive  Policy  Institute  as  the  go- 
to place  for  Info  Age  politics. 
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INDONESIA 


SHORT  HONEYMOON 

Megawati  must  find  the  emergency  brake-fast 

M 


inutes  after  nationalist  hero- 
ine Megawati  Sukarnoputri 
was  sworn  in  as  President  of 
Indonesia  on  July  24,  her 
longtime  economic  adviser  de- 
scended the  grand  front  steps  of  the 
Parliament  building.  A  reporter  asked 
the  aide,  Laksamana  Sukardi,  a  member 
of  Parliament  and  a  former  Citibank 
executive,  about  the  new  government's 
economic  policies.  "The  key  is  to  bring 
the  economy  back  to  normalcy,"  he  said 
awkwardly  as  he  moved  toward  his  lim- 
ousine. Megawati  would  do  what  she 
could  to  defend  "the  little  people,"  he 
added  hastily  before  his  chauffeur 
whisked  him  away. 

The  Megawati  government  will  need 
to  come  up  with  better  answers  than 
that — and  fast.  After  enduring  21 
months  of  erratic  leadership  under  for- 
mer President  Abdurrahman  Wahid, 
who  was  impeached  on  July  22,  many 
manufacturers,  banks,  and  international 
lending  agencies  are  waiting  to  invest 
anew  in  the  world's  fourth  most  popu- 
lous nation.  Indeed,  the  day  after 
Megawati  was  sworn  in,  the  rupiah 
strengthened  10%  against  the  dollar. 

But  given  the  plethora  of  problems 
facing  Indonesia — from  plunging  ex- 
ports to  fears  of  renewed  political  un- 
rest— the  enthusiasm  won't  last  without 
decisive  leadership.  That  could  prove  to 
be  Megawati's  biggest  flaw.  Unlike  the 
Philippines,  where  President  Gloria  M. 
Arroyo  brought  a  seasoned  economic 
brain  trust  and  a  clear  agenda  into  of- 
fice when  she  took  over  after  the 
peaceful  ouster  of  Joseph  Estrada  in 
January,  Indonesia's  new  team  is  in 
flux.  Even  though  her  rise  to  power 
was  widely  anticipated  for  months  and 
Megawati's  advisers  were  thought  to 
be  working  on  an  economic  blueprint, 
they  have  offered  few  concrete  pro- 
posals. Megawati  didn't  even  mention 
the  economy  in  her  acceptance  speech. 
After  rising  2%  the  day  after  she  took 

POLICY  DEFICIT,  TOO 

Despite  advance  notice;,  Megawati 
has  few  proposals  in  hand 
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Office,  Jakarta's  stock  market  plunged 
again. 

To  be  sure,  Megawati's  election  came 
a  bit  earlier  than  she  expected.  And 
Jusuf  Wanandi.  director  of  the  think 
tank  Center  for  Strategic  &  Interna- 
tional Studies,  figures  she  "will  lay  out 
her  policies  after  she  forms  her  Cabi- 
net." Still,  there  are  no  quick  fixes  to 
the  mess  Megawati  is  inheriting.  The 
economy  has  never  fully  recovered  from 
the  mid-1997  financial  collapse  and  the 
tots  that  followed.  The  rupiah  is  still 
7.")'.  off  its  precrisis  level.  During  his 
presidency,  Wahid,  a  blind  Islamic  cleric, 
jacked  well-respected  technocrats  and 

I  never  delivered  on  key  financial 
reforms.  After  a  decent  2000, 
when  the  economy  expanded  5% 
thanks  to  rising  oil  and  gas 
prices,  growth  this  year  is  ex- 
pected to  be  less  than  3%.  That's 
not  enough  for  Indonesia  to  re- 
build itself — or  provide  jobs  for 
the  2.5  million  people  joining  the 
workforce  each  year.  And  while 
Jakarta  approved  $3.4  billion  in 
foreign  investment  in  this  year's 
first  four  months,  up  52%,  there's 
no  sign  that  the  money  has  ar- 
rived yet.  Indeed,  Indonesia  has 
suffered  a  net  capital  outflow  of 
$6.8  billion  as  investors  bail. 
ARMY  SUPPORT.  To  stabilize  the 
economy,  Megawati  must  quickly 
mend  fences  with  the  Interna- 
tional Monetary  Fund,  which  has 
suspended  its  loans  since  Decem- 
ber due  to  dissatisfaction  with  fi- 
nancial reform.  On  that  count, 
Sukardi,  a  close  Megawati  advis- 
er since  1993,  says  the  new  gov- 
ernment will  cooperate.  "We  have 
to  work  with  the  IMF  because 
they  represent  donor  countries," 
he  says.  "We  won't  always  agree 
on  everything,  but  we  can  work 
together."  With  $28  billion  in  for- 
eign reserves,  Indonesia  has  the 
money  to  repay  on  schedule  in 
September  $1.6  billion  of  the  $11 
billion  it  owes  the  fund.  But 
Jakarta  wants  new  IMF  loans  to 
improve  its  creditworthiness  with 
other  foreign  lenders.  "Without 
that  seal  of  approval,  there  is  no 
guarantee  of  the  country's  debts," 
says  U.S.  Ambassador  to  In- 
donesia Robert  S.  Gelbard. 

More  important,  investors  are 
unlikely  to  return  en  masse  un- 
less Megawati  somehow  quells 
the  unrest  percolating  across  the 
archipelago.  She  will  need  the  co- 
operation of  Wahid,  who  still  in- 
sists he's  the  legitimate  ruler  but 
is  expected  to  go  to  the  U.  S.  for 
medical  treatment.  Islamic  back- 
ers of  Wahid  have  kindled  riots  in 


his  political  base  of  East  Java.  Diplo- 
mats fear  the  violence  could  spread  to 
Jakarta.  Meanwhile,  Megawati  has  re- 
ceived heavy  support  from  powerful 
generals,  who  may  want  to  reassert 
their  traditional  authority  in  policymak- 
ing. The  political  situation  "dwarfs 
everything,"  says  David  Cohen,  macro- 
economic  forecasting  director  for  Stan- 
dard &  Poor's  mms  in  Singapore.  "It  re- 
mains unclear  she  will  be  able  to  restore 
order  any  better  than  Wahid." 
STAYING  PUT.  If  Megawati  can  restore  a 
semblance  of  order,  however,  Indonesia's 
picture  could  brighten  considerably.  All 
through  the  turmoil  of  the  past  few 


$3  billion  Arun  natural  gas  field  and  liq- 
uefaction plant  in  Aceh  province  after 
repeated  attacks  from  separatist  guer- 
rillas. That  cost  national  oil  company 
Pertamina  some  $350  million  in  ex- 
ports— equal  to  1%  of  gross  domestic 
product.  But  in  late  June,  after  military 
intervention,  Exxon  Mobil  partially  re- 
sumed operations.  Human  rights  ac- 
tivists fear  military  repression  on  West 
Papua,  site  of  Freeport-McMoRan  Cop- 
per &  Gold's  $3  billion  gold  mine,  and  in 
Sumatra,  where  Chevron  and  Texaco 
have  an  oil  venture.  Both  projects  have 
been  disrupted  by  protests. 

Megawati's  military  ties  make  ana- 
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years,  a  number  of  multi- 
nationals have  stuck  it 

out— and  say  they  are  Exxon  Mobil  has  partially 
doing  fine,  thanks,  due  to  reopened  its  war-ravaged 

the  cheap  currency  and  Aceh  natural  gas  plant 
wages  of  only  about  $47 
a  month.  Nike  Inc.,  which  buys  much  of 
its  footwear  from  plants  in  Jakarta,  says 
it  has  no  plans  to  move  despite  a  recent 
upsurge  in  strikes.  L'Oreal,  which  origi- 
nally built  its  factory  to  penetrate  the 
local  market,  now  exports  70%  of  its  out- 
put to  China  and  the  rest  of  Southeast 
Asia.  Minneapolis-based  VisionEase  Lens 
Inc.  built  a  $2.5  million  eyeglass  lens 
plant  on  the  outskirts  of  Jakarta  in  1998. 
Since  then,  wages  have  remained  cheap 
in  dollar  terms  and  the  plant's  output 
has  expanded  fourfold.  "We  are  already 
established  here  and  do  not  have  to  un- 
dergo the  pains  of  setting  up  a  new 
plant,"  says  VisionEase  Managing  Direc- 
tor Milind  Gadre. 

Even  Exxon  Mobil  Corp.  has  re- 
turned. In  March,  the  oil  giant  shut  its 


lysts  nervous.  Already, 
human  rights  activists 
accuse    the     army     of 
civilian  atrocities  in  com- 
munities it  suspects  of 
harboring  rebels.  And 
since  the  military's  support  was  vital 
to  Megawati's  ascent,  most  analysts  ex- 
pect the  generals  will  have  freer  rein  in 
the  provinces.  If  a  crackdown  gets  ugly, 
Megawati  could  damage  relations  with 
the  West — and  stoke  an  angry  backlash 
in  Indonesia. 

Of  course,  the  Megawati  government 
is  less  than  a  week  old,  and  nobody 
knows  for  sure  what  she  will  do.  While 
she  doesn't  yet  seem  to  have  a  game 
plan,  "Megawati  has  the  capability  to 
put  together  a  strong  economic  team," 
notes  Ambassador  Gelbard.  With  the 
drama  of  her  election  past,  attention 
will  focus  on  the  advisers  she  chooses  to 
fill  the  blank  pages  of  her  policy  book. 
By  Michael  Shari  in  Jakarta,  with 
Mark  L.  Clifford  in  Hong  Kong 
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MEXICO 


IS  THE  MAGIC 
STARTING  TO  FADE? 

Rivals  threaten  Mexico's  appeal  as  a  manufacturing  hub 


It's  not  quite  Silicon  Valley,  but  it's  as 
close  as  you'll  get  in  Mexico.  Over 
the  past  25  years,  dozens  of  tech- 
nology companies,  including  IBM  and 
Hewlett-Packard  Co.,  have  flocked  to 
Guadalajara,  in  the  central  state  of  Jalis- 
co. They  were  joined  in  the  1990s  by 
huge  contract  manufacturers,  such  as 
Flextronics  and  sci  Systems.  Those 
companies  built  factories  to  churn  out 
everything  from  cellular  phones  to  Palm 
Pilots,  plus  all  manner  of  electronics 
components.  The  city's  attractions:  its 
proximity  to  the  U.  S.  and  its  abundance 
of  cheap  labor. 

But  Guadalajara's  appeal  as  a  high- 
tech  hub  is  losing  some  of  its  luster. 
Local  electronics  exports,  which  totaled 
$10.4  billion  in  2000,  were  down  more 
than  16%  in  the  first  quarter.  And  the 
industry  shed  some  15,000  jobs  in  the 
first  half  of  the  year — a  figure  equal  to 
almost  20%  of  the  electronics  workforce. 
Many  of  the  layoffs  are  due  to  the  slow- 
down in  the  U.  S.,  the  main  market  for 
Mexican  exports.  More  worrisome, 
though,  is  the  fact  that  high-tech  com- 
panies have  begun  shifting  production  of 
such  price-sensitive  products  as  printed 
circuit  boards  and  low-end  printers  from 
Mexico  to  China  and  Malaysia. 
RED  TAPE.  What  have  these  countries 
got  that  Mexico  doesn't?  Plenty,  it  turns 
out:  wages  as  low  as  60$  an  hour,  tax 
incentives,  and  less  red  tape.  "I'm  an  ab- 
solute believer  in  this  coun- 
try, but  anything  that  is  really 
price-sensitive  is  considering 
moving,  lock,  stock,  and  barrel 
to  Asia,"  says  Charles  N. 
Parks,  executive  vice-president 
for  Latin  America  at  sci  Sys- 
tems Inc.,  which  employs 
10,000  workers  in  Guadalajara. 
Wait  a  minute.  Isn't  there 
something  wrong  with  this 

INAMAQUILA 

Mexico's  unskilled  labor 
is  getting  more  expensive 
compared  with  China's 


picture?  It's  certainly  not  the  image 
Mexico  boosters  like  to  paint.  They  de- 
pict an  economy  that  has  grown  28% 
in  the  past  seven  years,  thanks  in  large 
part  to  the  North  American  Free  Trade 
Agreement,  which  is  eliminating  all  tar- 
iffs on  trade  between  Mexico,  the  U.  S., 
and  Canada.  Since  the  agreement  has 
been  in  effect,  Mexico's  exports  have 
tripled,  to  $166.4  billion,  and  foreign  in- 
vestment has  tallied  $85  billion. 

Yet  Mexico  may  be  reaching  its  day 
of  reckoning.  The  country  has  long  suf- 
fered from  problems  of  its  own  mak- 
ing— poor  schools,  rampant  corruption, 
and  outmoded  infrastructure,  just  to 
name  a  few.  Multinationals  put  up  with 
these  shortcomings  because  of  the  po- 
tent combination  of  free  trade,  proximi- 
ty to  the  U.  S.  market,  and  low  wages. 

But  for  some  companies,  that  trade-off 
no  longer  looks  like  such  a  good  deal. 
Although  they  fell  sharply  in  the  wake  of 
the  1994  peso  devaluation,  wages  in  Mex- 
ico have  been  rising  faster  than  inflation 
for  the  past  two  years.  And  since  the 
peso  has  strengthened  almost  5%  against 
the  dollar  since  January,  Mexico-based 
exporters  are  seeing  local  production 
costs  increase.  To  make  matters  worse, 
China  is  about  to  enter  the  World  Trade 
Organization,  which  will  confer  new  trade 
benefits  on  manufacturers  there. 

All  those  factors  threaten  Mexico's 
manufacturing  base.  "I'm  very  worried," 


says  Luis  Berrondo,  who  heads  Grupq 
Mabe,  a  Mexican  appliance  manufacturer! 
that  is  48%-owned  by  General  ElectrkI 
Co.  "Mexico  has  become  an  importanllto 
manufacturing  center  with  a  big  numj 
ber  of  foreign  companies  setting  up  op 
erations,  but  I  have  my  doubts  that  this  kg 
will  continue."  Mind  you,  Mabe  isn't  huil 
ing:  The  company,  which  is  aiming  foi 
$2  billion  in  sales  this  year,  churns  out  al 
of  the  gas  ranges  and  most  of  the  electri 
stoves  ge  sells  in  the  U.  S.,  a  [ 
well  as  side-by-side  refrigera  i„: 
tors.  Yet  a  year  ago,  ge  trans  ( 
ferred  production  of  low-mar  r 
gin  minibar  fridges  to  China. 

The  single  most  importan  n^ 
thing  Mexico  can  do  to  boos  L 
its  own  competitiveness  is  t  \,,. 
upgrade  the  skills  of  its  labo 
force.  "Mexico  has  been  ver  L^, 
successful  up  to  now,"  says  Je 
frey  D.  Sachs,  director  of  1 1 1 
("enter  for  International  Deve 
opment  at  Harvard  Univcrsit;  > 
"But  many  countries  get  stuc  < 
at  this  stage  of  development 
Indeed,  in  the  annual  Globi  , 
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LAGGING  BEHIND 


60 
*1998 
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T  THE  MABE  PLANT 

leneral  Electric 

ransferred  manufacture  of  its 

Dw-margin  minibar  line  to  China 

Competitiveness  Report  that  Sachs  and 
is  associates  at  Harvard  compile,  Mexi- 
o  ranks  a  lowly  42  in  overall  competi- 
veness  out  of  58  countries  rated.  It  also 
:ores  poorly  in  areas  like  math  and  sci- 
nce  education.  Mexican  President  Vi- 
jnte  Fox  has  promised  to  boost  educa- 
on  spending  from  5%  of  gross  domestic 
roduct  to  8%.  Still,  it  could  take  as  long 
3  a  generation  to  see  real  improvements. 

taut  UREAUCRACY  BOG.  Education  isn't  the 

ioost  lly  area  where  Mexico  comes  up  short, 
slephone  penetration  is  among  the  low- 
i]  ;t  in  Latin  America.  The  judicial  system 

vers  prone  to  corruption,  and  the  bureau- 
•acy  is  cumbersome.  Even  government 
'ficials  admit  it  takes  on  average  112 
lys  to  set  up  a  new  business  in  Mexico, 
impared  with  just  one  day  in  Canada. 

jtuclj  Some  Mexicans  are  starting  to  sound 


ient. 


ie  alarm.  "It's  one  thing  to  compare 
.e  Mexico  of  today  with  the  Mexico  of 


1990,"  says  Rogelio  Ramirez  de  la  0,  an 
economic  consultant  to  several  major 
multinationals.  "But  if  you  compare  its 
advances  in  competitiveness  relative  to 
China  and  Singapore,  Mexico's  achieve- 
ments are  really  nothing  to  write  home 
about."  Manufacturing  productivity  grew 
at  an  average  of  6%  a  year  in  the  1990s, 
thanks  to  the  privatization  and  deregu- 
lation of  large  swaths  of  the  economy. 
But  that  growth  slowed  to  just  1.8%  in 
2000  and  by  last  March  was  down  to 
zero,  according  to  private  estimates. 

For  some  industries  the  productivity 
problem  has  reached  crisis  proportions. 
Mexico's  tire  industry  is  on  the  verge  of 
extinction  because  of  inflexible  labor  con- 
tracts that  make  production  costs  at 
least  30%  higher  than  in  the  U.S.  or 
Europe,  industry  executives  say.  In  the 
past  year,  Michelin  and  Goodyear  Tire  & 
Rubber  Co.  have  shut  down  their  Mexi- 
can plants,  laying  off  2,800  workers. 

Big  companies  must  often  invest  in 
intensive  training  for  Mexican  workers, 
who  average  fewer  than  seven  years  of 
schooling,  compared  with  about  10  for 
Koreans  and  Poles.  Yet  Mexico  has  long 


refused  to  offer  tax 
breaks  and  other  incen- 
tives to  foreign  investors 
to  compensate  for  the 
varying  quality  of  its 
workforce,  citing  prox- 
imity to  the  U.S.  as  in- 
centive enough.  But 
countries  such  as 
Malaysia  and  Singapore 
charge  next  to  nothing 
in  corporate  taxes  on 
electronics  assembly, 
while  China  and  Ireland 
levy  very  low  rates  of 
around  10%  to  15%. 
Mexico's  tax  is  34%. 
"We've  been  working 
with  the  government  to 
achieve  a  more  competi- 
tive fiscal  policy,  but 
they  give  absolutely 
nothing,"  says  Jaime 
Reyes,  general  manager 
of  Hewlett-Packard's 
Guadalajara  site. 

Some  top  Mexican  of- 
ficials are  keenly  aware 
that  the  country  is  at  a 
crossroads.  Says  Eduar- 
do  Sojo,  Fox's  chief  eco- 
nomic strategist,  "We 
have  to  identify  the 
niches  that  allow  us  to 
stand  apart  from  other 
emerging  markets."  That 
may  mean  watching 
some  industries  wither 
while  nurturing  others 
with  more  promise. 
That's  already  hap- 
pening in  the  state  of  Guanajuato,  home 
to  Mexico's  declining  shoe  industry.  Offi- 
cials there  now  are  working  with  busi- 
ness to  lay  the  foundations  for  a  new 
industry.  At  the  center  of  this  effort  is 
GMatrix,  a  Mexican  software  design  out- 
fit that  boasts  consultancy  kpmg  and 
Compaq  Computer  Corp.  among  its 
clients.  The  company,  with  just  $1  million 
in  2000  sales,  caught  Fox's  eye  when  he 
was  governor  of  Guanajuato.  He  asked  its 
founder,  Massachusetts  Institute  of  Tech- 
nology-trained engineer  Roberto  Solis, 
to  help  set  up  seven  other  software  com- 
panies. As  a  result,  12  universities  are 
training  1,000  software  design  engineers 
a  year.  "If  we  work  with  more  than  100 
universities,  within  two  years  we  could 
be  graduating  10,000  software  developers 
a  year,"  Solis  says. 

Yet  India  already  graduates  37,000 
software  engineers  each  year  and  ex- 
ports over  $6  billion  annually  in  soft- 
ware. It's  hard  to  see  how  Solis  can 
hope  to  play  catch-up.  Then  again,  Mex- 
ico needs  ambitious  goals  if  it  is  to  pre- 
vail in  the  contest  of  nations. 

By  Geri  Smith  in  Mexico  City 
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Just  because  you're  good  at  one  thing 
doesn't  mean  you're  good  at  everything. 


Shaquille  O'Neal  is  an  unstoppable  force  in 
the  world  of  basketball.  But  the  skills  that 
make  him  a  phenomenon  on  the  court  don't  ensure 
success  in  other  endeavors. 

The  same  applies  to  you.  Whether  you're  the  CEO 
or  COO,  chances  are  your  expertise  does  not  include 
managing  a  complex  Web  operation.  And  if  you're 
head  of  IT,  you  know  you  could  use  a  little  support. 

This  is  where  we  come  in.  We're  Digex,  and  managed 
Web  hosting  is  what  we  do.  In  fact,  Gartner  Group 
just  listed  us  as  a  leader  in  the  industry* 

Our  exclusive  Web  architecture  features 
proven,  engineered  solutions  for  your  core 


infrastructure.  We've  set  the  benchmark  with  standard 
1 0-day  installs.  We  also  specialize  in  complex  solutions  to 
address  your  particular  business  needs. 

Our  controls  for  security,  change  management,  and 
availability  were  tested  by  Ernst  &  Young,  with  results 
of  the  examination  reported  in  its  SAS  70  Type  II 
report.** 

Our  interactive  customer  portal  lets  you  monitor 
your  operations  at  all  times,  and  our  partnership  with 
WorldCom  provides  you  with  a  high-speed  global 
network. 

To    find    out    more,    please    visit    us    at 
digex.com/good  or  call  1-800-455-2968  ext.  653. 
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WILL  KOIZUMIS  REFORMS 
BE  AS  TOUGH  AS  HIS  TALK? 


Since  he  was  elected  Prime  Minister  in  April,  Junichiro 
Koizumi  has  excelled  as  a  tactician.  Appealing  to  Japan's 
jaded  public  over  the  heads  of  his  opponents,  he  has  ral- 
lied voters  behind  his  simple  message:  The  country  reforms,  or 
it  is  finished  as  an  economic  superpower.  As  BusinessWeek 
went  to  press  on  the  eve  of  the  July  29  elections  for  the 
Upper  House  in  the  Diet,  polls  showed  Koizumi's  ruling  Lib- 
eral Democratic  Party  cruising  toward  a  big  win. 

But  the  next  few  months  will  test  Koizumi's  skills  far 
Tiore  severely.  The  Japanese  economy  is  in 
-nuch  direr  condition  than  when  he  took  over. 
The  Nikkei  index  is  down  about  20%  since 
\pril  and  hit  a  16-year-low  on  July  23.  Mean- 
while, the  global  economic  slump  has  cut  off  ex- 
port growth  to  the  U.S.  and  Asia.  All  this 
nakes  Koizumi's  politics  of  pain  more  difficult 
.o  implement — and  riskier  politically. 
1IGH-WIRE  ACT.  The  Japanese  Prime  Minister 
las  just  a  few  months  to  show  real  progress 
vith  his  master  plan  to  overhaul  the  banking 
ystem,  get  a  handle  on  Japan's  escalating  gov- 
rnment  debt,  and  slash  a  runaway  $300  billion 
mblic-works  political  machine  down  to  size.  If 
le  pushes  too  little,  he  will  be  labeled  a  fraud 
iy  the  Japanese  press  and  lose  popular  support, 
f  he  pushes  too  hard,  the  current  mild  reces- 
ion  turns  into  an  ugly  one.  Then,  Dr.  Pain 
ron't  be  allowed  to  stay  around  to  fix  the  mess.  ~ 

How  will  Koizumi  manage  this  improbable  high-wire  act? 
le  faces  yet  another  political  hurdle  in  September,  when  LDP 
arty  elders  meet  to  vote  on  his  leadership.  Koizumi  is  ex- 
ected  to  win,  but  he  may  have  to  go  easy  on  reform  until  af- 
er  the  ballot  to  avoid  antagonizing  his  rivals  in  the  LDP, 
rbo  want  to  protect  their  backers  in  the  construction,  banking, 
nd  property  industries  from  tough  restructuring.  Despite 
ne  prospect  of  that  September  showdown,  some  analysts 
link  Koizumi  could  soon  kick  off  his  campaign  to  rid  the 


PINCHED:  Politics  vs.  pain 


banking  system  of  its  bad  loans.  But  he  might  cut  some  back- 
room deals  to  appease  LDP  leaders  he  needs  to  keep  on  board. 
The  big  question  is  whether  Koizumi  will  speed  up  re- 
forms after  his  place  at  the  top  of  the  party  is  assured. 
"This  fall  will  be  the  test,"  predicts  Edward  J.  Lincoln,  an  ex- 
pert on  Japan's  economy  at  Brookings  Institution  in  Wash- 
ington. "Will  there  be  [a  financial]  crisis,  and  will  he  seize 
upon  the  crisis  to  move  forward  aggressively?"  The  key  mo- 
ment will  come  in  late  September,  when  banks  will  be  re- 
quired to  disclose  for  the  first  time  the  actual 
gains  and  losses  on  the  huge  stock  portfolios 
they  hold,  which  form  a  part  of  their  capital 
base.  This  accounting  exercise  could  reveal 
that  several  major  Japanese  banks  are  violating 
capital  requirements,  which  means  they  are 
essentially  bankrupt.  That  could  provide  an 
excuse  for  Koizumi  to  take  dramatic  steps. 

A  lot  depends  on  whether  Koizumi  is  truly  a 
reformer — or  just  another  ambitious  politician. 
Opposition  Democratic  Party  of  Japan  Chief 
Yukio  Hatoyama  says  Koizumi  is  already  cav- 
ing in  to  LDP  special  interests.  But  Koizumi 
and  his  team  insist  they  won't  flinch.  Econom- 
ic &  Fiscal  Policy  Minister  Heizo  Takenaka 
predicts  the  government  will  win  legislative 
victories  on  two  issues — capping  bond  issuances 
to  $250  billion  in  next  year's  budget  and  fixing 
the  banks.  Come  this  fall,  "people  will  see  how 
serious  [Koizumi]  is  about  reform,"  Takenaka  vows.  But  that 
will  mean  layoffs  in  politically  connected  industries. 

If  all  else  fails,  Koizumi  has  two  cards  left  to  play.  He  could 
bank  on  his  70%-plus  popularity  rating  to  call  a  snap  election 
of  the  Diet's  Lower  House  in  a  bid  to  win  a  stronger  man- 
date. Or  he  could  quit  the  ldp  and  form  a  new  party  with 
ldp  dissidents  and  opposition  parties.  However  Koizumi  plays 
it,  the  politics  of  pain  look  like  a  rough  game  this  autumn. 

By  Brian  Bremner  in  Tokyo 


GLOBAL  WRAPUP 


THE  TORIES  AND  THE  EURO 

[►If  former  Chancellor  Kenneth  Clarke 

I  wins  the  race  to  succeed  William 
Hague  as  leader  of  Britain's  opposition 
Conservative  Party,  that  could  in- 
crease pressure  on  Prime  Minister 
Tony  Blair  to  join  the  European  single 
currency.  Clarke  pulled  off  a  surprise 

J  win  among  Tory  members  of  parlia- 
ment on  July  17  and  now  faces  the 
runner-up,  Ian  Duncan  Smith,  in  a 

|  vote  by  the  party's  300,000  members. 

j  rhe  result  is  expected  in  September. 
If  the  better-known  Clarke  wins, 


that  would  mean  that  two  out  of  three 
of  the  main  British  parties  would  have 
leaders  strongly  in  favor  of  Britain's 
entering  the  single  currency.  The  Lib- 
eral Democrats  and  their  leader, 
Charles  Kennedy,  have  long  backed 
such  a  move.  Blair,  who  says  he  is  in 
favor  in  principle  but  has  set  all  sorts 
of  conditions,  could  wind  up  looking 
like  the  main  obstacle  to  Britain's  join- 
ing. That  could  make  things  tough  for 
him  at  meetings  of  European  leaders. 

A  FRENCH  WELCOME  FOR  EBAY 

►  EBay  may  be  the  quintessential 


New  Economy  company,  but  France  is 
treating  it  the  old-fashioned  way — 
with  a  strike.  On  July  23,  uniformed 
guards  used  tear  gas  to  disperse  em- 
ployees who  barricaded  the  entrance 
to  the  headquarters  of  iBazar,  a  Paris- 
based  online  site  that  eBay  is  acquir- 
ing. Workers  walked  off  the  job  to 
protest  eBay's  plans  to  lay  off  about 
half  of  iBazar's  90  employees.  The  con- 
troversy isn't  likely  to  slow  eBay's 
march  across  Europe.  It's  the  top  auc- 
tion site  in  Britain  and  Germany,  and 
its  acquisition  of  iBazar  gives  it  the 
No.  1  spot  in  France,  Italy,  and  Spain. 
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If  you  want  to  use  the  Internet  to  help  you  do  business  more  efficiently,  rely  on  Lawson  to  show  you  the  way.  We've  helped 
thousands  of  businesses  like  yours  simplify  their  operations  and  run  more  smoothly.  They  found  our  proven  solutions 
took  the  worry  and  risk  out  of  e-business.  To  see  how  we  can  help  you,  ask  for  our  detailed  e-Business  Success  Kit. 

Justvisitusatwww.lawson.com/success600rorcall  1-800-477-1 357  code  600r.        LAI/VSUlM  PROVEN. 

Software  ., 
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xt  step  seems  a  lot  easier  when  you're  working 
with  someone  who  has  e-business  experience. 
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Office  Depot's 
Internet  Diva 


Dressed  to  Kill 

At  the  height  of 
the  dot-com  craze, 
countless  companies 
focused  on  a  single 
goal  -  get  prettied 
up  for  sale.  This  is  the  story  of 
how  one,  Critical  Path,  wound 
up  being  accused  of  accounting 
irregularities.  It's  now  the 
target  of  an  SEC  probe. 


FOUNDER  DAVID  HAYDEN 
HAS  RETURNED  TO 
RESCUE  THE  COMPANY 
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ENMORE  JEWELE 


Eric  Fenmore 
would  accept  only  as 
many  watches  as 
he  could  personally 
repair.  Yet  to  succeed 
today  a  company 
must  serve  unlimited 
customers  online,  by 
phone  or  in  person. 
With  Siebel's 
application  software 
and  Sun's  robust, 
highly  scalable 
enterprise  systems, 
your  customers  can 
connect  with  you 
anytime,  anywhere, 
any  way  they  want. 
And  get  the  kind 
of  personalized 
service  once  available 
only  from  a  craftsman 
like  Eric  Fenmore. 


€^ 


Sun 


Good  service 
is  good  business. 

www.Miln  I  sun.com  1-800-356-3321 
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That  quaint  Old  Economy  anagram,  roi,  returns  to 
cult-like  status  in  a  land  desperate  for  optimism 
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Charging  Too  Much,  Too  Soon 

Too  many  online  businesses  have  forgotten  that 
free  samples  and  loss  leaders  buy  customer  loyalty 
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cover  story 

Critical  Path's  Derailment 

One  of  the  Internet's  most  promising  companies  in 
1998,  the  former  e-mail  pioneer  is  now  a  pariah  on  Wall 
Street,  facing  a  sec  investigation  and  shareholder  law- 
suits claiming  the  company  artificially  inflated  its  stock 
with  unrealistic  revenue  and  profit  projections.  Here  for 
the  first  time  is  the  cautionary  tale  of  a  dot-com  that, 
like  many  others,  sought  to  put  quick  profits  ahead  of 
building  a  long-term  business 
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Monica  Luechtefeld:  Office  Depot's  E-Diva 

By  making  online  purchasing  the  backbone  of  the  office 
retailer's  supply  chain,  she  has  made  it  a  breadwinner,  too 
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BusinessWeek  e.biz 


WHEN  WILL 
THF  PAIN  STOP? 


Don't  look  for  the  tech-spend- 
ing clouds  to  lift  until  next  year. 
We  asked  visitors  to  e.biz  Online 
when  tech  demand  will  rebound. 
Most  people  who  answered  our 
poll  doubt  predictions  of  a  second- 
half  upturn  this  year.  Oh,  the  pain! 


How  long  do  you  think  it  will  be 
before  the  technology  sector  gets 
back  to  a  normal  level  of  growth? 

Third  quarter  2001         5»8% 

Fourth  quarter  2001       19*0% 

First  half  2002  35»1% 


Second  half  2002 


24.4% 


Later  than  that 


15.7% 


Data:  BusinessWeek  Online  and  e.biz  Online  survey  of 
1448  readers,  June-July  2001 


Handheld, 
But  Not 
Handy 


A  tech  watchword  is  that  you 
have  to  eat  your  own  dog- 
,  food — that  is,  use  products 
you  make — if  you  want  anyone  else 
to.  But  top  dogs  of  the  wireless 
Web  missed  the  memo.  A  study  of 

50  industry  execs  by  venture  capital  firm  ComVentures  says  that  more 
than  half  do  nothing  on  their  cell  phones  but  talk.  And  most  use  handheld 
computers  only  to  check  calendars  or  directions.  Haven't  these  guys  told  us 
that  consumers  need  wireless  stock  quotes,  e-mail,  and  Web  searches? 

Why  the  disconnect?  Teeny  keyboards,  itsy-bitsy  screens,  and  pokey  con- 
nection speeds  make  today's  wireless  devices  a  drag,  says  ComVentures 
partner  Roland  Van  der  Meer.  Plus,  today's  gadgets  have  limited  uses,  so  you 
often  need  more  than  one.  Carrying  three  or  four  devices  "isn't  very  con- 
venient," says  survey  respondent  Clark  Dong,  CEO  of  hereUare  Communica- 
tions Inc.,  a  wireless-infrastructure  company.  Until  the  big  dogs  chow  from 
their  own  bowls,  don't  expect  the  little  ones  to  feed  there  either.  — Ben  Elgin 


Bad  News  for  Good  Geeks 


Iast  year,  Ethan  Zuckerman  was  a  poster 
boy  for  Web  millionaires  turning  to 
■  good  works.  The  28-year-old  founded 
Geekcorps,  a  Peace  Corps-like  crew  that 
would  bring  technology  to  developing 
countries.  In  months,  700  volunteers 
signed  up,  and  nearly  as 
many  reporters 
filed  fawning 
stories.  Zuck 
erman  was 
even  fea- 
tured in  a 


Dewar's  whisky  ad.  But  "that  was  when 
markets  were  good,"  he  says. 

Now,  Geekcorps  is  running  out  of  mon- 
ey, just  like  many  of  the  dot-coms  that  in- 
spired it.  With  cash  tight,  Geekcorps  has 
sent  only  14  geeks  into  the  field — all  in 
Ghana.  Plans  to  enter  a  dozen  Asian, 
African,  and  Latin  American  countries 
are  on  hold.  Why?  Corporate 
largesse  has  fallen  through — 
though  Zuckerman  is  still  try- 


ing. In  particular,  talks  with  Lycos  Inc. — 
which  bought  the  Gen  X  community  site 
Tripod.com  from  Zuckerman  and  his  part- 
ners in  1998 — collapsed  in  May.  With  what's 
left  of  $350,000  in  funding  from  family 
and  friends,  "we  can  see  through  January," 
Zuckerman  says.  "Beyond  that,  it's  tough 
going."  As  doing  well  online  gets 
harder,  doing  good  is  no  picnic, 
either.  — Brian  Crow 
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O   This  is  the  FOREMAN 


^  That  placed  the  Order 


That  went  through  the  Dealer 


b  That  notified  Contracts 


w   That  alerted  Manufacturing 


«p>  That  checked  with  Accounting 


0   That  contacted  Shipping 


y  That  sent  the  Delivery 


©   That  sealed  the  Process 


<>  That  lives  in  the  Integration  Software 


ffl   That  we  Built. 


More  and  more  Global  2000  companies  have  discovered  that 
we  don't  just  connect  applications — we  automate  their  business 
processes.  To  get  the  full  story,  visit  www.crossworlds.com 


lO  crossworlds* 

*T         SOFTWARE 


Integration  is  more 
than  just  connections' 
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NEUBORNE  ON  E-TAILING 


BY  ELLEN  NEUBORNE 

ellen   neuborne@ebiz.businessweek.com 


Coaxing  with  Catalogs 

The  direct-marketing  approach  to  e-tailing  is  winning  converts-and  customers 

ard  to  believe,  but  the  best  tactic  for  generating  online  sales  dates  all  the  way 
back  to  1888.  That's  when  Richard  Warren  Sears  and  Alvah  Curtis  Roebuck  be- 
gan the  modern  era  of  catalog  retailing  by  mailing  out  lists  of  their  wares  to  po- 
tential consumers.  Sure,  the  original  Sears  catalog  went  under  years  ago.  But 
increasingly,  those  wanting  to  succeed  in  online  retailing  are  using  the  direct 


marketing  tactics  pioneered  by  Sears  and  Roebuck  and  honed  by 
the  likes  of  L.L.  Bean  and  Victoria's  Secret. 

Just  ask  Bill  Miller.  The  ceo  of  exotic  goods  e-tailer  eZiba.com 
tested  a  slim  paper  catalog  last  year.  This  year,  he's  back  with  10 
of  them.  "The  customer  reaction  was  pretty  remarkable,"  Miller 
says  of  the  effort.  The  catalog  helped  eZiba  expand  its  customer 
base  from  mostly  young,  Web-sawy  consumers  to  older  shoppers 
he  calls  "the  museum  crowd."  These  peo- 
ple "are  more  comfortable  responding  to 
a  catalog,"  he  says.  He's  now  applying 
other  direct  marketing  tools,  such  as  post- 
cards and  targeted  print  ads. 

Even  e-tailing  heavy- 
weight    Amazon.com 
Inc.  is  starting  to  see 
the  light.  After  mail- 
ing out  brochures 
for  Christmas  and       i 
Father's  day,  Ama- 
zon tested  the  waters 
with  a  catalog  of  home 
and  garden  products  that  in- 
cluded a  toll-free  number  for  orders.  While 
Amazon  won't  discuss  the  results  of  these  efforts,  Andy  Jassy,  gen- 
eral manager  of  customer  relationships,  says  the  company  will 
continue  experimenting  with  direct  marketing. 

Although  the  advantage  seems  clear  today,  some  catalog  re- 
tailers took  a  while  to  discover  how  well  their  old  methods 
work.  Coldwater  Creek  Inc.,  a  catalog  seller  of  women's  clothing, 
tried  tactics  such  as  banner  ads  to  drive  shoppers  to  its  Web  site. 
One  year  and  $1  million  later,  Chairman  Dennis  Pence  says  he 
now  relies  almost  exclusively  on  his  catalog  and  other  direct 
marketing  methods  to  get  shoppers  online.  That's  contrary  to  the 
advice  he  got  at  the  start  of  his  e-tailing  effort.  "But  none  of  the 
new  stuff  worked  as  well  as  what  we've  had  all  along,"  he  says. 

Sure,  mailing  catalogs  isn't  cheap.  A  good-looking,  glossy 
book  can  cost  anywhere  from  5()<t  to  $1  per  customer — and  that's 


assuming  you're  mailing  millions  of  them  at  volume  discounts.  E- 
mail  campaigns,  by  comparison,  can  cost  just  pennies  per  pair  of 
eyeballs.  And  rates  for  banner  ads,  which  have  been  dropping  for 
months,  are  also  far  less  expensive  than  a  direct  mailing.  A  pro- 
gram with  a  high  cost  up  front  can  be  hard  for  a  cash-strapped 
Web  site's  marketing  manager  to  justify. 

Used  wisely,  though,  catalogs  can  add  up  to  profits.  Industry  re- 
searcher Shop.org,  in  conjunction  with  the  Boston  Con- 
sulting Group,  studied  156  online  shopping  sites. 
Unlike  Web-only  stores  and  the 
sites  of  brick-and-mortar  re- 
tailers, those  run  by  cata- 
log companies  were 
consistently  profitable. 
Why?  In  part  because 
bringing  customers 
in  the  virtual  door 
costs  them  far  less 
than  it  does  other 
Web  stores.  Catalog- 
based  e-tailers  using 
direct  marketing  tech- 
Wr  niques  spend  an  average 
of  $14  to  acquire  a  new  on- 
line customer,  according  to  the 
Shop.org  study.  It  costs  traditional  stores  $34  to  accomplish  the 
same  thing.  And  Web-only  e-tailers  spend  $55  to  acquire  a  cus- 
tomer. "The  direct  marketing  mindset  has  proved  invaluable  on  the 
Web,"  says  Elaine  Rubin,  chairman  of  Shop.org. 

There's  no  doubt  that  direct  marketing  is  less  sexy  than  Super 
Bowl  ads,  bus  wraps,  or  TV  spots  featuring  sock-puppet  mascots. 
As  the  emphasis  shifts  away  from  eyeballs  and  page  views  toward 
the  bottom  line,  though,  a  profitable  way  of  wooing  customers 
can't  be  dismissed.  And  that  means  e-tailers  are  now  looking  (or 
managers  with  experience  in  databases,  mailing  lists,  and  Other  di- 
rect-marketing programs,  Rubin  says.  "They're  the  hottest  guys 
around,"  she  says.  Richard  and  Alvah  would  be  proud.  • 
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CLICKS&MISSES 


BY  TIMOTHY  J.  MULLANEY 

tim_mullaney@ebiz.businessweek.com 


AOL  Wins  a  Virtual  TKO 

No  purple  trunks,  but  an  MSN  vs.  AOL  match  might  look  like  this 

re  Bill  Gates  and  Steve  Case  the  Web's  Ali  and  Frazier?  They're  its  heavyweight  champs, 
with  msn  and  America  Online  atop  the  ratings.  Like  Ali,  Gates  drives  millions  to  dis- 
traction, while  Case,  like  Frazier,  doesn't  stir  us  up.  And  with  msn  getting  better  buzz, 
a  showdown  is  at  hand.  (Dare  I  say,  a  Thrilla  in  Vanilla?)  But  can  the  new  msn  re- 
ally challenge  AOL?  If  they  got  in  a  ring,  the  play-by-play  might  go  like  this. 


Round  1.  Auto  Channels.  Case  jabs  with  content  from 
Autoweb.com.  Gates  hits  back  with  better-written  reviews,  virtu- 
ally the  same  car-price  data,  and  a  better  layout.  Round:  Gates. 
Round  2.  Instant  Messaging.  These  services  let  you  chat  with 
buddies  online  in  real  time,  msn  tries  to  take  things  further  by 
using  its  instant  messaging  service  to  carry  phone  calls  over  the 
Web.  But  I  had  trouble  making  the  phone  service  work.  AOl.'s  in- 
stant messaging  does  less — it  sticks  to  simple  text  messages — but 
it's  reliable  and  has  a  huge  audience.  Round:  Case. 
Round  3.  City  Guides/Entertainment.  These  sections  tell  you 
what's  up  in  your  nabe.  Gates  set  up  Microsoft  Sidewalk  to  do 
this  but  it  wasn't  a  hit,  and  msn  now  uses  content  from  City- 
Search.com.  msn  has  fewer  listings,  and  it  has  no  punch  to 
counter  aol's  MovieFone  service,  which  lets  you  buy  tickets 
online,  aol  wipes  up  the  sidewalk  with  msn.  Round:  Case. 

Round  4.  Travel,  msn's  Ex-       ( 

pedia.com  is  good,  but  aol 
Travel  is  better.  Gates  leads 
with  a  strong  fare-search  en- 
gine and  a  range  of  package 
deals,  including  adventures 
from  partner  Away.com.  But 
Case  has  similar  technology 
and  adventure  travel  from 
GorpTravel.com.  Then  he 
decks  Gates  with  lively  writ- 
ing from  Travel  &  Leisure 
magazine.  Round:  Case. 
Round  5.  Music.  Neither 
aol  nor  msn  has  interesting 
music-download  services — 
yet.  But  each  has  tons  of 
commercial-free  Web  radio. 
msn  has  128  stations  in  24 
genres,  with  software  that  lets 
you  choose  a  station  not 
only  by  type  of  music  but 


Battle  of  the  Titans:  AOL  v.  MSN 


Giant  AOL  is  still  tops,  but  MSN  is  closing  the  gap. 


Entertainment:  aol's 

listings  of  things  to  do  is 
much  deeper. 

Shopping:  AOL  has  way 

more  stores. 

Personal  Finance: 

AOL's  breadth  and  ease  of 
use  are  superior,  though 
MSN  is  a  close  second. 


also  by  what  kind  of  mood  you  want  to  set.  For  example,  choic- 
es include  "Workout,"  "Let's  Drink,"  and  "Let's  Make  Love."  Slick. 
aol's  Spinner  section  has  more  stations  but  less  imagination.  Mi- 
crosoft loses  for  refusing  to  let  msn  Music  play  over  Netscape 
browsers  or  Real  Audio  streaming-audio  software.  Round:  Case. 
Round  6.  Shopping.  Eshops.msn.com  hits  Case  with  88  stores. 
Case  swings  back:  aol's  alphabetical  list  of  stores  hits  88  in  the 
Cs.  Round:  Case. 

Round  7.  Personal  Finance.  MSN  recruited  about  50  finance 
writers  and  devised  stock-screening  software  to  give  msn  a  good 
personal-finance  magazine.  But  aol  has  its  own  stock  screens 
and  data,  plus  magazines  like  Smart  Money,  Fortune,  and  Busi- 
nessWeek, msn  gives  you  dozens  of  guys  who  once  wrote  for  big 
publications,  aol  gives  you  hundreds  who  still  do.  Round:  Case. 
Round  8.  News.  MSNBC.com  is  livelier  and  better-looking  than 

I       aol  News.  Round:  Gates. 

Round  9.  Look  and  Feel. 
Remember  Web  smartboys 
mocking  aol's  simplicity? 
Where  are  they  now?  Listing 
houses  they  can't  afford  on 
aol  House  and  Home?  aol's 
similar-looking  channels 
help  us  find  things  fast.  Each 
msn  channel  looks  different: 
Some  look  great,  others 
don't.  Round:  Case. 

Case  wins — but  Ali  and 
Frazier  fought  three  times, 
and  Ali  won  the  last  two. 
And  industry  sages  say 
Microsoft  perfects  products 
in  the  3.0  version.  MSN  is  at 
2.0 — not  yet  AOL-worthy, 
but  no  joke.  And  Mr.  Softie 
will  keep  punching.  He  al- 
ways does.  ® 


News:  MSN  makes  bet- 
ter use  of  content  from 
NBC  and  other  partners 
than  AOL  makes  of  its 
Time  Warner  magazines. 

Cars:  MSN  Carpoint  is 
more  fun,  less  geared  to 
motorheads. 


BusinessWeek  e.biz  /  August  6,  2001  EB  7 


BusinessWeek  e.biz 


THE  DIGITAL  LIFESTYLE 


BY  JOAN  O'C.  HAMILTON 

joan_hamilton@ebiz.businessweek.com 


The  Reappearance  of  ROI 

A  startling  discovery  has  the  Valley's  best  and  brightest  scratching  their  heads 


Digital  Lifestyle  intercepts  suppressed  news  accounts  of  the  "discovery" 
of  return  on  investment,  an  ancient  method  for  calculating  the  actual 
financial  benefits  of  buying  new  and  improved  technology. 

Silicon  Valley,  May  1,  2001 — Local  officials  today  announced  a 
bizarre  discovery:  While  excavating  beneath  a  dot-com  office 
building  that  had  been  demolished  to  make  room  for  a  new,  so- 
lar-powered state  unemployment  office,  workers  came  across  a 
rectangular  granite  stone  with  the  letters  "roi"  carved  into  it.  A 
strange,  sticky  red  goo  appears  to  be  obscuring  additional  writ- 
ing on  the  stone.  "It  must  have  meant  something  significant  to  a 
previous  culture,"  hypothesized  L.  Winthrop  "Iowa"  Jones,  an  am- 
ateur archaeologist  who  has  been  retained  to  study  the  rock.  "No- 
body around  here  is  familiar  with  the  meaning  of  this  carving," 
Jones  says.  "It's  a  real  mystery." 

Silicon  Valley,  June  1,  2001 — At  the  ROI  Clearinghouse  that  has 
been  set  up  in  Cupertino,  Calif.,  volunteers  have  handled  hundreds 
of  tips  about  who  or  what  ROI  might  be.  "We  don't  want  to  jump 
to  any  hasty  conclusions  about  roi,"  explains  project  leader  L.  W. 
"Iowa"  Jones.  "We  have  ruled  out  a  connection  to  that  Las  Vegas 
guy  in  the  tight  pants  who  works  with  tigers.  Otherwise,  our  vis- 
ibility on  this  term  remains  very  limited." 


Silicon  Valley,  June  15, 
2001 — Field  archaeol- 
ogists painstakingly  pry- 
ing the  mysterious  red 
goo  from  the  roi  stone  re- 
port that  the  three  words 
"Return  on  Investment" 
are  now  evident.  Project 
roi  Executive  Director  L. 
W.  Jones  says  forensic 
computer  investigators 
and  linguists  are  trying  to 
unravel  this  intriguing 
phrase. 


Silicon  Valley,  July  1, 
2001 — Shaggy-eyebrowed 
Wall  Street  veteran  Hugh 
"Mac"  Tasseloafer  III,  who  re- 
tired to  Carmel,  Calif.,  in  the 
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1980s,  today  issued  a  statement  purporting  to  solve  the  roi 
cornerstone  mystery.  Tasseloafer  says  "Return  on  Investment,"  or 
roi  (Ar-Oh-Eye),  means  calculating  the  payback  buyers  will  get 
over  time  from  technology  that  makes  them  more  efficient  and 
productive.  Growled  Tasseloafer:  "Anybody  around  here  ever 
show  up  for  accounting  class?  It's  not  unlike  the  case  that  more 
efficient  smelter  sellers  made  to  the  old  steel  barons." 

Valley  insiders  initially  bristled  at  the  Old  Economy  slight,  but 
they've  been  warming  to  Tasseloafer's  concept.  "It's  intriguing  to 
use  numbers  to  justify  a  buying  decision,"  says  networking  exec 
Rich  Router.  He  says  until  recently  it  was  "enough  to  act  impa- 
tient and  say:  'Look,  either  you  buy  this  or  you  might  not  exist  in 
five  years.' " 

Silicon  Valley,  Aug.  1,  2001 — In  a  Valley  desperate  for  opti- 
mism, roi  has  become  a  beacon  of  hope,  inspiring  an  almost  cult- 
like devotion.  "Got  roi?"  is  showing  up  on  T-shirts  and  billboards. 
Entrepreneurs  and  sales  reps  now  promise  ROI  to  customers 
with  the  same  zeal  they  used  in  the  late  1990s  to  talk  about 
"stickiness."  Still,  skeptics  exist.  Gripes  one  former  online  pet-shop 
executive:  "Nowhere  in  the  equation  does  there  seem  to  be  a  place 
to  input  the  'cool'  factor.  I  did  see  a  Web-based  roi  calculator  that 
was  kind  of  neat,  though." 

Silicon  Valley,  Sept.  1,  2001 — 

The  roi  Entrepreneurs  Assn.  to- 

day  announced  that  the  red 

^|         ^y       goo  on  the  roi  cornerstone 
^|        ^m       has  been  carbon-dated  to  the 
A||f   W       1970s.  It's  now  believed  to  be 
^|        V      congealed  lava  from  an  original 
fl      ^  H      lava  lamp,  not  one  of  the  knock- 
JJB    _^  offs  that  began  appearing  in  dot- 

com cubicles  in  1998.  "The  idea 
that  as  far  back  as  the  1970s,  Val- 
ley business  people  understood  a 
concept  this  revolutionary  is  just 
mind-boggling,"  noted  venture  cap- 
italist T.  Old  Boysklub,  who  urges 
anybody  with  an  i«  )i  business  plan  to 
give  him  a  call.  "I'm  sitting  on  a  bil 
lion-dollar  fund,"  he  adds,  "and  this  is 
the  kind  of  breakthrough  thinking  I've 
been  waiting  for."  • 


The  transformation  of  sand  to  glass  to  fiber  optics  is 
^complete.  The  transformation  of  fiber  optics  into  the  multi- 
Ibillion  dollar  telecommunications  industry  has  just  begun. 
iThat  transformation  will  change  the  way  we  work,  the 
(way  we  play,  the  way  we  think.  Of  course,  changing 
Hthe  way  the  world  works  isn't  child's  play,  as  any 
'^telecommunications  service  provider  can  tell  you.  The 
ppower  of  your  partnerships  is  critical  to  your  success. 
IfThat's  why  El  Paso  Global  Networks  offers  our  partners  a 
Iwhole  new  model  of  customer  service.  A  model  that 
(includes  the  best  wholesale  data  telecommunications 
bproduct  suite  on  the  market,  seamless  end-to-end 
pconnectivity  provisioned  at  the  speed  of  light,  and 
Irinnovative  product  development. 


We  also  understand  that  it  takes  more  than  superior 
service  to  transform  an  industry.  It  takes  commitment 
and  insight.  At  El  Paso  Global  Networks,  we're  committed 
to  powering  the  transformation  through  our  Strategic 
Investment  Fund  to  help  you  speed  new  products  and 
services  to  market,  so  you  can  offer  your  customers  the 
latest  technology.  And  as  a  leader  in  bandwidth  trading,  we 
have  the  industry  insight  to  help  you  manage  risk,  analyze 
options,  and  shape  strategy.  Join  us  in  the  transformation 
and  raise  your  company  to  the  power  of  El  Paso. 

El  Paso  Global  Networks.  Bandwidth.  Raised  to  the 
power  of  El  Paso. 
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GETS  how  to  do  five  years  of  work  in  two  years'  time. 

tt'OT  IT  DONE  for  DaimlerChrysler  by  rallying  IBM  teams  around  an 
engineering  solution  that  allows  real-time  communication  across 
the  supply  chain  and  gets  new  cars  to  market  over  100%  faster. 

motive 


IBM  is  a  trademarK  of  international' Susmess  Machines  Corporate 
E     a  registeredtrademarK  o'  The  Open  Group  Other  company,  produ< 


irttof  LmuS  TorvaldS  l  N 
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GETS  how  to  save  money  by  making  mainframes  speak  Linux: 

GOT  IT  DONE  for  Telia  Net,  part  of  Scandinavia's  largest  telco, 
by  replacing  70  UNIX®  hosting  servers  with  org|BM  z900 
mainframe  running  1500  virtual  copies  of  Linux  simul 
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The  e-mail  handler  focused  on  building 
the  stock  price,  not  the  business 
Now,  Chairman  David  Hayden  i 
mounting  a  "start-over  effort* 
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At  Critical  Path 


f  Richard  A.  Juarez  could  live  last  Jan.  12  over 
again,  he  wouldn't  have  knocked  off  work  ear- 
ly and  gone  jogging  along  the  bayfront  green  in 
San  Francisco's  Marina  District.  On  the  path, 
Juarez,  then  a  senior  research  analyst  at  in- 
vestment banker  Robertson  Stephens,  heard 
someone  call  his  name.  Running  in  the  oppo- 
site direction  was  Douglas  Hickey,  ceo  of  Crit- 
ical Path  Inc.,  a  promising  young  company 
that  managed  e-mail  for  corporations  that 
Juarez  covered  for  the  investment  bank. 

As  the  two  exchanged  greetings,  Juarez  seized 
the  opportunity  to  pump  Hickey  for  informa- 
tion. An  earnings  announcement  was  just  six 
days  away,  and  Juarez  wanted  to  know  if  Crit- 
ical Path  would  keep  its  yearlong  promise 
of  emerging  as  one  of  the  few  profitable  In- 
ternet companies.  Juarez  asked:  "How's 
business?  Are  you  sleeping  well  these 
days?"  Hickey  declined  to  comment 
for  this  story,  but  according  to 
Juarez,  Hickey  replied:  "I'm 
sleeping  very  welL"  Juarez  in- 
terpreted his  response  as 
confirmation  that  Crit- 


ical Path  would  show  a  profit  He  did  some  re- 
search, calling  Critical  Path  customers  and  em- 
ployees. With  signs  looking  positive,  Juarez 
issued  a  report  reiterating  his  "strong  buy"  rat- 
ing and  urging  clients  to  buy  Critical  Path  stock. 

It  was  a  grave  error.  On  Jan.  18,  Critical  Path 
reported  a  loss  of  $11.5  million,  on  revenues  of 
$52  million — nowhere  near  the  forecast  of 
$700,000  in  profits  and  $55  million  in  sales 
that  the  company  had  been  giving  Wall  Street 
Within  24  hours,  10  analysts,  including  Juarez, 
downgraded  Critical  Path's  stock,  which  tum- 
bled 64% — km  $25.13  the  day  before  the  an- 
nouncement to  $9  the  day  after.  But  the  real 
bombshell  came  on  Feb.  2,  when  the  company 
disclosed  that  its  fourth-quarter  earnings  report 
may  have  contained  accounting  irregularities. 
In  a  matter  of  days,  88%  of  Critical  Path's 
market  cap  and  $1.7  billion  in  shareholder 
value  had  vaporized. 

Since  then,  things  have  only  gotten  worse.  In 
its  first  quarter  ended  Mar.  31,  Critical  Path  said 
revenues  declined  to  $27.2  million,  and  its  net 
loss,  excluding  special  charges,  was  $42  million. 
On  top  of  that,  the  company  is  facing  an 
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At  Critical  Path's  headquarters  in  San 
Francisco  (left),  the  company's  wildly 
successful  IPO  in  March,  1999,  produced 
euphoria  among  employees  (below). 
But  later,  as  troubles  piled  up,  President  | 
Thatcher  and  CEO  Hickey  (right)  quit 
the  company,  as  did  Chief  Technology 
Officer  Correia  (far  right) 


/•lil 


investigation  by  the  Securities  &  Exchange 
Commission  and  more  than  two  dozen 
shareholder  lawsuits,  claiming  that  the 
company  artificially  inflated  its  stock  with 
unrealistic  revenue  and  profit  projections. 
The  stock  now  trades  below  $1  per  share. 

What  happened?  This  highflier  had 
seemed  so  promising.  In  March,  1999,  when 
Critical  Path  had  an  initial  public  offering 
on  Wall  Street,  the  stock  immediately  soared 
from  $24  to  $65.  Last  year,  it  emerged  as  the 
leader  in  the  market  for  handling  e-mail  for 
corporations,  a  $570  million  market  that  is 
expected  to  grow  to  $780  million  by  2002, 
according  to  market  researcher  roc.  Critical 
Path's  reported  sales  were  growing  35%  a 
quarter,  and  its  high-profile  management 
team  had  beefed  up  its  product  line  with  10 
acquisitions  over  two  years. 

Critical  Path's  was  an  archetypal  dot- 
com disaster.  Its  leaders  made  a  critical 
error:  Like  many  other  dot-com  execs 
during  those  manic  go-go  years,  they  be- 
came slaves  to  Wall  Street  instead  of  fo- 
cusing on  building  a  long-term  business. 
According  to  interviews  with  current  and 
former  Critical  Path  executives,  Hickey 
and  his  team  had  decided  last  year  to  sell 
the  company.  For  them,  that  meant  that 
maintaining  a  high  stock  price  trumped  all 
other  business  fundamentals.  Once  they 
set  on  that  course,  move  after  move  pro- 
pelled them  down  a  disastrous  road. 

What  had  started  as  a  dream  of  building 
the  Internet  future  ended  up  a  cynical  ex- 
ercise in  seeking  quick  profits.  According 
to  current  and  former  employees,  sales  and 
executive  meetings  turned  into  unbearable 
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pressure  cookers,  as 
staff  members  were 
told  to  meet  their 
numbers  at  all  costs 
so  that  the  compa- 
ny could  impress 
analysts  and  pro- 
spective acquirers. 

Most  of  Critical  Path's  acquisitions  were 
carried  out  to  harvest  the  revenues  and 
customers  of  the  acquired  companies,  in- 
stead of  adding  compelling  technologies 
that  improved  Critical  Path's  core  busi- 
ness. That  left  the  company's  culture  in 
tatters  as  it  tried  to  glue  together  1,000 
employees  from  10  different  companies. 
"It  was  just  total  chaos,"  recalls  Jerry  Seikel, 
a  former  Critical  Path  account  executive. 

Dark  Odyssey.  Making  matters  worse, 
BusinessWeek  has  learned,  were  possible  vi- 
olations of  accounting  rules  by  Critical 
Path  executives  who  were  trying  to  prop  up 
revenues.  According  to  several  current  and 
former  executives,  the  company  backdated 
sales  contracts,  pushing  deals  back  by  sev- 
eral days  to  count  in  an  earlier  quarter.  It 
also  relied  on  so-called  side-letter  deals, 
which  made  it  appear  as  if  Critical  Path's 
services  were  being  ordered  up  by  clients 
when  instead  they  knew  this  would  allow 
customers  to  renege  on  purchase  agree- 
ments without  penalty.  "The  line  between 
right  and  wrong  wasn't  just  blurred.  It  was 
wiped  out,"  says  a  former  sales  manager. 
Critical  Path  officials  concede  there  were 
accounting  irregularities  but  contend  they 
were  spearheaded  by  a  few  individuals  who 


are  no  longer  with  the  com- 
pany. Since  uncovering  the 
problems,  the  board  has 
pushed  out  ceo  Hickey,  President  David 
Thatcher,  and  Sales  Vice-President  William 
Rinehart.  Hickey,  Thatcher,  and  Rinehart 
declined  comment  about  why  they  left  the 
company.  The  company  also  has  revised  its 
third-  and  fourth-quarter  sales  downward 
by  a  total  of  $19.3  million — nearly  one-fifth 
of  the  sales  it  had  originally  claimed.  "The 
financial  events  that  impacted  the  compa- 
ny earlier  in  the  year  are  behind  us  and 
were  clearly  isolated  incidents,"  says  founder 
and  Chairman  David  C.  Hayden,  who 
stepped  in  as  interim  CEO  in  February  and 
says  he  was  not  aware  of  the  problems 
when  they  occurred.  "We  have  put  the 
necessary  controLs  in  place  both  in  terms  of 
systems  and  personnel  to  ensure  that  those 
events  will  not  be  repeated  in  the  future." 
Now,  Critical  Path  is  fighting  for  its 
life.  Hayden  has  streamlined  the  company's 
offerings  from  40  products  and  services  to 
a  dozen.  He  has  cut  the  workforce  40%,  to 
650  employees.  And  he  is  attempting  to 
preserve  its  $171  million  in  cash.  But  even 
I  layden  knows  a  comeback  will  be  difficult 
"The  start-over  effort  will  be  more  chal- 
lenging than  the  startup  phase,"  he  says. 

Here  is  the  inside  story  of  how  Critical 
Path  went  so  wrong.  BusinessWeek  inter- 
viewed 25  past  and  present  Critical  Path 


I    . 


employees  and  executives  to  weave  togeth- 
er its  dark  odyssey.  What  emerges  is  a  cau- 
tionary tale  about  a  company  that  put  too 
high  a  value  on  catering  to  Wall  Street 
and  prettying  itself  up  for  a  sale,  rather 
than  focusing  on  its  business. 

California  Dreamin'.  Critical  Path 

was  steeped  in  idealism  at  its  birth.  In  1997, 
Hayden  and  a  group  of  programmers  set 


out  to  build  a  world-transforming  busi- 
ness, creating  an  e-mail  service  that  they 
hoped  would  be  used  by  thousands  of  cor- 
porations and  millions  of  employees.  Their 
goal:  to  turn  e-mail  into  a  simple  utility, 
much  like  water  or  electricity.  Critical  Path 
would  run  all  the  software  and  deliver  e- 
mail  accounts  to  corporations,  which 
would  pay  them  for  the  service  on  a 
monthly  basis.  The  corporations  would  be 


Lessons  from  Critical  Path's  Woes 


►  TAKE  YOUR  LUMPS.  Critical  Path  didn't  own  up  to  a  rotten  fourth  quarter, 
even  though  some  execs  believed  it  would  fall  $5  million  to  $8  million  below  its  rev- 
enue target  of  $55  million.  By  not  warning  Wall  Street,  the  company  was  discredit- 
ed when  it  missed  its  numbers  on  Jan.  18.  The  stock  price  dropped  64%,  to  $9  a 
share,  and  10  analysts  issued  downgrades. 


►  SET  REALISTIC  COALS.  Critical  Path  CEO  Doug  Hickey  set  lofty  goals  and  refused 
to  let  his  lieutenants  come  up  short. That  helped  build  sales  from  $16.2  million  in  1999 
to  $135.7  million  in  2000.  But  when  the  economy  slowed  late  last  year,  under-the-gun 
sales  execs  began  doing  improper  things  to  boost  revenues — including  backdating 
contracts. 


►  GO  EASY  ON  ACQUISITIONS.  Ten  acquisitions  in  16  months  is  just  too  many. 
Critical  Path's  bid  to  build  a  super-platform  of  Net  communications  tools  fell  on  its 
face  because  few  of  the  products  gathered  through  acquisitions  could  work 
together.  Instead,  Critical  Path  was  left  with  40  stand-alone  products. 


►  KEEP  THE  BOARD  PLUGGED  IN.  The  five  outside  directors  were  too  hands-off. 
True,  Hickey  and  his  managers  rarely  sought  out  the  board's  advice.  But  these  five,  in- 
cluding venture  capitalists  and  corporate  executives,  didn't  ask  the  tough  questions 
born  of  their  combined  48  years  of  high-tech  experience. 


relieved  of  the  burden  of  buying  and  man- 
aging the  technology.  "We  wanted  to  be 
nothing  less  than  the  central  switchboard  of 
the  grand  thought  matrix,"  recalls  Steve 
Simitzis,  a  former  Critical  Path  engineer 
and  the  company's  fifth  employee. 

The  vision  appealed  to  customers  and 
investors  alike.  Hayden,  who  co-founded 
Magellan,  one  of  the  Net's  first  search  en- 
gines, began  lining  up  Critical  Path's  first 
customers  that  October.  By  mid- 1998,  the 
company  had  pocketed  $17  million  in  back- 
ing from  venture-capital  firms,  including 
Benchmark  Capital  and  Mohr,  Davidow 
Ventures.  Critical  Path  also  snared  funding 
from  Internet  heavyweights  E*Trade  Group 
Inc.  and  Network  Solutions  Inc.,  both  of 
which  would  become  cornerstone  cus- 
tomers. In  just  15  months,  a  small  band  of 
geeks  had  built  what  was  suddenly  one  of 
the  Internet's  most  promising  companies. 

Seasoned  managers  would  be  required 
to  take  Critical  Path  to  its  next  level — and 
also  to  take  the  company  public.  In  Oc- 
tober, 1998,  the  board  hired  gritty,  hard- 
driving  Douglas  Hickey  as  ceo.  On  paper, 
it  was  an  ideal  fit.  Just  nine  months  earli- 
er, Hickey  had  orchestrated  the  $185  mil- 
lion sale  of  his  former  company, 
Web-hosting  outfit  GlobalCenter  Inc.,  to 
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The  coveted  five  nines.  In  the  past, 

only  a  precious  few  were  allowed  to  see  them. 

99.999%  uptime.  For  a  server  operating  system,  it's  a  measure  of  reliability  that  translates  into  just 
over  five  minutes  of  server  downtime  per  year*  For  your  business,  that  means  servers  are  up  and 
running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  usually  start  under  ideal 
lab  conditions.  But  where  are  these  five  nines  when  your  business  needs  them?  If  you're  using 
Microsoft®  Windows®  2000  Server-based  solutions,  they  may  be  closer  than  you  think.  Today 
Starbucks,  FreeMarkets  and  MortgageRamp,  an  affiliate  of  GMAC  Commercial  Mortgage,  are  using 


ift  % Windows  2000 

Server  Family 


•This  level  of  availability  Is  dependent  on  many  factors  outside  of  the  operating  system,  Including  other  hardware  and  software  technologies,  mission-critical  operational  processes  and  professional  services.  ©  2001  Microsoft  Corporation.  All  rights  reserved.  Microsoft, 
Windows,  and  the  Windows  logo  arc  either  registered  trademarks  or  trademarks  ol  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  The  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 
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Windows  2000  Server- based  systems  designed  to  deliver  99.999%  server  uptime.  Of  course,  not  all 
installations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The  Windows  2000  Server  family 
can  help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry  leaders  such  as  Compaq,  Dell, 
Hewlett-Packard,  IBM,  Unisys,  Stratus  and  Motorola  Computer  Group  can  work  with  you  to  deliver 
solutions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions  you  can  count  on,  visit 
microsoft.com/windows2000/servers  Software  for  the  Agile  Business. 
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telecom  provider  Frontiei  (  ©m 
munications.  Known  for  table- 
pounding  pep  talks,  Hickey 
brought  over  key  sales  execs  from 
GlobalCenter  and  quickly  infused 
the  techie  outfit  with  a  sense  of 
business  urgency. 

I  lickey's  background,  however, 
could  have  raised  some  eyebrows. 
In  his  previous  job  at  Global- 
Center, he  had  succeeded  as  a 
short-term  specialist — rapidly  ex- 
panding the  company's  business 
before  selling  it  19  months  later. 
He  pushed  his  sales  team  to  reach 
roughly  $25  million  in  1997  sales. 
He  then  raised  the  goal  to  $60 
million  for  1998,  the  forecast 
upon  which  GlobalCenter  would 
eventually  be  sold.  In  fact,  ac- 
cording to  former  GlobalCenter 
executives,  sales  ultimately  to- 
taled just  $48  million  in  1998. 
His  critics  say  that  his  lofty  pro- 
jections helped  GlobalCenter 
fetch  more  money  in  the  sale. 
And  if  a  buyer  had  not  surfaced 
in  time,  the  company's  prospects 
might  have  been  damaged.  Glob- 
al Crossing,  which  now  owns  Frontier, 
declined  to  comment. 

Life  in  the  fast  lane,  just  five  months 

into  his  tenure  at  Critical  Path,  in  March, 
1999,  Hickey  got  his  chance  to  shine.  His 
knack  for  winning  over  Wall  Street  analysts 
and  investors  would  propel  Critical  Path's 
blockbuster  ipo,  when  the  stock  price  more 
than  doubled  on  the  first  day  of  trading. 
Overnight,  the  company  that  had  racked 
up  just  $900,000  in  sales  the  previous  year 
was  valued  at  a  staggering  $2.5  billion. 
The  staff  was  awestruck.  "Nobody  worked 
for  a  week  and  a  half,"  recalls  former  Crit- 
ical Path  systems  administrator  Peter  Ra- 
davich.  "Everyone  was  just  hitting  reload 
on  the  stock  ticker  all  day." 

The  jolt  of  publicity  created  by  the 
IPO  helped  the  company  grow  faster. 
Within  months,  it  had  struck  deals  with 
British  Telecom  and  Sprint  to  provide  e- 
mail  services  for  their  customers.  Critical 
Path  began  using  its  stock  for  acquisi- 
tions, ponying  up  $20  million  in  June, 
1999,  for  e-mail  provider  Fabrik  Con- 
nect and  its  500  customers.  Revenues 
jumped  from  $70,000  in  1998's  first  quar- 
ter to  $1  million  in  1999's  first  quarter.  It 


Investor  Carly: 
"I  just  don't 
think  they  real- 
ized that  they 
were  playing 
with  other  peo- 
ple's money" 


was  a  glorious  period  for  Hickey  and  his 
team,  who  had  delivered  exactly  what 
the  board  and  investors  had  hoped  for. 

Beneath  the  surface,  though,  tensions 
were  brewing.  Hayden  and  Hickey  butted 
heads  about  the  chairman's  role  in  com- 
pany affairs.  Even  though  Hayden  still  oc- 
cupied a  comer  office  and  wanted  more  of 
a  say  in  the  business,  he  wasn't  included 
in  Hickey's  inner  circle,  according  to  for- 
mer executives.  Meanwhile,  Hickey  was 
jealous  of  Hayden 's  position  in  the  spot- 
light. For  instance,  Hickey  was  furious 
when  tech  industry  magazine  Red  Her- 
ring stuck  Hayden's  picture  on  its  cover 
following  the  ipo,  say  current  and  former 
executives.  "There  just  wasn't  enough 
room  for  both  of  their  egos,"  says  a  for- 
mer vice-president. 

Hayden  was  the  odd  man  out.  El- 
bowed out  of  day-to-day  duties  by 
Hickey,  who  had  the  board  behind  him, 
Hayden  was  a  rare  sight  around  Critical 
Path's  offices  by  late  1999.  Over  time,  his 
relationship  with  the  new  management 
team  disintegrated  to  the  point  where  he 
and  Thatcher  were  no  longer  on  speaking 
terms,  even  though  Thatcher  had  attend- 
ed Hayden's  wedding  just  two  years  earli- 


er, says  Hayden.  Thatcher  declined 
to  comment  for  this  story. 

The  company's  engineers  were 
chafing,  too.  As  Critical  Path 
snatched  up  three  companies  in 
its  first  five  months  as  a  public 
corporation,  the  startup's  tech- 
nology vision  became  clouded. 
Hickey  and  his  team  sought  to 
buy  complementary  companies  to 
harvest  their  existing  revenues  and 
customers.  But  engineering  execs 
felt  Critical  Path  should  develop 
its  own  products  to  insure  the 
technology  would  work  together 
seamlessly.  Hickey's  strategy  of 
buying  rather  than  building  would 
win  out,  speeding  the  departure  of 
co-founder  and  Chief  Technology 
Officer  Wayne  Correia  in  late 
1999.  Hickey's  team  "disregarded 
the  key  elements  of  our  original 
vision,"  says  Hayden,  who  says  he 
opposed  some  of  the  acquisitions 
but  was  overruled  by  the  board. 

Internal  war.  with  his  hand 

firmly  on  the  wheel,  Hickey  start- 
ed looking  for  a  quick  payoff. 
Publicly,  he  set  the  goal  of  bringing  to 
profitability  by  the  fourth  quarter  of  2000 
a  company  that  had  lost  $  1 1 7  million  in 
1999.  Privately,  he  began  looking  for  a 
potential  buyer,  say  former  execs  and 
company  insiders.  Among  the  numerous 
companies  Hickey  approached:  Internet 
software  makers  Verisign  and  Inktomi. 
Inktomi  declined  comment,  and  Verisign 
did  not  return  phone  calls.  Hickey's  initial 
asking  price,  say  the  execs:  $100  per 
share — some  $5  billion.  It  was  a  hefty 
premium  for  a  company  that  was  trading 
at  about  $70  a  share,  but  in  those  days  of 
unbridled  optimism,  a  soon-to-be  prof- 
itable Internet  company  could  command 
it.  "I  had  no  idea  he  was  trying  to  sell  the 
company,"  says  Hayden.  The  other  board 
members  would  not  comment. 

To  achieve  his  ambitious  goals,  Hickey 
began  beefing  up  his  executive  ranks. 
Then-Chief  Financial  Officer  Thatcher 
was  promoted  to  president,  while  Mark 
Rubash,  who  had  audited  Critical  Path's 
books  as  the  leader  of  Pricewaterhouse 
Coopers'  Silicon  Valley  Software  Industry 
practice,  stepped  in  as  CFO,  Although 
Thatcher  and  Rubash  had  worked  to 
gether  on  Critical   Path's  books  in   the 
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past,  their  relationship  would  come  to 
epitomize  the  company's  rocky  year. 

The  first  signs  of  strain  came  on  the 
personal  front.  On  a  cross-country  business 
flight,  Thatcher  trounced  Rubash  in  a  pok- 
er game — and  claimed  the  cfo  owed  him 
$3,500.  Rubash  refused  to  pay,  saying  they 
had  agreed  on  a  far  lower  limit  before  they 
started  the  game.  Thatcher  would  frequently 
goad  Rubash  about  the  poker  debt  up  un- 
til the  (  H  ft  departure  in  November.  On 
another  occasion,  at  a  New  York  hotel  bar 
after  a  day  of  business  meetings,  Thatcher 
dashed  his  mixed  drink  in  Rubash's  face, 
enraging  the  cfo,  say  former  execs.  "I  think 
it  was  his  idea  of  a  joke,"  says  a  former  ex- 
ecutive. "Thatcher's  got  a  weird  sense  of 
humor  like  that." 

The  two  began  to  clash 
on  the  professional  front 


By  last  fall,  the  helium  had  started  leak- 
ing out  of  Hickey's  balloon.  The  collapse  of 
dot-com  funding  and  the  financial  problems 
of  telecom  companies  struck  hard  at  two  of 
Critical  Path's  biggest  customer  groups.  To 
counterbalance  growing  expenses,  Hickey 
was  pushing  his  internal  sales  target  up  by 
$2  million  or  $3  million — to  $60  million. 
And  Hickey  continued  to  promise  prof- 
itability by  the  fourth  quarter. 

Some  company  execs  were  concerned. 
In  an  early  October  executive  staff  meet- 
ing, Sales  vp  Rinehart  told  Hickey  the 
projections  were  too  high,  that  $47  million 
was  more  realistic,  according  to  two  exec- 
utives at  the  meeting.  Hickey  didn't  budge, 
telling  Rinehart  he  didn't  want  to  hear 
the  goal  couldn't  be  met.  "Not  many  peo- 


VP  Rinehart  kept  the  heat  on 
company  sales  reps  because,  as  he  said, 


"pressure  makes  diamonds'9 


as  well,  say  their  former  colleagues. 
Thatcher  would  occasionally  remind 
Rubash  that  he  wasn't  an  outside  auditor 
anymore — chiding  him  for  being  too  strict 
about  following  accounting  rules.  Anoth- 
er area  of  disagreement  came  on  cost- 
cutting  measures.  Rubash  argued  that  the 
company's  acquisition  binge,  which  had 
added  nine  companies  by  June,  2000,  had 
created  far  too  many  overlaps  in  depart- 
ments such  as  human  resources  and  ac- 
counting. When  Critical  Path  cut  100  jobs, 
or  13%  of  its  workforce,  in  July,  2000, 
Rubash  said  it  wasn't  enough.  He  argued 
they  would  have  to  keep  cutting  costs  to 
show  a  profit  in  the  fourth  quarter. 
Thatcher  and  Hickey  vetoed  further  job 
cuts,  because  they  thought  multiple  layoff 
announcements  could  cause  concerns  on 
Wall  Street.  Hayden  wasn't  included  in 
the  discussions,  he  says. 

Rubash's  nine-month  tenure  ended 
last  November,  when  he  resigned.  At- 
tributing his  departure  to  a  family  illness, 
Rubash  pocketed  a  $250,000  bonus  and 
left,  to  be  replaced  in  late  December  by 
Lawrence  P.  Reinhold,  another  Pricewater- 
houseCoopers  veteran.  When  Rubash's 
bonus  check  came  in,  Thatcher  couldn't 
resist  one  last  dig,  say  former  executives. 
He  dialed  up  the  former  cfo's  voice  mail, 
told  him  his  check  had  arrived,  and  asked 
him  if  he  wanted  him  to  deduct  the 
$3,500  poker  debt,  plus  interest,  before 
sending  it  along. 


pie  wanted  to  stand  up  and  tell  [Hickey] 
they  couldn't  do  it,"  says  one  former  ex- 
ecutive who  attended.  "He  was  like  the 
emperor  without  any  clothes." 

No  Suitor.  It  became  a  race  against  a 
Dec.  31  deadline.  With  a  surly  Rinehart 
barking  into  the  phone,  sales  reps  felt  the 
heat  all  quarter  long.  "That  was  their 
strategy.  Hickey  and  Rinehart  used  to  al- 
ways say:  'Pressure  makes  diamonds,' " 
according  to  one  former  sales  manager. 

It  was  looking  less  and  less  as  if  Criti- 
cal Path  would  find  a  suitor  to  save  it 
from  its  impending  Judgment  Day.  Hick- 
ey had  received  lukewarm  interest  from 
companies  such  as  Verisign,  but  nobody 
would  even  come  near  his  asking  price. 
With  the  gloomy  economy  tightening  the 
purse  strings  at  most  tech  companies, 
Critical  Path's  chances  of  selling  would 
only  get  slimmer.  "I  was  always  thinking: 
'If  we  can  just  keep  the  wheels  on  this 
thing  for  one  more  month,  or  one  more 
quarter.  Just  until  we  can  get  it  sold,'" 
recalls  a  former  Critical  Path  executive. 

By  early  December,  achieving  the  sales 
and  profit  goals  was  looking  impossible, 
say  former  executives.  Revenues  from 
some  acquisitions  were  coming  in  well 
under  expectations.  For  instance,  collabo- 
ration-software maker  docSpace,  acquired 
in  March,  2000,  for  $258  million  in  stock, 


had  projected  $3  million  in  2000  sales 
when  it  was  purchased.  In  reality,  it  would 
deliver  revenues  of  just  $300,000,  accord- 
ing to  a  former  executive. 

Fearing  the  company  would  fall  short 
of  their  fourth-quarter  projections,  That- 
cher urged  Rinehart  to  get  some  side-let- 
ter deals  so  that  sales  figures  could  be 
inflated  in  the  fourth  quarter,  according  to 
two  former  executives.  Side  letters  are  ad- 
ditional pieces  of  a  sales  contract  that  are 
generally  frowned  upon — but  are  some- 
times acceptable  if  disclosed  to  auditors. 
For  instance,  a  side  letter  may  give  a  cus- 
tomer a  certain  window  of  time  to  back 
out  on  a  deal.  The  procedure  is  O.K.  as 
long  as  the  auditors  are  informed,  though 
most  conservative  accounting  methods 
would  not  count  it  as  revenue.  Prob- 
lem is,  Critical  Path  didn't  share  its 
side  deals  with  its  auditors,  according 
to  former  executives.  Side  deals  that  aren't 
disclosed  are  "an  ac- 
counting violation," 
says  Mary  Barth, 
professor  of  accounting  at  Stanford  Busi- 
ness School.  "It  calls  into  question  the 
validity  of  the  deals."  The  sec  would  not 
comment  on  its  investigation. 

Critical  Path's  salespeople  landed  these 
deals  by  tapping  into  their  friends  in  the 
computer  industry.  A  staffer  would  call  a 
friend  and  ask  him  or  her  to  sign  a  deal, 
with  the  promise  they  would  rip  it  up 
after  the  quarter  was  over.  "They  were 
getting  very  desperate,"  says  a  Silicon  Val- 
ley Internet  exec  who  received  one  such 
pitch  last  December. 

The  questionable  accounting  didn't 
stop  there.  Days  after  the  quarter's  official 
Dec.  31  close,  the  company's  books  re- 
mained open,  say  several  former  execs — 
meaning  contracts  could,  and  did,  still 
come  in  for  the  fourth  quarter.  Revenue- 
recognition  experts  say  companies  such 
as  Critical  Path  that  rely  primarily  on 
written  contracts  should  not  leave  a  quar- 
ter open-ended.  Critical  Path's  new  CFO 
Reinhold,  who  had  taken  over  the  books 
days  earlier,  declined  to  comment. 

Critical  Path  also  backdated  several 
deals  in  early  January  to  count  in  its 
fourth  quarter,  say  former  execs  and  com- 
pany insiders — so  the  deal  could  be  count- 
ed in  an  earlier  accounting  period.  That's 
against  sec  rules.  At  Critical  Path,  "there- 
was  nobody  standing  up  and  saying  it's 
[wrong]  to  backdate  contracts,"  recalls  a 
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Unisys  Golfs? 

If  you  happened  to  tune  in  this 
summer  to  any  of  the  major  golf- 
ing events  around  the  world,  like 
the  U.S.  Open,  the  British  Open, 
or  even  the  Buick  Classic,  you 
might  have  been  a  little  surprised 
to  see  the  Unisys  logo  at  the  bot- 
tom of  the  screen  in  conjunction 
with  the  wind  or  scoring  graphics. 
After  all,  what  does  Unisys  have  to 
do  with  golf? 

Well  -  a  lot.  In  fact,  Unisys  has 
provided  the  scoring  system  for  the 
British  Open  the  past  22  consecu- 
tive years  and  for  the  U.S.  Open 
the  past  1 8.  "The  scoring  system 
has  got  to  get  it  quick  and  get  it 
right  the  first  time,"  notes  David 
Fox,  Director  of  Sports  Marketing 
at  Unisys.  "And  the  system  has  to 
quickly  translate  ever-changing 
match  scores  into  all  the  different 
formats  the  fans  demand." 

Unisys  didn't  stop  there.  There 
was  another  element  of  the  sport 
that,  as  any  professional  golfer 
would  tell  you,  has  the  ability  to 
make  or  break  a  game  but  is  virtu- 
ally invisible  to  the  fans  -  the  wind. 
Jeff  Schroeder,  a  sports  marketing 
design  consultant  for  Unisys, 
designed  a  portable  system  called 
the  'wind  stick'.  The  information 
collected  from  the  'wind  stick' 
is  then  available  to  millions  of 
viewers  around  the  world.  "It 
really  gives  you  the  opportunity 
to  experience  what  the  golfer  is 
experiencing,"  Fox  says. 

Unisys  is  proud  to  provide 
scoring  and  wind  stick  technology 
to  USGA  events  such  as  the  U.S. 
Open  and  the  U.S.  Senior  Open, 
as  well  as  for  the  British  Open  and 
European  PGA  events. 
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former  sales  manager.  "Just  about  everyone 
at  the  company  knew  it  was  going  on." 
Hayden  and  the  board  of  directors  were 
not  aware  of  what  was  happening,  how- 
ever, say  several  former  executives. 

One  such  deal  was  pulled  from  the 
books  before  it  could  be  counted.  In  early 
January,  a  handful  of  Critical  Path  execs,  in- 
cluding Vice-President  for  Business  Devel- 
opment Mari  Tangredi,  flew  out  to 
Comverse  Technology  Inc.,  a  customer  in 
New  York.  Comverse  signed  a  deal  for  some 
additional  software  licenses,  then  agreed  to 
date  it  before  Jan.  1,  according  to  the  former 
executives.  Reinhold  pulled  that  deal  from 
the  fourth-quarter  books  before  reporting 
earnings.  While  such  a  move  could  have 
been  an  accounting  violation  on  the  part  of 
Critical  Path,  according  to  legal  experts, 
Comverse  faced  no  legal  repercussions 
because  it 
had  no  in- 


Critical  Path  has  found 
that  operating  under  the  taint  | 

of  scandal  is  no  easy  chore 


being  suspended.  Within  days,  Hickey, 
Thatcher,  and  Rinehart  would  all  be  asked 
to  resign,  and  Critical  Path  got  word  of 
the  sec  investigation. 

Operating  under  the  taint  of  scandal  is 
no  easy  chore.  Hayden  has  shifted  the 
company's  focus  drastically  from  Wall 
Street  back  to  the  customer,  spending  the 
bulk  of  his  time  with  existing  clients.  He 
has  helped  put  in  place  new  accounting 
processes,  such  as  requiring  the  cfo's  sig- 
nature on  every  deal,  to  avoid  future 
trouble.  All  of  this  encourages  some  cus- 
tomers. "He  has  done  some  of  the  seri- 
ously tough  things.  It's  great  to  see,"  says 
Terry  McFadden,  associate  director  of 
Procter  &  Gamble  Co.,  which  is  a  big 
Critical  Path  customer. 

Will  it  be  enough  to  shake  the  com- 
pany free  of  its  dark  past?  Probably  not. 
Potential  cus- 
tomers may  be 
hesitant  to  hand 
over  something  as 


sight  into  how  Critical 
Path  would  eventually  re- 
port the  sale.  Tangredi,  Reinhold,  and  Com- 
verse declined  to  comment  about  the  deal. 

Road  to  a  meltdown.  Critical  Path 
made  a  last  sales  blitz.  One  target  was 
computer  maker  Sun  Microsystems  Inc. 
Critical  Path  was  attempting  to  construct  a 
deal  in  which  it  would  sell  about  $7  mil- 
lion of  software  to  a  distributor,  which 
would  then  sell  it  to  Sun,  say  former  execs. 
Problem  is,  only  about  $1  million  of  that 
software  would  be  immediately  sold  to 
Sun  by  the  distributor.  Critical  Path's  au- 
ditors put  a  halt  to  the  arrangement.  They 
felt  that  counting  the  entire  $7  million  in 
the  fourth  quarter  was  overly  aggressive  ac- 
counting. End  result:  Instead  of  missing  its 
fourth-quarter  projections  by  a  few  million 
dollars,  Critical  Path  would  miss  by  more 
than  $11  million. 

News  of  accounting  problems  wouldn't 
surface  for  1 1  days.  CFO  Reinhold  launched 
a  two-day  investigation,  culminating  in  a 
Feb.  1  board  meeting.  Hunkered  down 
in  the  San  Francisco  offices  of  Critical 
Path  law  firm  Wilson  Sonsini  Goodrich  & 
Rosati,  the  board  sat  stunned  as  Rein- 
hold laid  out  his  findings.  "I  was  pissed," 
says  Hayden.  "I  still  felt  that  this  was  my 
baby."  By  midnight,  the  board  called  Rine- 
hart and  Thatcher,  telling  them  they  were 
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crucial  as  e-mail  to  a  company  that  may 
not  be  in  business  a  year  from  now.  "It's 
like  a  throwing  a  weak  person  out  in  the 
summer  heat.  It's  hard  to  survive,"  says 
analyst  George  Chandler  of  Frost  Securi- 
ties Inc.  Critical  Path  also  has  to  dodge 
some  legal  bullets.  It  has  a  $30  million  in- 
surance policy  against  the  shareholder 
suits,  say  former  execs  and  insiders,  that  it 
can  only  hope  covers  the  damages  if  it 
loses.  Any  SEC  action,  if  taken,  could  also 
lead  to  fines. 

The  company's  stock  is  a  pariah  on 
Wall  Street  Only  five  analysts  now  cover  it, 
down  from  17  at  the  start  of  the  year.  And 
the  price  has  been  below  $2  since  April, 
raising  the  possibility  that  it  could  be  delist- 
ed by  Nasdaq.  That's  just  more  bad  news 
for  burned  shareholders  such  as  Geraldine 
Carly,  57,  a  Springville  (Utah)  homemaker, 
who  says  she  and  her  husband  lost  their 
nest  egg  of  $20,000  by  investing  in  Critical 
Path  shares.  Months  later,  husband  Dan 
succumbed  to  cancer.  Now,  Geraldine,  a 
lifelong  homemaker,  is  struggling  to  find  a 
job  and  pay  her  mortgage.  "I  just  don't 
think  they  realized  that  they  were  playing 
with  other  people's  money,"  she  says.  That 
could  be  the  epitaph  not  just  for  Critical 
Path's  saga,  but  for  many  participants  in 
the  dot-com  era.  • 


In  e-business  everyone  wants  to  unify  higher  enterprise 
performance  with  lower  total  cost.  The  ES7000  goes  further. 
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The  Unisys  e-@ction  Enterprise  Server 
ES7000  is  no  ordinary  server.  It  does  the 
enterprise-level  transactions  a  CIO 
dreams  about.  And  at  a  total  cost  that 
lets  a  CFO  sleep  at  night.  Powered  by 
our  CMP  architecture,  the  ES7000 
harnesses  32  Intel®  Pentium®  III  Xeon'" 
Processors.  Delivering  a  level  of 
performance  from  Microsoft®  Windows® 
2000  you'd  normally  only  associate  with 
UNIX.  Combining  scalability,  availability, 
and  flexibility  with  all-important  afford- 
ability.  That's  enough  to  even  unify 
the  CFO  and  the  CIO.  Which  until  now, 
was  an  impossibility.  To  find  out  what 
the  ES7000  can  do  for  your  e-business, 
visit  www.aheadforebusiness.com. 
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Office  Depot's 

•Diva 


Monica  Luechtefeld  made 
online  purchasing  look  easy. 
It's  looking  profitable,  too 


ince  the  early  1990s,  Bank  of  America  executives 
have  been  letting  employees  order  supplies  from  their 
desktop  computers,  but  they  were  using  an  old-fash- 
ioned system  that  was  expensive  and  difficult  to  oper- 
ate. The  bankers  knew  there  had  to  be  a  better 

room  tables  to  paper  clips.  Office  De- 
pot's online  unit  booked  $982  million 
in  sales  last  year — nearly  double  that  of 
its  biggest  competitor,  Staples  Inc.  That 
makes  it  the  biggest  online  retailer  after 
Amazon.com  Inc.  Better  yet:  Unlike  Ama- 
zon, Office  Depot  says  its  online  unit  is 
profitable — and  has  been  since  it  was 
launched  in  1998.  Last  year,  the  compa- 
ny's Internet  sales  grew  143%,  compared 
with  a  12%  increase  in  overall  revenue. 
This  year,  the  company  expects  its  on- 
line sales  to  rise  30%,  to  $1.5  billion,  and 
contribute  14%  of  overall  sales. 

Luechtefeld's  success  contrasts  sharply 
with  the  fate  of  many  dot-com  entrepre- 
neurs. EToys.com  Inc.'s  Toby  Lenk  and 
Webvan  Group  Inc.'s  Louis  Borders  vowed 
in  the  late  1990s  that  they  would  wield 
the  Internet  as  an  ax  to  hack  off  a  big 
chunk  of  business  from  the  giant  retail 
chains.  Now  both  of  these  companies  are 
out  of  business,  and  Luechtefeld's  "clicks 
and  bricks"  strategy  is  paying  off.  "Office 
Depot  gets  it,"  says  Chuck  Martin,  chair- 
man of  e-commerce  think  tank  Net  Future 
Institute.  "It  used  the  Net  to  build  deeper 
relationships  with  customers." 

While  other  office-supply  retailers  sci 


way,  but  they  could- 
n't figure  it  out  on 
their  own.  "We  weren't 
ready  for  the  Net,"  says 
Laurie  Venzon,  the  Char- 
lotte (N.C.)  bank's  senior  vice-president 
for  strategic  sourcing. 

That's  when  Monica  Luechtefeld  came 
calling.  Office  Depot's  chief  of  e-com- 
merce explained  how  the  office-supply 
retailer  could  easily  plug  its  online  store 
into  Bank  of  America's  internal  network. 
Venzon  would  be  able  to  set  it  up  to  rec- 
ognize who  had  clearance  to  buy  an  ex- 
ecutive chair  or  a  box  of  pencils.  And 
Luechtefeld  offered  rebates  for  online 
purchases.  It  was  a  winning  pitch.  To- 
day, Bank  of  America  orders  85%  of  its 
office  supplies  online  through  Office  De- 
pot Inc.  and  is  saving  millions  of  dollars 
a  year.  "She  made  the  complex  seem  sim- 
ple," says  Venzon.  "Without  her,  it  would 
have  been  the  blind  leading  the  blind 
around  here." 

In  the  past  two  years,  Luechtefeld  has 
opened  eyes  at  big  companies  worldwide. 
Today,  40%  of  Office  Depot's  major  cus- 
tomers are  using  the  online  network  to 
buy  everything  from  cherry  conference- 
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up  Web  operations  independent  from 
their  stores,  Luechtefeld  insisted  the  Net 
operations  be  woven  into  Office  Depot's 
existing  businesses.  The  company  uses 
one  seamless  network  to  track  inventory 
and  sales,  whether  online,  in  a  store,  or 
from  a  catalog.  That  allows  it  to  manage 
inventories  and  market  to  customers  ef- 
ficiently. It  is  setting  up  Net  kiosks  in  its 
stores  so  customers  who  don't  find  what 
they  need  on  the  shelves  can  quickly  or- 
der it  via  the  Web.  The  company's  regu- 
lar salesforce  pitches  online  ordering,  too. 
But  is  Luechtefeld's  online  unit  pro- 
ducing for  Office  Depot  as  a  whole? 
There's  no  question  the  company's  core 
retail  operation  is  struggling,  closing  70 
stores  and  taking  a  $300  million  charge  in 
the  fourth  quarter  of  last  year.  And  cata- 
log sales  are  down  slightly.  Executives 
blame  a  sluggish  economy  and  poor  lo- 
cations. They  say  shifting  more  sales  on- 
line will  reduce  the  company's  overhead. 
And  internal  company  studies  show  cat- 
alog customers  who  start  shopping  online 
find  it  so  convenient  that  they  spend  up 
to  a  third  more  a  year.  "Our  share  of  their 
wallet  only  increases,"  says  Luechtefeld. 

Science  to  Sales.  She  aims  to  push 
half  of  Office  Depot's  customers  online 
this  year.  To  reach  that  goal,  she's  crank- 
ing out  services  ranging  (iom  accounting 
to  payroll  for  small  and  midsize  busi- 
nesses. And  she  just  launched  a  new 
wireless  service,  called  Office  Depot  Any 


Luechtefeld  insisted 

the  online  offering 

become  the  backbone 

of  the  supply  chain 
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where,  that  lets  customers  use  handheld 
devices  to  order  merchandise  or  check 
availability  at  any  store. 

Luechtefeld  was  raised  to  be  ambitious. 
Born  in  Los  Angeles,  she  was  the  oldest  of 
three  children  and  was  expected  to  babysit 
her  siblings  while  also  acing  her  science 
exams.  She  was  inspired  in  part  by  a 
grandmother  who  ran  her  own  plant 
nursery  and  took  an  African  safari  while 
in  her  eighties.  "She  was  strong  and  very 
independent,  and  I  liked  that,"  says 
Luechtefeld.  She  became  the  first  in  her 
family  to  attend  college,  Mount  St.  Mary 
in  Los  Angeles.  Her  father,  John  Spillane, 
a  lumber  salesman,  struggled  to  pay  the 


tuition.  In  college,  Luechtefeld  dreamed  of 
becoming  a  scientist.  She  won  a  coveted 
internship  as  a  senior  to  study  mosqui- 
toes. But  working  alone  day  after  day, 
with  only  the  buzzing  of  insects  to  keep 
her  company,  convinced  Luechtefeld  that 
pure  science  wasn't  for  her.  "I  missed  hu- 
man contact,"  she  says. 

Her  first  job  out  of  college  honed  her 
people  skills.  She  recruited  students  for 
Mount  St.  Mary.  She  loved  talking  up  the 
school,  taking  parents  and  kids  out  to  din- 
ner, showing  off  her  college  campus.  "She 
was  our  best  selling  tool,"  says  Sister  Ce- 
celia Louise  Moore,  Mount  St.  Mary's 
longtime  president.  "There  was  nothing 


phony  about  her,  and  people  sensed  it." 
Newly  married  and  pregnant  in  1979, 
Luechtefeld  cast  about  for  a  less  demand- 
ing job.  She  became  the  first  woman  sales 
rep  at  Maloney's,  a  local  stationery  chain 
owned  by  the  family  of  her  best  friend.  It 
wasn't  quite  what  Luechtefeld  had  bar- 
gained for.  She  had  to  fight  for  every  ac- 
count. And  when  she  took  maternity  leave, 
many  of  her  customers  jumped  to  other 
sales  reps.  "Since  then,  I've  never  taken 
customer  loyalty  for  granted,"  she  says. 

Luechtefeld's  career  really  took  off  af- 
ter she  joined  Office  Depot  in  1 993.  She 
had  been  president  of  Eastman  Inc.,  a 
small  office-furniture  supplier  that  had 
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bought  Maloney's  and  was  subsequently 
purchased  by  Office  Depot.  Once  there, 
she  broadened  her  skills  by  first  running 
its  massive  operations  in  Southern  Cali- 
fornia and  then  moving  to  headquarters 
to  handle  marketing.  The  idea  of  creating 
an  online  store  fell  into  her  lap  in  1996, 
when  the  Massachusetts  Institute  of  Tech- 
nology asked  if  Office  Depot  would  like  to 
bid  on  setting  up  a  Web  purchasing  site 
for  the  university.  Office  Depot  won  the 
job,  and  Luechtefeld  was  sold  on  the  pow- 
er of  the  Internet.  The  success  of  the  MIT 
site  led  to  her  promotion  as  senior  vice- 
president  for  e-commerce. 

Building  Office  Depot's  online  offering 
was  the  hardest  thing  she  has  ever  done. 
She  went  against  the  grain — persuading 
senior  management  not  to  spin  off  the 
online  effort  as  a  separate  "silo"  but  rather 
to  incorporate  it  as  the  backbone  of  the 
company's  supply  chain.  That  terrified 
some  of  the  salespeople,  who  feared  the 
Web  would  take  away  their  jobs.  To  win 
their  support,  she  offered  reps  bonuses 
for  steering  corporate  customers  to  do 
even  some  of  their  buying  online.  At  the 
^^^^mmmmmmmm  same  time,  every  sales 
applicant  has  to  pass  a 


test  about  the  Net  and  create  a  video  of 
themselves  pitching  Office  Depot's  on- 
line sales  system  to  a  potential  customer. 
Co-workers  weren't  the  only  skeptics. 
Luechtefeld  signed  up  only  500  customers 
during  the  online  venture's  first  two 
years.  To  melt  resistance  she  began  a 
grassroots  educational  campaign  with 
purchasing  managers,  many  of  whom 
she  knew  personally  from  her  20  years  in 
the  office-products  business.  Her  pitch 
was  simple:  Online  shopping  would  re- 
duce costs,  increase  control  over  who 
bought  what,  and  eliminate  tedious  work. 
Bank  of  America's  Venzon  says  Luechte- 
feld is  a  big  reason  her  bank  stays  with 
Office  Depot.  "She  always  answers  my 
e-mail — even  if  I  haven't  spoken  with 
her  in  months,"  says  Venzon. 

Be  nke  to  novices.  Now  Luechtefeld 
spends  hours  every  day  plowing  through 
overnight  customer-satisfaction  surveys 
and  e-mails  about  problems  on  Office 
Depot's  Web  site.  "I  learn  the  most  from 
the  ones  that  challenge  me,"  says  Luechte- 
feld. A  recurring  lesson:  Customers  care 
more  about  ease  of  use  than  about  hot 
new  technologies.  That's  why  she  pushed 
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Born:  Jan.  23, 1949,  in 
Los  Angeles 

Education:  Earned 
a  Bachelor  of  Science 
degree  in  1971  from 
Mount  St.  Mary's  Col- 
lege, a  Catholic  school  in  Los  Angeles. 

U-Turns:  Although  trained  as  a  sci- 
entist, her  first  job  was  in  the  re- 
cruiting office  of  Mount  St.  Mary's 
College.  While  in  college  doing  re- 
search on  mosquitoes,  she  decided 
that  science  didn't  give  her  enough 
human  contact. 

Career  highlights:  Left  her  job 
as  a  recruiter  in  1979  to  become  a 
sales  rep  at  Maloney's,  a  family- 
owned  office-supply  chain  in  Los  An- 
geles. Joined  Office  Depot  in  1993. 
Soon  rose  to  run  the  sales,  ware- 
house, and  distribution  operations 
in  Southern  California.  In  1996,  pro- 
moted to  vice-president  of  contract 
marketing  and  sales  administration. 


That's  when  she  recognized  the  ris- 
ing importance  of  the  Internet  and 
helped  get  Office  Depot  wired.  In 
2000,  she  was  named  senior  vice- 
president  of  e-commerce. 

How  she  challenges  herself: 

She  keeps  two  items  on  her  book- 
shelf to  keep  her  focused:  One  is 
the  book  E-Volve-or-Die.com,  which 
prods  her  to  keep  an  eye  on  the 
next  trend;  the  other  is  a  little  toy 
shopping  cart,  a  reminder  that  her 
core  business  is  retail  sales. 

Leaves  work  at  work:  She 

clocks  long  days,  usually  from  7:15 
a.m.  to  8  p.m.  But  come  the  week- 
end, she  leaves  her  briefcase  at  the 
office.  She's  a  big  believer  in  down- 
time to  recharge  her  battery.  Call- 
ing her  while  she's  vacationing  is 
a  definite  no-no. 

Family:  Divorced  10  years  ago, 
with  one  son,  Chris,  22. 


Office  Depot's  engineers  to  design  an  on- 
line network  even  tech  novices  could  mas- 
ter. She  keeps  her  chief  technology  officer, 
Jeff  Chang,  next  door,  popping  into  his  of- 
fice frequendy  with  questions. 

Young  staffers  admire  Luechtefeld  for 
her  ability  to  stay  cool  under  fire.  Kath- 
leen Kelly  Stockhman,  director  of  online 
advertising,  remembers  a  staff  meeting 
when  a  senior  executive  launched  into  a 
critique  of  the  online  operation.  Luechte- 
feld calmly  refuted  every  criticism.  "Peo- 
ple snap  to  attention  when  Monica  walks 
into  a  room,"  says  Stockhman. 

Luechtefeld  drives  herself  hard,  but  at 
the  end  of  her  typical  12-hour  days,  she 
leaves  her  briefcase  at  the  office.  The  52- 
year-old  loves  to  ski,  snorkel,  and  read 
potboiler  novels  such  as  those  by  Tom 
Clancy.  Divorced  for  more  than  a  decade, 
she's  close  to  her  22-year-old  son,  Chris. 
When  Luechtefeld  was  promoted  to  Of- 
fice Depot's  headquarters  in  Delray 
Beach,  Fla.,  in  1996,  she  kept  her  home  in 
Valencia,  Calif.,  so  her  son  wouldn't  have 
to  change  high  schools.  Chris  lived  with 
his  father  during  the  week,  but  Luechte- 
feld flew  back  to  California  every  Friday 
to  spend  the  weekend  with  him.  "It 
meant  the  world  to  me,"  says  Chris. 

Today,  Luechtefeld  is  expanding  be- 
yond selling  supplies  to  selling  services. 
Through  partners  such  as  Intuit, 
Stamps.com,  and  Schedule  Online,  she 
provides  Office  Depot's  13  million  small- 
business  customers  with  services.  Home 
Depot  gets  fees  for  the  transactions  it  steers 
to  partners.  Her  biggest  coup:  persuad- 
ing Microsoft  Corp.  to  link  OfficeDe- 
pot.com  to  its  Microsoft  bCentral  suite 
of  business  services,  including  work-group 
collaboration  and  salesforce  automation. 
She  envisions  a  cattle  rancher  in  Mon- 
tana keeping  his  books  online  at  Office 
Depot's  site,  and  then  using  the  site's  tax 
preparation  service  at  the  end  of  the  year. 

If  Office  Depot  rounds  up  those  mil- 
lions of  small  businesses,  it  will  set  a  new 
standard  for  how  established  retailers  can 
harness  the  Web  to  make  themselves  more 
efficient  and  generate  new  revenues.  And 
watch  out,  Amazon.com:  Monica 
Luechtefeld  is  on  your  tail.  » 


e.biz  online 


For  more  on  Luechtefeld's  views  about 
Officedepot.com,  see  a  Q&A  at 
ebiz.businessweek.com. 
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Business  is  a  real  hive 


of  activity  these  days.  And  you  need  to  stay  connected  no  matter  where  it  takes  you. 
That's  where  BlackBerry™  comes  in.  It's  the  best  way  to  manage  your  email  and  collaborate 
with  your  team  -  wherever  you  go.  BlackBerry  works  with  your  existing  office  email, 
eliminating  the  hassle  of  multiple  addresses.  It  even  syncs  with  your  calendar  on  the  fly- 
so  you'll  always  be  in  the  know,  wherever  you  go.  BlackBerry  wireless  email.  It's  all  the  buzz. 


WWW.BLACKBERRY.NET 
INFO@BLACKBERRY.NET 
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Samsung: 

Defying  the  Skeptics 

The  company's  online  trading  ventures  are  showing  promise.  Profits  are  next 
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oh  Sang  Hong  can't  stop  talking  about  his  latest  coup. 
The  51 -year  old  Roh,  who's  fluent  in  Japanese,  Eng- 
lish, and  Korean,  has  just  returned  to  Seoul  from 
Sapporo,  on  the  Japanese  island  of  Hokkaido.  He's 
beaming  because  Japan's  third-largest  fish  market  has 
agreed  to  trade  $10  million  a  year  worth  of  salmon, 
tuna,  and  crab  on  FishRound.com,  the  online  mar- 


ketplace for  frozen  fish  he  runs.  As  presi- 
dent of  FishRound  Inc.,  Roh  has  snagged 
271  of  the  largest  wholesalers  and  retailers 
in  the  Pacific  Rim.  Already,  $94  mil- 
lion in  frozen  fish  has  changed 
hands,  and  Roh  expects  trading 
to  almost  triple  by  December 
and  then  double  again  next 
year.  He  says  he  will  be  prof- 
itable by  March,  2002,  the  com- 
pany's one-year  anniversary. 

It's  the  kind  of  speedy  growth 
that's  a  throwback  to  the  heady  days  of 
dot-com  optimism — not  the  harsh  reality 
of  today,  when  e-marketplaces  are  getting 
flattened.  But  Roh  is  no  lucky  entrepre- 
neur, and  FishRound  is  no  ordinary  start- 
up. He's  a  25-year  veteran  of  Samsung 
Corp.,  the  trading  arm  of  South  Korea's 
largest  and  most  profitable  family-run 
conglomerate,  or  chaebol.  Samsung  trades 
everything  from  semiconductors  to  steel — 
to  the  tune  of  $25  billion  worth  of  goods 
moved  last  year,  netting  the  trading  arm 
$366  million  in  transaction  fees.  It  also 
70%  o(  FishRound  and  has  sent 
Roh  half  his  customers,  who  were  lured  by 
fees  that  are  up  to  75%  cheaper  than 
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offline  charges.  Roh  is  using  low  fees  to 
woo  new  customers  such  as  the  Sapporo 
Fish  Market  who,  in  turn,  buy  higher- 
margin  services  such  as  shipping, 
warehousing,  and  insurance. 
Samsung  isn't  keeping  that 
formula  on  ice.  Starting  in 
April,  2000,  the  company  be- 
gan launching  four  other  e- 
marketplaces  that  swap  steel, 
chemicals,  textiles,  and  medical 
supplies — all  products  it  trades 
offline.  And  more  are  likely  to  follow. 
Samsung's  goal  is  to  eliminate  most  of 
its  time-consuming  order  matching  and  let 
buyers  and  sellers  trade  directly  on  their  e- 
marketplaces.  The  company  expects  the 
lower  trading  fees  it  charges  on  its  sites 
will  drive  a  20%  bump  in  demand  for  of- 
fline services.  By  yearend,  Samsung  ex- 
pects its  five  online  marketplaces  will 
handle  $2.8  billion  in  trades,  skyrocketing 
to  $7  billion  next  year.  Better  yet,  at  least 
50%  of  those  trades  come  from  new  cus- 
tomers, helping  generate  an  estimated  $45 
million  in  fees  for  the  sites  this  year.  By 
mid-2002,  Samsung  expects  all  the  sites  to 
be  profitable.  "Samsung  has  a  clear  idea  of 


where  B2B  (business-to-business]  fits  in 
its  future,"  says  John  Ixe,  an  associate  at 
McKinsey  &  Co.,  Seoul. 

It  all  adds  up  to  what  the  company's 
chid  strategist,  Lim  Young  Hak,  calls  Sam- 
sung's "10-year  war"  to  become  the 
world's  most-wired  trading  company.  "We 
want  to  be  among  those  setting  business 
standards  in  the  21st  century,"  says  Lim, 
who  expects  a  combination  of  cost  savings 
and  new  cash  cows  to  push  Samsung's 
profits  up  160%,  to  $150  million,  by  2003. 
To  get  there,  the  company  will  move  its 
fro/en  fish  products  and  textiles  depart- 
ments completely  online. 

Samsung  doesn't  have  much  choice. 
The  role  of  middleman  is  steadily  eroding. 
Trading  companies  act  as  intermediaries 
for  their  clients,  making  money  by  bro- 


kering sales,  providing  escrow  finance  to 
buffer  clients  from  buyers  who  don't  pay 
on  time,  selling  insurance  in  case  ships 
run  aground,  and  handling  the  reams  of 
paperwork  that  tax  authorities  require.  In 
the  past,  they  have  flourished  because 
each  country  has  complex  trade  and  tax 
laws.  But  in  the  past  decade,  the  World 
Trade  Organization,  European  Union,  and 
others  have  standardized  or  eliminated 
rules  governing  cross-border  trade  so  more 
companies  can  trade  internationally  with- 
out having  to  use  a  trading  company. 

The  Internet,  too,  has  connected  Ko- 
rean companies  directly  to  assemblers 
overseas  and  helped  them  find  the  best 
prices,  something  Samsung  charges  thou- 
sands of  dollars  to  do  in  the  real  world.  In 
fact,  Samsung  Electronics  Co.,  the  world's 


biggest  maker  of  memory  chips,  built  on- 
line links  to  its  2,000  suppliers,  saving  $3 
billion  in  procurement  and  inventory  costs 
and  doing  away  with  most  of  the  tasks 
that  Samsung  Corp.  used  to  handle.  That's 
one  reason  Samsung's  trading  revenue  fell 
12%,  to  $366  million  in  2000. 

The  real  wake-up  call,  though,  came  in 
1997  when  the  Asian  financial  crisis  hit. 
Samsung  Vice-Chairman  Hyun  Myung 
Kwan,  then  ceo,  asked  his  brain  trust  for 
a  way  out  of  shrinking  businesses  and 
into  high-growth  markets.  One  answer 
from  Lim  and  others:  the  Net.  So  Hyun 
told  Lim  to  study  how  others  were  using 
the  Web  and  how  Samsung  might  adopt 
and  profit  from  the  best  practices. 

By  late  1999,  Lim  chose  five  market- 
places that  played  to  Samsung's  strengths, 
could  turn  a  profit  in  three  years,  and 
that  didn't  compete  directly  with  other 
Asian  sites.  Lim  then  pumped  $50  million 
into  building  Samsung's  e-marketplaces. 
To  run  the  online  markets,  he  insisted  on 
recruiting  managers  with  at  least  15  years 
offline  experience  to  be  sure  they  knew  the 
ins  and  outs  of  international  trade  and 
had  deep  industry  contacts. 

The  47-year-old  Lim  is  something  of  a 
hero  to  his  charges.  After  growing  up 
poor  in  the  mountains  in  southeastern 
Korea,  Lim  won  a  scholarship  to  study 
at  Seoul  National  University,  Korea's  an- 
swer to  Harvard.  At  Samsung,  he  quickly 
worked  his  way  up  the  ranks,  winning 
posts  in  Libya,  London,  and  the  Nether- 
lands, where  he  built  a  successful  busi- 
ness distributing  computer  monitors.  A 
dreamy-eyed,  soft-spoken  man,  Lim  looks 
more  like  a  college  professor  than  a  cor- 
porate high  roller  in  his  rumpled  suits.  He 
does  his  best  thinking  on  the  weekends, 
when  he  hikes  with  his  wife  in  the  moun- 
tains surrounding  Seoul. 

Lim  meets  with  his  e-marketplace 
managers  monthly  for  three  hours  over 
lunch.  There,  he  drives  home  that  partners 
in  the  exchange  should  double  as  traders 
to  ensure  a  steady  flow  of  orders.  At  gsx, 
an  e-marketplace  for  swapping  steel  on  the 
spot  market,  the  founders — Samsung, 
Cargill,  and  European  traders  Duferco 
and  TradeArbed — each  committed  $500 
million  in  trades  to  the  site  over  the  next 
two  years.  Samsung  expects  that  will  add 
another  $100  million  in  business  for  serv- 
ices such  as  shipping  and  insurance. 

Samsung's  partners  wouldn't  make 
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such  financial  commitments  if  it  weren't 
easier  to  do  business  online.  At  the  steel  ex- 
change, for  example,  Samsung  streamlined 
the  auction  process.  Offline,  a  pipemaker 
in,  say,  Taiwan  who  wants  2,000  tons  of 
steel  will  phone  Samsung  and  ask  for  a 
bid.  One  trader  then  checks  prices  and 
availability  with  producers  in  Russia,  where 
40%)  of  the  world's  spot  steel  is  made. 
Another  lines  up  transportation,  steve- 
dores, and  warehousing.  A  third  trader 
asks  the  finance  department  to  organize  a 
$500,000  line  of  credit  for  the  buyer  and 
several  million  dollars  for  the  steel  mill, 
since  Russian  manufacturers  want  to  be 
paid  upfront  The  finance  department  does 
a  credit  check,  and  two  days  later,  Samsung 
faxes  back  a  bid  and  follows  up  with  e- 
mails  and  phone  calls. 

Then  buyers  comparison-shop  by  call- 
ing three  or  four  other  trading  companies, 
a  process  that  can  take  two  weeks,  quad- 
rupling the  time  it  takes  to  close  a  deal. 
Some  buyers  call  more  than  one  trading 
company  at  a  time,  hoping  to  use  the 


bid  from  the  first  trading  company  to 
gain  leverage  against  a  second  trading 
company.  And  with  more  than  100  types 
of  steel  sold  on  the  spot  market,  buyers 
often  ask  for  additional  quotes  for  other 
types  of  steel  if  they  are  unhappy  with 
one  set  of  bids.  That  generates  dozens 
of  faxes  from  traders  to  confirm  prices 
and  other  elements  of  the  contract. 

By  contrast,  csx  users  type  in  the 
product  they  want  to  buy  or  sell,  when 
they  want  it,  a  target  price,  and  how  long 
they  want  the  auction  to  last  (often  one 
day).  Participants  bid  in  real  time.  With 
lists  of  "bids"  and  "offers,"  the  site  looks 
like  a  foreign-exchange  trader's  computer 
screen.  Each  bid  generates  an  e-mail  mes- 
sage that's  sent  automatically  to  buyer 
and  seller.  According  to  McKinsey,  GSX 
users  save  8%  per  trade,  which  is  typical- 
ly priced  at  $400  a  ton. 

GSX  earns  a  1.8%  fee  for  hosting  the 
trade,  about  two-thirds  less  than  offline. 
That's  O.K.  with 
Samsung.    Using 


the  Web,  it  doesn't  need  to  run  credit 
searches  because  clients  are  screened  before 
they  join  the  site.  The  instant  bargaining 
eliminates  dozens  of  faxes  and  phone  calls. 
Better  still,  deals  are  closed  in  as  little  as  a 
day,  so  traders  have  more  time  to  sell  in- 
surance or  tanker  space,  products  that 
produce  up  to  three  times  more  revenue. 
"If  the  Internet  is  a  success,  there  will  be 
no  room  for  traders  to  broker  deals  in  10 
years,  but  buyers  and  sellers  will  always 
need  people  to  arrange  services,"  says 
James  Hong,  a  gsx  director. 

When  that  day  comes,  Lim  wants  to  be 
sure  Samsung  is  fully  wired.  If  all  goes  ac- 
cording to  his  10-year  plan,  Samsung  will 
look  nothing  like  it  does  today.  It  hopes  to 
morph  from  an  Old  Economy  trading  com- 
pany into  the  globe's  first  e-chaeboL  That's 
the  one  lofty  peak  Lim  hopes  to  climb.  ® 


For  a  O&A  with  Lee  of  McKinsey  &  Co., 
go  to  ebiz.businessweek.com 


e-Chaebol 

Samsung,  the  trading  arm  of  South  Ko- 
rea's family-run  conglomerate,  or  chaebol,  is 
using  the  Internet  to  transform  its  role  as  a 
middleman  into  an  e-marketplace  player. 


FishRound:  Started  in  March,  others  in 
this  field  have  had  problems:  GoFish  closed  its 
site  on  July  6  and  provides  only  financial  info 
on  fishing  companies. 


OWNERSHIP 


Samsung  holds  a  70% 
stake.  Merrill  Lynch  and 
other  companies  hold 
the  rest. 


TRADING  FEE 


A  1%  fee  is  charged, 
vs.  up  to  10%  for 
offline  transactions. 


FINANCIAL  COALS 


Expects  to  handle  $250 
million  in  transactions 
this  year  and  break 
even  by  yearend. 


GSX:  Launched  in  May,  GSX  specializes  in 
steel  traded  on  the  spot  market.  The  field  is  a 
tough  one:  U.S.  rivals  Metalsite  and  Metal- 
spectrum  folded  in  June. 


Majority  owners  are 
Samsung,  Cargill, 
TradeArbed,  and 
Duferco. 


GSX  charges  0.375%, 
while  trading  compa- 
nies typically  collect 
3%  per  trade  offline. 


Expects  to  handle  $2.6 
billion  in  transactions 
the  first  year. 


ChemCrOSS.com:  Leading  online  mar- 
ketplace for  swapping  industrial  chemicals  in 
Asia.  Launched  in  October,  2000,  the  site  has 
1,000  registered  users. 


Samsung  companies  are 
the  big  shareholders;  60 
Asian  chemical  manufac- 
turers also  hold  stakes. 


Between  0.3%  and 
0.5%,  one-third  the 
price  of  offline  trades. 


The  site  handles  $40 
million  in  trades  per 
month  and  is  aiming  for 
profitability  by  yearend. 


Textopia:  Textile  e-marketplace  launched 
in  March  for  buying  and  selling  fiber,  yarn,  and 
other  raw  materials.  Next  year,  Textopia  also 
plans  to  trade  fabrics,  which  earn  higher  fees. 


Wholly  owned  by 
Samsung 


Fees  average  0.35%  vs. 
about  4%  offline. 


Trading  volume  to  date  is 
$38  million,  with  a  target 
of  $150  million  by  year- 
end,  and  profits  in  2002. 


areCamp:  Korea's  top  e-marketplace  for 
medical  equipment.  First  launched  as  a  consumer 
site  in  July,  2000,  one  month  later  it  focused 
on  hospitals  and  other  medical  institutions. 


Samsung  owns  half. 
Hospitals,  medical  equip- 
ment suppliers,  and  doc 
tors  own  the  rest. 


Users  pay  between  1% 
to  3%  in  commissions 
vs.  at  least  4%  offline. 


The  site  broke  even  in 
April  and  expects  to 
handle  $77  million  in 
trades  this  year. 


Data:  Samsung 
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Now,  everything  is  possible. 


Alone  is  together. 


And  open  is  secure. 

Through  the  Internet,  you  now  can  reach 
as  many  customers  as  there  are  stars  in 
the  heavens.  But  you"ve  got  to  guarantee 
the  security  of  their  transactions.  That's 
why  we  created  the  Open  Platform  for 
Security— OPSEC.  It's  quickly 
become  the  industry  standard  for 
integrating  network  security 
solutions.  In  fact  over  200  partners  arc 
developing  products  and  services  using 
the  OPSEC  framework.  By  choosing  OPSEC 
Certified  products,  you  get  Ihe  peace  of  mind 

that  comes  from  guaranteed 
interoperability  as  you  protect         w  ^ 
your  entire  network  with  an 
airtight,  unified  layer  of 
security.  No  wonder  more 
security  installations  are  built  on 
OPSEC  than  any  other  platform.  To  leant 
more,  check  out  www.onscc.com. 


Check  Point 


We  Secure  the  Internet. 


BusinessWeek  e.biz 


CUTTING  EDGE 


BY  ROBERT  D.  HOF 

rob   hof@ebiz.businessweek.com 


Too  Much,  Too  Soon 

Web  sites  are  driving  customers  away  by  charging  big  fees  right  off  the  bat 

■  finally  succumbed  to  one  of  those  ubiquitous  online  banner  ads  from  Classmates.com 
and  registered  to  see  where  people  in  my  high  school  class  ended  up.  I  clicked  on  a  but- 
ton to  send  a  note  to  a  long-lost  friend,  and  up  popped  a  message  saying  I  had  to  pay 
$29.50  a  year  to  become  a  "Gold"  member.  For  one  lousy  e-mail?  No,  thanks.  So  I  surfed 
over  to  555-1212.com  to  find  his  e-mail  address  myself.  No  dice.  The  once-free 


service  now  costs  $9.95  for  100  lookups.  Hey,  I  only  wanted  one! 

Look,  I'm  not  greedy.  I'm  willing,  if  not  eager,  to  pay  a  rea- 
sonable amount  for  something  I  want.  But  when  I  walk  into  a 
restaurant  for  lunch,  I  shouldn't  be  handed  a  check  for  the  lobster 
plate  before  I  even  sit  down — especially  when  I  just  want  a  salad. 
That's  how  the  recent  rush  to  charge  for  everything  on  the  Web 
feels.  Classmates  Online  Inc.  Chief  Executive  Michael  Schutzler,  for 
instance,  admits  that  he  warned  nonpaying  members  of  a 
coming  fee  hike  early  last  year  largely  to  goad  them  into 
signing  up.  It  worked,  raising  the  paying  members  to 
1.2  million — and  saving  the  company  from 
going  under,  he  says.  Well,  congratulations. 
But  threats  aren't  exactly  the  stuff  of  a 
sustainable  business  model. 

It's  not  just  dot-coms  em- 
ploying brute-force  tech- 
niques, either.  Consumer 
Reports'  Web  site  has  been  a 
great  success,  with  more  than 
560,000  paid  subscribers,  but 
even  it  has  let  some  opportu- 
nities slip.  Anthea  Stratigos, 
president  of  information-in- 
dustry market  researcher 
Outsell  Inc.,  recently  wanted 
to  buy  a  Consumer  Reports  article  on 
washers  and  dryers.  But  all  she 
could  find  on  its  site  was  a  $24  an- 
nual subscription.  Instead,  it  got  zero 
dollars  from  her.  Likewise,  my  bank 
has  the  gall  to  charge  me  for  online 
bill-paying,  even  though  the  bank  saves  money.  If  it  offered  the 
service  free,  the  bank  could  save  way  more  than  its  $5  monthly  fee 
by  cementing  my  loyalty — and  keep  me  from  looking  at  Citibank, 
which  does  offer  it  free.  "Consumers  who  do  online  bill  payment 
are  even  more  likely  to  slay  with  that  bank,"  says  Forrester  Re- 
search Inc.  analyst  Ron  Shevlin.  "It's  a  huge  retention  tool." 
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What  many  of  these  online  businesses  fail  to  understand  is 
something  their  customers  already  know:  A  Web  site  isn't  just  a  cash 
register.  It's  also  a  research  center  for  uncertain  customers.  It's  a 
brand  builder.  A  focus  group.  A  showroom  to  attract  new  customers. 
A  tool  to  forge  individual  relationships  with  existing  ones.  And  a 
way  to  drive  them  to  new  services  or  other  products  in  stores. 
None  of  those  missions  involves  prying  open  customers'  wal- 
lets and  purses  from  the  get-go.  Yet  they  all  have 
tangible  value  to  companies.  Too  many 
online  businesses  have  forgotten  that  free 
samples  and  loss  leaders  have  always 
worked  well  to  gain  and  keep  cus- 
tomers. Online,  they  can  provide  a 
foundation  to  profit  from  the  Web 
site's  many  other  functions. 

Even  when  sites  do  charge, 
smarter  pricing  would  help  a  lot.  To 
their  credit,  Classmates.com  execs  are 
planning  to  offer  single  services,  such 
as  e-mailing  or  reunion  list  man- 
agement, for  less  than  the  full 
annual  fee.  Similarly,  to  reach 
people  who  don't  want  to  sub- 
scribe, Consumer  Reports  in 
June  teamed  with  Yahoo!  Inc. 
to  offer  pay-per-view  prod- 
uct reports  on  the  Web  por- 
tal for  $2.95  each. 
The  key,  of  course,  is  to  otter 
something  that's  not  available  a 
click  away.  But  as  companies  cut 
staff  in  these  dark  days  of  e-commerce,  it  will  get  much  tougher 
for  them  to  create  unique  content  and  services.  Look  at  me:  To 
skirt  the  fee  at  Classmates.com,  I  just  did  a  search  on  Googk.com 
and  found  my  friend's  e-mail  address  for  free.  Now  living  in 
Hawaii,  he  says  lie's  doing  well.  Which  is  more  than  I  can  s.i\  fo] 
a  lot  of  the  sites  that  keep  asking  me  fol  money.  • 


ENOUGH  WITH  THE  HOLD  MUSIC: 

ASPECT  CAN  HELP  YOU  DELIVER 

MORE  PERSONALIZED  SERVICE 


The  Contact  Center  Specialists 


ct  and  the  Aspect  logo  are  trademarks  and/or  service  marks  of  Aspect  Communications  Corporation  in  the  United  States  and/or  other  countries.  All  other  product 
or  service  names  mentioned  in  this  document  might  be  trademarks  of  the  companies  with  which  they  are  associated.  ©  2001  Aspect  Communications  Corporation 
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CA  Wireless  Partnership 

NOKIA  •  EDS  •   KYOCERA   •  SYMBOL  •   AETK 
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Capitalizing  on  opportunities  in  mobile  eBusiness  depends  on  successful 
integration  of  wireless  technology  with  existing  infrastructures.  That's  why  CA 
is  proud  to  be  partnering  with  wireless  market  leaders  and  global  professional 
service  providers  to  create  enterprises  without  boundaries.  CA's  security, 
infrastructure,  and  information  management  solutions  are  not  only  industry 
leaders,  they're  also  hardware  and  software  neutral.  So  future  wireless 
Initiatives  will  be  limited  by  nothing  but  the  imagination. 


Computer  Associates 


tq TOMORROW      WE  ARE  COMPUTER  ASSOCIATES      THE  SOFTWARE  THAT  MANAGES  eBUSINESS 


flflBpUter  Associates  International.  Inc.  IC. 
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EXECUTIVE  SUITE 


(SHE'S  HERE  TO  FIX 
THE  XEROX 

Can  Anne  Mulcahy  pull  off  an  IBM-style  makeover? 


If  Anne  M.  Mulcahy  ever  does  man- 
age to  save  Xerox  Corp.,  then  sure- 
ly June  14  will  look  like  a  turning 
point.  Mulcahy,  president  and  OEO-in- 
waiting,  flew  from  headquarters 
in  Stamford,  Conn.,  to 
Rochester,  N.Y.,  the 
home  of  Xerox'  big 
operations,  to  deliver  J 
devastating  news,  j 
The  company  was 
killing  its  entire  line 
jf  desktop  inkjet 
printers — a  one-year- 
jld  business  that  em- 
ployed 1,500  people 
worldwide  and  had  been 
:hampioned  by  Mulcahy 
aerself.  The  division  would 
riot  turn  a  profit  for  at  least 
:wo  years,  though,  and  Xe 
rox  needed  cash  now. 


"In  a  year  of  tough  decisions,  this  one 
was  toughest,"  Mulcahy  says. 

Tough  hardly  does  justice  to  the  year. 
Xerox'  directors  suddenly  promoted 
Mulcahy  to  president  in  May,  2000, 
after   ousting   G.    Richard 
Thoman,  who  lasted  all  of  13 
months,    and    reinstalling 
Chairman  Paul  A.  Allaire 
as  ceo.  The  company  was 
close  to  foundering  after 
years  of  weak  sales  and 
high    costs;    employees 
were  as  disgruntled  as 
1    customers.  Then  things 
went  from  bad  to  worse: 
In  October,  Xerox  reported 
its  first  quarterly  loss  in  16 
years.  Debt  was  piling  up. 
And    the    Securities    &    Ex- 
change Commission  began  in- 
vestigating whether  Xerox 


used  accounting  tricks  to  boost  income. 

Little  in  Mulcahy's  past  experience 
as  vice-president  for  human  resources 
and  chief  staff  officer  to  Allaire  had 
tested  her  in  this  kind  of  crisis  man- 
agement. But  she  has  impressed  Xerox' 
directors  as  a  decisive  leader.  People 
close  to  Mulcahy,  48,  expect  she'll  soon 
be  named  ceo.  "It's  a  huge  jump  from 
senior  executive  to  the  chief  executive 
slot,"  says  Xerox  director  Ralph  Larsen, 
who  heads  Johnson  &  Johnson.  But,  he 
adds,  "she  has  the  strategic  mind  and 
toughness  to  serve  as  ceo." 
BOXED  IN.  No  doubt  this  will  be  a  close- 
ly watched  handover.  After  all,  it  was 
Allaire's  botched  succession  planning  that 
brought  Xerox  to  the  low  place  it  is  to- 
day. Not  only  must  Mulcahy  continue  to 
shore  up  morale  after  Thoman's  disas- 
trous sales-force  reorganization,  she  also 
has  to  cut  $1  billion  from  annual  costs. 
And  that's  just  to  get  Xerox  to  the  point 
where  she  can  make  some  real  changes. 
Mulcahy  believes — as  do  most  analysts — 
that  Xerox  shouldn't  be  content  just 
selling  copiers,  or  "boxes"  in  company 
lingo.  It  has  to  focus  on  "solutions"  that 
let  corporations  scan,  store,  and  print 
digital  documents  tailored  to  their  needs. 
But  the  old  guard  is  still  resistant.  To 
succeed,  she'll  have  to  do  away  with 
more  than  the  inkjet  printers. 

Some  people  don't  think  she's  up  to  it. 
Skeptics  say  Mulcahy  belongs  to  the  old 
guard  herself,  a  veteran  Xeroid  who 


TAKING  CHARGE  II 


Respite 
25  years  with  Xerox, 
Mulcahy  says  she  is 
willing  to  shake  up 
the  culture 


started  25  years  ago  selling 
copiers.  They  regard  her  as  part 
of  a  past  that  weighs  heavily 
on  Xerox:  a  culture  paralyzed 
by  politics  and  earlier  suc- 
cess. Moreover,  Xerox  is 
family  to  Mulcahy:  Her  hus- 
band is  a  retired  sales  manag- 
er, and  her  brother  Thomas  J. 
Dolan  is  head  of  the  Global  Solu- 
tions Group.  "The  good  news  or  the 
bad  news  is  she  has  the  soul  of  Xe- 
rox. The  risk  is,  maybe  she's  too  close  to 
it,"  says  a  consultant  and  Xerox  adviser. 
Mulcahy,  though,  says  she's  ready  to 
shake  up  the  culture:  "There  needs 
to  be  far  more  innovation  and  receptiv- 
ity to  new  ideas.  I  have  very  little 
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time  for  endless  debate  and  consensus." 
Today,  she  has  reestablished  some 
sense  of  trust  between  employees  and 
management.  No  one  talks  about  bank- 
ruptcy anymore,  and  Xerox'  operations 
are  mending  steadily.  Operating  losses  in 
the  first  quarter — typically  Xerox' 
toughest — were  far  nar-  , 
rower  than  expected. 
Second-quarter  losses 
contained  no  similar  sur- 
prise, coming  in  as  fore- 
cast. Still,  the  company 
faces  enormous  troubles, 
even  if  it  returns  to 
profitability  in  the  sec- 
ond half,  as  it  promises. 
Its  bonds  are  rated  junk 
by  Moody's  Investors  Ser- 
vice, and  it  is  still  struggling 
to  conserve  cash  and  pay  down  its  huge 
debt — a  $7  billion  loan  is  due  next  year. 
CHEERLEADER.  Mulcahy,  who  spoke 
briefly  with  BusinessWeek,  is  a  hugely 
popular  manager  with  years  of  experi- 
ence dealing  with  customers.  But  she 
hasn't  been  involved  in  product  devel- 
opment, and  she  doesn't  have  Allaire's  fi- 
nancial expertise.  What  got  her  the  job 
of  president — and  the  chance  to  prove 
herself  ready  to  be  ceo — was  her  smart 
decision-making  as  head  of  Xerox'  $6  bil- 
lion division  for  small  office  equipment. 
She  put  together  one  of  Xerox'  biggest 
acquisitions,  the  $925  million  purchase 
of  Tektronix  Inc.'s  color-printing  division, 
now  a  source  of  fast-growing  revenues. 
As  important,  she  proved  fiercely  pro- 
tective of  Tektronix'  autonomy  and  even 
adopted  some  of  its  business  practices. 
"The  people  who  felt  the  most  change 
were  from  Xerox,  who  said,  'Wait,  I 
thought  we  acquired  them,'"  says  Gerald 
K.  Perkel,  a  Tektronix  veteran  who  is 
now  a  Xerox  senior  vice-president. 
As  president,  Mulcahy  has  been  chief 


cheerleader  in  a  company  where  execu- 
tives usually  keep  to  themselves.  During 
her  first  three  months,  she  crisscrossed 
the  country,  holding  nearly  two  dozen 
meetings  with  employees.  She  even 
promised  to  fly  anywhere,  anytime  to 
help  salespeople  close  tough  deals. 

Then,  when  Xerox'  finan- 
cial situation  worsened 
last     September,     the 
company  was  forced 
I  to  take  drastic  action. 
With  Allaire  fixated  on 
repairing  the   balance 
sheet,  Mulcahy  focused 


OUT  OF  INK 


Mulcahy  has  raised  the  energy  leve 
at  Xerox.  A  big  Bruce  Springsteen  fan 
she's  also  a  real  gym  rat.  Mulcahy  grew 
up  in  a  Long  Island  (N.  Y.)  householc 
with  four  brothers;  her  father  was  ar 
editor  in  a  publishing  firm,  and  hei 
mother  took  care  of  the  kids.  Now  hei 
mom  looks  after  her  two  teenage  sons 
when  she  is  away,  which  is  often,  sin« 
Mulcahy  is  usually  on  the  road  three 
days  a  week.  She  doesn't  mind  travel- 
ing, even  to  hear  criticism  from  em- 
ployees. But  they  better  be  preparec 
to  hear  some  back.  "She  doesn't  sugar- 
coat  it,"  says  Perkel. 


To  conserve  cash, 


Xerox  recently  killed  its  entire  line  of  desktop 
inkjet  printers,  a  business  that  employed  1,500 


on  operations,  promising  to  slash  $1  bil- 
lion from  Xerox'  annual  costs.  She's 
more  than  halfway  there.  Some  8,600 
middle  managers  and  factory  workers 
have  been  let  go;  she  tries  to  make  the 
announcements  in  person.  And  she  said 
she'll  reduce  high  manufacturing  costs, 
which  have  put  Xerox  at  a  decided  dis- 
advantage to  competitors  such  as  Canon 
Inc.,  by  $200  million.  Xerox  has  not  dis- 
closed how  close  it  is  to  that  goal.  In- 
deed, only  three  years  ago  it  tried  to 
cut  $1  billion,  but  never  got  there. 

Meanwhile,  Mulcahy  spreads  her  mes- 
sage with  a  regular  memo  called  "Turn- 
around Talk,"  which  alternates  between 
enthusiasm  ("Together  We  Can  Do  It!") 
and  pragmatism  ("When  we  shut  off  the 
bottled  water,  it's  not  because  we  want 
to  be  mean-spirited.  It's  because  all 
these  little  expenses . . .  can  spell  the  dif- 
ference between  losing  money  and  turn- 
ing a  profit"). 


ANNE  M.  MULCAHY 


Oct.  21,  1952, 
Rockville  Centre,  N.Y. 


EDUCATION 

BA  in  English/journalism, 
Marymount 
College,  Tarrytown, 
N.Y.,  1974. 

POSITION 

President  and 
Chief  Operating 
Officer,  Xerox. 
And  since  May, 
2000,  the  CEO-in- 
waiting. 

CAREER  TRACK 

She  joined  Xerox 
as  sales  rep  in  1976 
and  worked  her  way  up 


to  chief  staff  officer  and 
president  of  $6  billion 
retail  division. 

BIGGEST  DEAL  Acquiring 
Tektronix  for  $925  million 
in  January,  2000. 

FAVORITE  BOOK 

The  Endurance: 
Shackleton's  Legendary 
Antarctic  Expedition, 
by  Caroline  Alexander. 

FAMILY  Married  to 
retired  Xerox  sales 
manager  Joe  Mulcahy. 
They  have  two  sons. 


Today  the  company  bills  Mulcahy  as 
"the  future  of  Xerox."  To  her,  at  least, 
that  means  a  Xerox  that  looks  more 
like  IBM,  offering  services  to  help  busi- 
nesses manage  their  vast  cache  of  doc- 
uments. Paul  A.  Ricci,  chairman  of  soft- 
ware maker  ScanSoft  Inc.  and  a  former 
Xerox  exec,  says  Mulcahy's  push  to 
ward  an  IBM  model  makes  sense:  "What 
Anne's  doing  is  smart,  which  is  to  com- 
pete in  the  places  where  Xerox  is 
strong."  That  is,  in  large  corporations. 
Of  course,  this  isn't  the  first  time 
Xerox  has  attempted  an  IBM-like 
makeover.  Thoman  couldn't  manage  it, 
despite  the  fact  he  learned  from  the 
master  at  IBM,  Louis  V.  Gerstner  Jr. 
And  the  company  has  been  trying  to 
transform  itself  for  two  decades.  So 
why  would  Mulcahy  succeed?  "It's  the 
Nixon-in-China  phenomenon,"  says 
David  A.  Nadler,  chairman  of  Mercer 
Delta  Consulting.  "No  one  doubts  her 
motives."  Thoman,  after  all,  was 
an  outsider.  Plus,  Xerox  has  nev- 
er been  in  as  dire  a  condition  as 
it  is  now. 

So  maybe  it  will  take  a  Xeroid 
to  dispose  of  the  toxic  parts  of 
the  company's  culture  that  have 
made  it  so  resistant  to  change. 
"There's  an  all-out  battle  going 
on  between  boxes  and  solutions," 
says  James  W  Lundy,  a  Gartner 
Group  Inc.  consultant  and  ex-Xe- 
roid.  Mulcahy  is  blunt  about 
wanting  her  salespeople  to  learn 
to  sell  services,  too.  "It's  the  abil- 
ity to  walk  and  chew  gum,"  she 
says.  "We  can't  be  [just  |  the  giant 
copier  company."  Ditto  that. 

By  Pamela  L.  Moore 
in  New  York 
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WORLDCOM. 


today's 

feSSSP 


__,     what's  the 

difference  between 

our 

worldwide 

IP  network 

ancj  other 

companies^ 


for  one  thing 

.  QUrl 

exists 


!     ' 


32001  WorldCom,  Inc.  All  Rights  Reserved.  CODE:  EXISTS 


But  if  you're  going  to  call  yourself  a  network 
solutions  provider,  shouldn't  you  first  own 
a  network? 

That  is  one  of  the  central  differences  between 
WorldCom  and  so  many  other  companies. 

We  own  the  most  scalable  IP  network — 
namely,  our  UUNET  network.  They  don't. 
We  plug  solutions  directly  into  our  network. 
They  can't.  We  look  after  your  data  over  the 
length  of  our  end-to-end  network  and  at  all 
points  in  between.  They  only  wish  they  could. 

All  of  which  means  that  we  take  precautions 
while  they  take  risks.  But  you  don't  have  to. 

Call  1-888-886-3829  for  a  no  cost,  no  obligation 
backup  plan. 


To  download  a  FREE  copy  of  IDC's 
"Internet  Growth  Fuels  IP  VPN  Growth, 
visit  www.worldcom.com/us/info/Dan 


generation    . 


THE 
BEST 
GLOBAL 
BRANDS 

Together  with  leading  brand 
consultant  INTERBRAND,  we've 
ranked  the  leaders  around  the  world 


Not  long  after  she  started 
her  new  job  as  head  of 
Boeing  Co.'s  marketing 
and  public-relations  de- 
partment in  1999,  Ford 
veteran  Judith  Muhlberg 
uttered  the  "B"  word  in  a  meeting  of 
top  executives.  Immediately,  a  senior 
manager  stopped  her  and  said:  "Judith, 
do  you  know  what  in- 
dustry you're  in  and 
what  company  you've 
come  to?  We  aren't  a 
consumer-goods  compa- 
ny, and  we  don't  have 
a  brand.' 


The  World's  10 
Most  Valuable  Brands 


RANK    BRAND 


relocate  its  corporate  headquarters  from 
Seattle  to  Chicago  has  been  devised 
with  the  Boeing  brand  in  mind. 

A  belief  in  the  power  of  brands  and 
brand  management  has  spread  far  be- 
yond the  traditional  consumer-goods 
marketers  who  invented  the  discipline. 
For  companies  in  almost  every  industry, 
brands  are  important  in  a  way  they 
never  were  before. 
Why?  For  one  thing, 
customers  for  every- 
thing from  soda  pop  to 
software  now  have  a 
staggering  number  of 
choices.  And  the  Net 


2001  BRAND 
VALUE  ($BILLI0NS) 


Boeing  has  come  a  ' y._".r.P~*. ?.".:...  can  bring  the  full  array 

long  way  since  then.  To-  2        MICROSOFT  65.1  to  any  computer  screen 

day,  branding  matters  '3 lEttvi 52  8  w^n    a    c^c^    °^    ^ne 

in   a   big   way   at   the  ■■■ -_ "-""'r  mouse.  Without  trusted 

aerospace  giant.  The  * .".. *?.:!  brand  names  as  touch- 
company's  first-ever  5  NOKIA  35.0  stones,  shopping  for  al- 
brand  strategy  was  for-  g  injel  34.7  most  anything  would  be 
malized  last  year  as  z nicNFV  w'fi  overwhelming.  Mean- 
part  of  an  overall  strat-  while,  in  a  global  econo- 

egy  to  extend  its  reach  8  FORD  30.1  mV)  corporations  must 
beyond  the  commercial-  9  MCDONALD'S  25.3  reach  customers  in  mar- 
airplane  business.  Now,  ,'g «.» ~2 «  ^ets    ^ar    ^rom    tneh* 

everything  from  Boe-  home   base.   A   strong 

ing-s  logo  to  its  plan  to  Da,a:  ln,erbrand'  Cl,IEroup  brand  acts  as  an  am- 


50  BusinessWeek  /  August  (.,  ">u] 


bassador  when  compa 
nics  enter  new  mar- 
kets or  offer  new 
products.   It  also 
shapes  corporate 
strategy,  helping  to 
define  which  initia- 
tives fit  within  the 
brand  concept  and 
which  do  not. 

That's  why  compa- 
nies that  once  mea- 
sured their  worth  strictly 
in  terms  of  tangibles  such 
as  factories,  inventory,  and  cash 
have  realized  that  a  vibrant  brand,  with 
its  implicit  promise  of  quality,  is  an 
equally  important  asset.  A  brand  has 
the  power  to  command  a  premium  price 
among  customers  and  a  premium  stock 
price  among  investors.  It  can  boost 
earnings  and  cushion  cyclical  down- 
turns— and  now,  a  brand's  value 
can  be  measured. 

That's    exactly    what    we 


Special  Report 


have  done  in  our  first  annual  re- 
port card  of  the  world's  most  potent 
brands.  To  help  assess  which  companies 
are  managing  their  brands  with  skill 
and  which  ones  aren't,  BusinessWeek 
has  teamed  up  with  Interbrand  Corp.,  a 
pioneering  brand  consultancy  in  New 
York,  to  offer  a  ranking  of  100  global 
brands  by  dollar  value.  The  ranking  by 
Interbrand,  a  unit  of  Omnicom  Group 
Inc.,  is  based  on  a  rigorous 
analysis  of  brand  strength. 


STARBUCKS  A  disgruntled  worker 
might  spoil  a  customer's  visit,  so  the 

;  coffee  company  has  built  its  brand 
through  employee  benefits:  Even 
part-timers  get  stock  options 


ithb 


The  basic  theory  is 
that  strong  brands  have 
the  power  to  increase  sales 
and  earnings.  Interbrand  tries  to 
figure  how  much  of  a  boost  each  brand 
delivers,  how  stable  that  boost  is  likely 
to  be  in  the  future,  and  how  much  those 
future  earnings  are  worth  today.  Many 
of  the  brand  names  in  our  table  are 
also  the  name  of  the  parent  company. 
The  assigned  value,  however,  is 
strictly  for  the  brand.  Coca-Cola's 
value  is  based  on  products  car- 
rying the  Coke  name,  not  on 
Sprite  or  Fanta. 

Some  big  household  brands 
won't  turn  up  in  our  ranking 
at  all.  Only  global  brands,  gen- 
erally denned  as  selling  at  least 
20%  outside  of  their  home  country 
or  region,  are  included.  That  eliminates 
some  familiar  names  such  as  Gatorade, 
whose  sales  are  overwhelmingly  in  the 
U.  S.  In  addition,  each  brand  must  have 
enough  publicly  available  data  for  In- 
terbrand to  make  a  reliable  assessment. 
That  knocks  out  private  com- 
panies such  as  Mars 


Wielding  a  Mean  Branding  Iron 


Over  the  past  two  decades,  factors  ranging  from  the  rise  of  the  global  economy 

to  the  rise  of  the  Internet  have  helped  make  brands  more  powerful  than  at  any 

time  in  history.  Here  are  the  milestones  along  the  way: 


JUNE  22,  1984  British  record 
mogul  Richard  Branson 
launches  an  airline,  extending 
the  Virgin  name  from  music 
to  planes.  Virgin  goes  on  to 
encompass  stores,  movies, 
and  financial  services  in  one 
of  the  great  brand-building 
stories  of  the  '90s.  Marketers 
take  note  that  a  strong,  fertile 
brand  can  go  in  all  sorts  of 
new  directions. 
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Inc.  and  even  some  publicly  traded  one 
that  don't  break  out  enough  data. 

In  other  cases,  it's  too  difficult  to  sep 
arate  the  strength  of  the  brand  fron     • 
other  factors.  That's  the  case  with  air 
lines,  where  schedules  and  hubs  oftei  Iw 
leave  travelers  with  little  choice  whet 
buying  tickets,  no  matter  what  thei 
feeling  about  a  particular  airline.  Inter 
brand  ranked  some  corporations,  in   p 
eluding  Johnson  &  Johnson  and  Proc 
ter   &    Gamble   Co.,   based    on   then 
portfolios  of  brands.  The  portfolio  rank 
ing  follows  the  table  of  100  brands. 
DE  RIGUEUR.  This  kind  of  rigorous  as- 
sessment of  brand  value  has  been  re- 
quired for  more  than  a  decade  in  In- 
terbrand's    original    market,    Britain 
where  measures  of  brand  value  offer 
must  be  included  on  corporate  balance  I 
sheets.  Some  experts  believe  that  the 
U.  S.  and  other  countries  should  also  tti 
require  companies  to  break  out  brand 
valuations    for   investors    (page    54) 
While  other  rankings  rely  on  surveys 
of  fleeting  consumer  perceptions,  we  be- 
lieve our  analysis  will  provide  a  v\i 
%»  reliable  benchmark  for  com- 

parison in  years  to  come. 
The  ranking  reflects  the 


NOV.  30,  1988  As  the  takeover  en  2,1! 
reaches  a  climax,  buyout  firm 
Kohlberg  Kravis  Roberts  &  Co.  subi  r 
the  winning  bid  for  RJR  Nabisco, 


APR.  23,  1985  To  stem 
defections  to  rival  Pepsi, 
Coca-Cola  introduces  a 
new,  sweeter  formulation 
of  its  iconic  soda  pop, 
only  to  bring  back  Coke 
Classic  77  days  later  amid 
one  of  the  biggest  consumer 
backlashes  in  marketing  his- 
tory. The  debacle  offers  one 
of  the  first  glimpses  at  the 
latent  power  of  brands. 


walking  away  witl 
brand  portfolio  t 
includes  Oreo 
cookies,  Winston 
cigarettes,  and 
Hawaiian  Punch — all 
a  record-setting  $25.4  billion. The  \ 
premium  paid  over  book  value  in  th 
and  other  acquisitions  brings  home 
corporate  leaders  just  how  valuable 
brands  can  be. 


ri 


Important  devel- 
Ipments  of  the 
>ast  year  and 
shows  just  how 
nuch  they  cost  in 
fefcnd  value.  Few- 
•r  than  half  of  the 
J4  brands  for 
vhich  Interbrand 
Id  a  2000  valua- 
ion  showed  a 
fain  in  value  in 
J001.  Mighty  Coca- 
3ola  is  still  the 
■Grid's  most  pow- 
;rful  brand,  but 
he  name  lost  5% 
if  its  value  last 
rear,  according  to 
nterbrand's  cal- 
culations, as  it  struggled  against  its 
ongtime  rival  Pepsi,  ranked  at  No.  44. 
f  No.  2  Microsoft  hadn't  been  mired 
n  antitrust  troubles  and  an  overall 
echnology  slowdown — causing  it  to 
shed  7%  of  its  brand  value — it  would 
lave  cruised  into  the  top  spot  on 
he  list. 

The  dot-com  meltdown  claimed  a  lot 
»f  casualties.  Yahoo!,  at  No. 59,  and 
Vmazon.com,  at  No.  76,  while  still  for- 
nidable  brands,  nevertheless  lost  31% 
;ach  of  their  brand  value  amid  wide- 
spread uncertainty  about  their  ability 
o  deliver  earnings  in  the  future.  Still, 
he  news  wasn't  all  bad.  No.  88- 
•anked  Starbucks  was 
he  biggest  gainer  in 
>ercentage  terms, 
iddings32%  in  value 
o    itsn  fast-growing 


Winners 

RANI 

Whether  it's  Starbucks'  iced  lattes  or  the 

Financial  Times'  salmon-colored  paper, 

ascendant  brands  all  deliver  a  distinctive 

product  to  a  growing  legion  of  customers. 

2001                2000 
BRAND              BRAND 
VALUE               VALUE 
BRAND                             MILLIONS)       ($BILLI0NS)  %  CHANGE 

88 

STARBUCKS 

1.8 

1.3              32 

42 

SAMSUNG 

6.4 

5.2              22 

95 

FINANCIAL  TIMES 

1.3 

1.1              14 

4 

GE 

42.4 

38.1              11 

94 

GUINNESS 

1.4 

1.2              11 

Data:  Interbrand  Citigroup 

Losers 


Amazon  and  Yahoo!  lost  brand  clout  when  the 

dot-com  bubble  burst.  Xerox  did  itself  in  with 

turbulence  in  the  executive  suite,  while  Ford  got 

run  over  by  the  Firestone  tire  controversy. 


RANK      BRAND 


2001 

BRAND 

VALUE 

(SBILLIONS) 


2000 

BRAND 

VALUE 

(SBILLIONS)  %  CHANGE 


45 

XEROX 

6.0 

9.7 

-38 

76 

AMAZON.COM 

3.1 

4.5 

-31 

59 

YAHOO! 

4.4 

6.3 

-31 

62 

DURACELL 

4.1 

5.9 

-30 

8 

FORD 

30.1 

36.4 

-17 

Data: 

Interbrand,  Cit 

group 

2,  1993  Philip 
s  takes  decisive  action 
ist  discount  cigarettes 
are  stealing  share  from 
ty  Marlboro  by  slashing 
s  20%.  Other  premium 
srs  are  forced  to  follow, 
:onsumer-goods  stocks 
■le  amid  fears  that  brands  are 
g  clout.  Suddenly,  "brand 
jgement"  becomes  part  of  every 
iger's  vocabulary. 


brand,  which  now  encompasses  4,435 
stores  on  three  continents  as  well  as 
branded  coffee  paraphernalia,  music, 
and  candy. 

To  see  just  how  much — and  how 
fast — a  mismanaged  brand  can  lose  val- 
ue, take  a  look  at  No.8-ranked  Ford. 
Everyone  knows  that  Ford  Motor  Co. 
has  had  a  tough  year.  Between  the 
Firestone  tire  fiasco  and  a  series  of 
embarrassing  quality  gaffes,  little  has 
gone  right  for  the  Detroit  carmaker. 
Investors  certainly  have  been  hurt: 
First-half  earnings  from  continuing  op- 
erations are  down  91%  from  a  year 
ago.  But  what  does  the  blow 
to  Ford's  reputation  really 
cost?  When  a  brand  is  tar- 
nished, its  power  to  attract 
customers  and  command 
top   prices   diminish 


MAY  5,  1994  With 
companies  in  all 
industries  starting 
to  focus  on 
building 
brands, 
BM  makes 
marketing  history  by 
consolidating  its  entire 
$400  million  global 
advertising  account  at 
one  agency,  Ogilvy 
&  Mather,  citing 
the  need  to  get 
maximum 
leverage  from 
its  marketing 
efforts. 


es — and  so  its  value  drops.  That's  what 
the  numbers  show  for  Ford.  By  Inter- 
brand's  calculations,  the  carmaker's 
name  is  worth  $30.1  billion  today — -$6.3 
billion  less  than  last  year. 
SEA  CHANGE.  Numbers  such  as  these 
make  it  clear  why  companies  in  all  in- 
dustries are  suddenly  becoming  more 
vigilant  brand  stewards.  Branding  used 
to  be  practiced  by  companies  that  sold 
packaged  goods  to  consumers — and  al- 
most no  one  else.  Developing  a  brand  in- 
cluded advertising,  package  design,  and 
maybe  a  few  promotions  and  was  seen 
as  far  less  central  to  the  corporate  mis- 
sion than  serious  stuff  such  as  floating 
debentures,  quickening  inventory  turns, 
or  boosting  capacity  utilization. 

That  was  in  a  different  millennium. 
As  the  new  one  unfolds,  brands 
have  been  taking  center  stage 

MAY  15,  1997  With  less 
than  two  years  of  operating 
history  and  no  profits  in 
sight,  online  bookseller 
Amazon.com  goes 
»K    public  at  $18  a 
A    share  and  the  dot- 
"    com  boom  is 
born.  Shares  lat- 
er reach  a  high 
of  $106,  forev- 
er changing  our 
notion  of 
what  it 
takes  to 
build  a 
dominant 
brand. 
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in  a  sweeping  shift 
that  some  compare  to 
the  wave  of  mass  mar- 
keting that  occurred  in 
the  years  following 
World  War  II.  Phar- 
maceutical companies, 
which  have  been  lib- 
erated to  promote 
their  products  direct- 
ly to  consumers,  have 
been  spending  hun- 
dreds of  millions  to 
create  entirely  new 
brands  such  as  Viagra 


efforts  in  the  financial 
services  sector  have 
taken  off  as  that  in- 
dustry has  consolidat- 
ed and  as  federal  legislation  has 
knocked  down  the  walls  that  used  to 
separate  banks  from  brokerage  houses. 
Professional  services  companies  such 
as  Andersen  Consulting,  rebranded  as 
Accenture,  have  realized  that  conveying 
a  sense  of  trust  and  shared  mission  is 
as  important  as  technical  competence  in 
winning  multimillion-dollar  contracts. 
Universities,  government  agencies,  en- 
tertainment properties,  and  even  indi- 
viduals— Michael  Jordan,  Martha  Stew- 
art, Madonna — have  come  to  be 
regarded  as  brands:  Their  names  stand 
for  an  implicit  promise  of  quality,  inno- 
vation, or  reliability. 
ON  A  MISSION.  That's  why  executives 
who  earned  their  stripes  at  consumer- 
goods  powerhouses  such  as  Procter  & 
Gamble  and  PepsiCo  Inc.  are  suddenly 
turning  up  in  the  top  ranks  of  compa- 
nies that  have  nothing  to  do  with  de- 
tergent or  snack  foods.  Back  in  1994, 
General  Motors  Corp.  was  one  of  the 
first  when  it  turned  to  Ronald  L.  Zarel- 
la,  former  president  of  Bausch  &  Lomb 
Inc.,  to  teach  it  brand  management. 
Citigroup,  on  the  way  to  building 
Citibank  into  the  13th-ranked 
brand  on  our  list,  recruited  a 
slew  of  marketing  professionals 
from  H.J.  Heinz,  Philip  Mor- 
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ris,  and  other  consumer-products 
companies. 

Why  do  companies  that  sell  to  other 
businesses,  rather  than  directly  to  con- 
sumers, need  to  manage  their  brands? 
For  the  same  reason  that  Coke  and 
lo:  to  give  themselves  a  leg  up  in 
the  marketplace.  Just  look  what  it  did 
for  No.3-ranked  ikm.  Branding  played  a 

)le  in  the  computer  maker's  re- 
markable reinvention  in  the  1990s  un- 

i  airman  Louis  V.  Gerstner  Jr. 
One  dl  Gerstner's  first  moves  was  to 
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Best  in  Class 


How  some  big  brands  stack  up 
in  two  industries 


AUTOMOTIVE 


RANK 

BRAND 

PERCENT  CHANGE 
IN  BRAND  VALUE 

8 

FORD 

-17 

12 

MERCEDES 

3 

14 

TOYOTA 

-1 

21 

HONDA 

-4 

22 

BMW 

7 

35 

VOLKSWAGEN 

-6 

48 

HARLEY-DAVIDSON 

NA 

RANK 


TECHNOLOGY 

BRAND 


PERCENT  CHANGE 
IN  BRAND  VALUE 


Data:  Interbrand,  Citigroup 


3 

IBM 

-1 

6 

INTEL 

-11 

15 

HEWLETT-PACKARD- 

-13 

16 

CISCO 

-14 

24 

COMPAQ 

-15 

32 

DELL 

-13 

49 

APPLE 

-17 

64 

TEXAS  INSTRUMENTS 

NA 

bring  in  a  marketing  czar  steeped  in 
branding,  Abby  Kohnstamm,  his  long- 
time associate  at  American  Express 
Co.  Together,  Gerstner  and  Kohnstamm 
reasserted  the  primacy  of  the  brand 
in  an  organization  that  had  degenerat- 
ed into  warring  product  groups.  In  a 
move  that  shocked  Madison  Avenue, 
Kohnstamm  in  1994  consolidated  all  of 
Big  Blue's  advertising  at  a  single 
agency,  Ogilvy  &  Mather  Worldwide 
Inc.  Her  goal  was  to  give  the  far-flung 
company  a  unified  and  consistent  mes- 
sage across  all  its  products,  services, 
and  geographic  markets. 


After  it  took  ovelp- 
Ogilvy  positioned  IB    I 
as  a  wise  partner  ths  '; 
could  guide  companie   ~: 
through  their  transfoi  I 
mation    into    nimbk  r 
Net-savvy  players   I 
When  Internet  mani   I 
was  in  full  swing,  IBM1 
slice-of-life   ads   lam   f 
pooned  the  excesses  c   W- 
Web    culture.    An    I 
when  the  dot-coms  inn   I 
ploded,   IBM  was  we:   f 
positioned  as  "a  voic    P 
of  reason — not  abou  I 
hype,  but  about  steer   B"! 
ing  a  clear  course,"  ac  un- 
cording to  Maureei    -■ 
McGuire,    IBM's   vice 
president   for  integrated   marketing      - 
communications  worldwide.  Not  sur  I 
prisingly,  in  a  year  in  which  most  tech 
nology  brands  took  a  bath  in  terms  o 
their  valuation,  IBM  held  nearly  steadj  j  | 
at  $53  billion. 

For  technology  marketers,  IBM  ha;  pi 
become  the  model.  Witness  Germai  B 
software  giant  SAP,  a  brand  that  came  ir  p 
at  No.  43  in  our  ranking.  A  massive  bu1 
muddled  advertising  campaign  in  199£ 
had  left  employees  just  as  confused  a: 
customers  about  what  the  company's   1 
brand  stood  for.  sap  hired  a  marketing  nov. 
veteran  from  Sony  Corp.,  Martin  Horn-  BH 


COMMENTARY 


By  Neil  Gross 

VALUING  INTANGIBLES': 
A  TOUGH  JOB,  BUT  IT  HAS  TO  BE  DONE 


A 


s  any  business-school  prof  can  tell 
you,  the  value  of  companies  has 
Ibeen  shifting  from  tangible  assets — 
the  bricks  and  mortar — to  intangible 
assets,  such  as  patents,  customer 
lists,  and  brands.  These  are  the 
keys  to  shareholder  value  in  a 
knowledge  economy,  but  our  ac- 
counting system  does  little  to  ac- 
knowledge the  shift.  You  won't 
find  balance-sheet  entries  for  those 
assets  except  in  rare  cases,  even 
though  at  some  companies  they  may  ac- 
count for  the  bulk  of  overall  value.  For 
example,  at  Apple  Computer,  No.  49  in 
our  rankings,  brand  value  equals  a  huge 
80%  of  market  capitalization. 

Ignoring  those  intangible  assets  may 
have  been  fine  30  years  ago;  not  any- 
more. Investors  need  a  sense  of  the  as- 
sets' value  and  whether  expenses  to 
support  them — such  as  advertising — are 
really  productive.  If  accounting  can't 


, 


take  stock  of  that,  boards  can't  alio  i 
capital  intelligently,  analysts  can't  (  1% 
ate  the  companies  they  cover,  and    « 
vestors  can't  get  a  fix  on  the  markt 
"You  end  up  with  the  blind  leading 
blind  and  being  evaluated  by  the  b 
says  Jonathan  D.  Low,  senior  fellov 
Cap  Gemini  Ernst  &  Young. 
NEW  RULES.  Now,  after  years  of  ditl 
ing,  architects  of  accounting  rules  ar 
nally  taking  the  first  steps  on  the  is 
It's  a  start,  but  more  needs  to  be  d 
In  June,  the  Financial  Accounting  S 
dards  Board  issued  rules  for  how  co 
nies  record  assets  in  a  merger.  The 
effective  for  most  companies  next  Ja  ti 
mean  that  when  businesses  acquire 
era  using  standard  accounting,  they 
no  longer  have  to  amortize  goodwill 
That  makes  sense  because  must  of  I 
assets  don't  really  depreciate.  You  dl  I 
wear  out  research  or  run  out  of  brai 
power     at  least  most  of  the  time. 
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r  sh,  to  orchestrate  its 
ext  moves.  "It  be- 

t\  ame  clear  to  us 
hat  technology 
larketing  is  not 
1st  talking  about 
our  technology," 
iv-  Hasso  Plat- 
e's CO-CEO. 
Sou   need  a  clear 

i  lessage." 

When  Homlish  ar- 
ived  at  sap  as  chief 
■rketing  officer,  he  and 
K  seasoned  marketing  execu- 
ves  that  he  recruited  first  set  about  es- 
jblishing  a  coherent  message  for  the 
jmpany.  "The  first  mission  was  to  have 
mission,"  says  Susan  Popper,  senior 
ice-president  for  global  advertising  and 
n  ad-agency  veteran.  "We  had  to  move 
•om  a  product-driven  to  a  brand-dri- 
en  culture." 

Homlish  insisted  that  all  the  compa- 
y's  product  names,  logos,  brochures, 
nd  Web  pages  have  a  consistent  look: 
speaking  SAF'anese,"  he  calls  it.  To 
lake  that  easier  to  accomplish,  he  bor- 
owed  a  page  directly  out  of  the  IBM 
laybook  and  consolidated  all  global  ad- 
ertising  at  Ogilvy  &  Mather.  So 
ir,  the  marketing  pros  seem  to 
e  succeeding:  SAP  was  that  rare 
henomenon — a  technology 
Dmpany  with  a  brand  that 


SAMSUNG  When  the  maker  of 
electronic  gear  headed  upmarket, 
t  it  dropped  Wal-Mart  with  a  clang: 
I  The  mass-market  chain  clashed 
with  the  premium  image  it  sought 


IP  actually  increased  in 
^^alue  over  the  past  year, 
posting  a  3%  gain. 
A  strong  brand  not  only 
helps  customers  understand  an  orga- 
nization but  it  also  imparts  a  sense  of 
mission  inside  the  company.  Since  em- 
ployees embody  the  brand  to  con- 
sumers, it's  vital  that  they  understand 
and  embrace  brand  values.  "If  they 
can't  articulate  to  the  outside  world 
what  the  brand  is  all  about,  then  who 
can?"  says  Shelly  Lazarus,  chairman  of 
Ogilvy  &  Mather,  whose  clients,  in  ad- 
dition to  IBM  and  sap,  include  American 
Express  and  Ford,  both  in  the  top  20 
in  our  brand  ranking.  "Once  an  enter- 
prise understands  what  the  brand  is 
all  about,  it  gives  direction 
to  the  whole  enter- 
prise. You  know 
what  products 
you're  sup- 
posed   to 


letimes,  however,  those 
can  be  damaged,  and 
w  rules  require  compa- 
■  recognize  that.  If 
ssets  become  im- 
— say,  your  biggest 
suffers  a  massive 

-  recall — then  you 

k  tccount  for  the 

e  e.  To  do  so,  com 

ii   will  have  to 

ke 


make  and  not  make.  You  know  how 
you're  supposed  to  answer  your  tele- 
phone. You  know  how  you're  supposed 
to  package  things.  It  gives  a  set  of 
principles  to  an  entire  enterprise." 
UPWARDLY  MOBILE?  When  managers 
have  a  clearly  articulated  sense  of  the 
brand,  it  can  also  help  to  guide  basic 
strategy.  When  Boeing,  No.  63  in  our 
ranking,  thought  about  expanding  into 
areas  beyond  its  core  aircraft  opera- 
tions, top  executives  thought  carefully 
about  what,  exactly,  the  Boeing  brand 
stood  for.  Once  the  organization  defined 
itself  as  a  global  aerospace-technology 
company  instead  of  just  an  airplane 
builder,  moving  into  satellites  and  air- 
craft services  became  easy  decisions. 

Likewise,  a  strong  commitment  to  its 
brand  strategy  helped  Samsung  Elec- 
tronics Co.,  whose  Samsung  brand 
ranked  No.  42  on  our  list,  make  the  tough 
decision  to  ditch  Wal-Mart  Stores  Inc. 
as  a  major  retailer  of  its  products.  Sam- 


-angibles.  Crusaders  for  account- 
'orm  who  care  about  knowledge 
applaud  this  outcome.  "The  idea 
au  will  identify  acquired  intangi- 
ld  periodically  measure  what 
re  worth — this  is  definitely  a 
in  the  right  direction,"  says 
l  Lev,  accounting  professor  at  the 
School  of  Business  and  author  of 
ribles:  Management,  Measurement 
eporting. 

vhy  not  go  a  step  further  and 
e  companies  to  account  for  intan- 
on  the  balance  sheet  all  the  time, 


APPLE 

Investors  are 
left  in  the 
dark  about 
much 
that  single 

regardless  of  word — with 

whether  or  not  its  branding 

there  s  a  purchase?  , 

After  all,  in  places  clout — 1S 

such  as  Britain  and        actually  Worth 
Australia,  companies 
already  must,  at  times,  report  brand 
valuations  on  the  balance  sheet. 
VOODOO  ACCOUNTING?  First  of  all,  get 
real.  It  took  the  conservative  fasb   30 
years  to  make  the  latest  set  of  changes. 
A  quick,  radical  overhaul  simply  isn't  in 
the  cards.  And  that  may  not  be  the  so- 
lution, anyway.  When  it  comes  to  brands 


and  other  intangibles,  says  fasb  Re- 
search Director  Timothy  S.  Lucas, 
"there  are  very  significant  measure- 
ment and  definition  problems."  Even 
the  reformers  seem  content  to  go 
slow.  "To  get  into  the  financial  state- 
ments, information  should  be  reliable," 
says  Paul  B.  W  Miller,  a  professor  of 
accounting  at  the  University  of  Col- 
orado and  a  longtime  fasb  watcher  and 
critic.  The  biggest  problem?  Valuing  in- 
tangibles, even  using  the  most  rigorous 
methodology,  calls  for  subjective  judg- 
ments— something  accountants  abhor. 
There  are,  however,  other  ways  to 
balance  the  need  to  track  the  value  of 
intangible  assets  and  the  need  for  easily 
verifiable  financial  statements:  Simply 
report  the  value  of  the  intangible  assets 
elsewhere  in  the  financials — for  exam- 
ple, in  the  footnotes.  That  way,  in- 
vestors would  have  at  least  some  sense 
of  whether  their  investment  was  gain- 
ing or  losing  value.  Intentionally  or  not, 
fasb  has  put  the  need  to  value  intangi- 
ble assets  front  and  center.  Business- 
Week's new  brand  ranking  will  provide 
good  grist  for  the  whole  debate. 

Senior  Editor  Gross  writes  about  re- 
search, patents,  and  other  intangibles. 
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sung,  which  gained  2295 
in  brand  value  last 
year,  is  trying  to 
move  up  the  value 
chain.  Selling  Sam- 
sung products  at 
Wal-Mart  made 
sense  back  when 
the  South  Korean 
electronics  company 
aspired  to  churning 
out  low-end  electronic 
gadgets.  Now,  however, 
the  company  is  attempting  to 
move  into  more  innovative,  higher- 
margin  items,  such  as  voice-activated 
mobile  phones  that  double  as  digital  mu- 
sic players  and  personal  digital  assis- 
tants. Those  are  products  that  many  con- 
sumers may  be  trying  for  the  first  time, 
thus  giving  a  new  brand  like  Samsung  a 
big  opportunity.  "That  transition  and  our 
strategy  to  move  upmarket  very  ag- 
gressively are  the  main  reasons  why  our 
brand  improved  rapidly,"  says  Eric  Kim, 
Samsung's  marketing  chief.  Having  its 
products  appear  in  a  mass-market  dis- 
counter such  as  Wal-Mart  hampered 
Samsung's  attempts  to  build  a  premium 
image. 

Samsung  has  good  reason  to  worry 
about  protecting  and  enhancing  its 
brand  integrity.  Companies  that  don't 
do  so  run  the  risk  of  seeing  their  brands 
degenerate  into  mere  commodities  that 


BOEING  Expanding  beyond  aircrainu 
itself  as  a  global  aerospace-technol  W 


customers  shop 
rfor  strictly  on  the 
W  basis  of  price.  That 
drift  can  lop  off  mil- 
lions in  brand  value 
and  market  capitaliza- 
Puon,  sometimes  with  as- 
tonishing speed.  Philip  Mor- 
Cos.  found  that  out  back  in 
1993  when  it  slashed  the  price  of  its 
flagship  Marlboro  cigarette  brand  on 
what  came  to  be  known  as  Marlboro 
Friday. 

That  tacit  acknowledgement  that  the 
rise  of  discount  brands  was  burning  into 
Marlboro's  market  share  led  investors 
to  fear  that  the  big  brands  were  losing 
their  pricing  clout.  The  result:  an  im- 
mediate plunge  in  stock  prices  for  con- 
sumer-goods companies  across  the  board. 
The  episode  "really  raised  the  bar  on 
accountability,"  recalls  Jan  Lindemann, 
global  director  for  brand  valuation  at 
Interbrand.  "It  was  the  point  at  which 
marketing  directors  and  brand  managers 
realized  that  what  they  did  had  a  di- 
rect effect  on  shareholder  value.  Mar- 
keting departments  had  to  recognize 
that  brands  and  brand  managers  were 


going  to  be  held  more  accountable 
Marlboro  Friday  turned  out  to  be 
wake-up  call,  not  a  death  knell  for  b:   $ 
brands.  At  many  companies,  the  sou 
searching  that  followed  ushered  in  a  p 
riod  of  increased  marketing  budget 
stepped-up  product  innovation,  and  e 
periments  with  more  compelling  ways  1 
reach    consumers.     Companies    hav    1 
learned  the  importance  of  the  custome    | 
experience.  They're  scrutinizing  ever    1 
customer  contact  and  every  activit  IK* 
from  call  centers  to  the  way  the  con 
pany's  trucks  are  painted  to  the  sele< 
tion  of  magazines  in  the  lobby,  to  mak  | 
sure  they  are  in  sync  with  the  core  va 
ues  of  the  brand. 

PERKING  MERRILY.  Perhaps  no  bran 
has  done  a  better  job  of  that  than  Stai 
bucks.  In  20  years,  the  Seattle  compan  I 
has  grown  from  18  coffee  shops  to  4,43f  I 
Over  that  entire  period,  it  has  spen 
maybe  $20  million  on  traditional  adver  1 
tising,  a  pittance  next  to  the  $30  millio  I 
that  Pampers,  ranked  below  it  at  No.  9^  p 
spent  just  last  year.  Instead,  Starbuck 
plowed  potential  ad  money  into  em  1 
ployee  benefits.  It  was  one  of  the  firs 
companies  to  offer  part-timers  stock  op  aim 
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COMMENTARY 


By  Gerry  Khermouch 


WHY  ADVERTISING  MATTERS  MORE  THAN  EVER 


lure 

Taco  Bell  grabbed  share  from  Mel  i 
aid's  during  the  early  1990s'  dip.  "  m 
companies  look  to  these  environm*  p\ 
when  other  people  go  darker,  to  a  kfm 
vance  their  proposition,"  says  Don  n 
Uzzi,  senior  vice-president  of  glob  t  ■ 
vertising,  marketing,  and  commun  M 
tions  for  information-systems  comj  j 
Electronic  Data  Systems. 
SLOW  SPRING.  That  sounds  logical,  |hffl 
lots  of  companies  take  the  short  vi  M 
With  unrelenting  pressure  from  W 
Street  to  hit  their  earnings  forecas  m 
it's  not  hard  to  see  why.  Cutting  b  &r 
on  ad  spending  for  a  quarter  or  tw  ij..„ 
seems  like  an  easy  way  to  make  tl 
numbers.  Some,  including  Delta  Ai 
Lines  Inc.  and  General  Motors  Cot 
reacted  quickly  to  slowing  growth 
er  this  year  by  slashing  marketing 
gets.  Overall,  U.S.  spending  for  tfa 
first  four  months  of  2001  dropped 
from  last  year,  according  to  ad  tra<  i, 
Competitive  Media  Reporting.  Am 
this  spring's  so-called  up-front  mar), 


How  much  does  advertising  matter? 
That's  the  question  that  marketers 
are  asking  themselves  as  the 
worldwide  economy  slows  and  budgets 
tighten.  When  times  are  good,  the  cor- 
porate commitment  to  long-range 
brand-building  knows  few 
bounds.  But  when  profits 
drop,  the  ad  budgets  be- 
come an  irresistible  target 


Special  Report 


for  the  budget-slashers. 

It's  dangerous,  though,  to  give 
in  to  that  temptation.  "People  who 
starve  their  brands  now  will  be  paying 
for  it  in  the  future,"  warns  Kevin  Lane 
Keller,  marketing  professor  at  Dart- 
mouth University's  Amos  Tuck  School 
of  Business.  After  all,  in  an  era  of  wide 
consumer  choice  among  roughly  compa- 
rable products,  marketers  have  learned 
to  think  of  their  brands  not  so  much  as 
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a  list  of  features  or  a  logo  or  an  adver- 
tising tag  line  but  as  a  relationship  with 
the  consumer.  And  just  as  one's  friend- 
ships need  to  be  kept  in  good  repair, 
customer  relationships  can  be  main- 
tained only  through  consistency.  The 
marketing  budget  pays  for  much  of 
that  needed  face  time. 

So  what's  the  ad-spending  out- 
look like  this  time?  Certainly,  ad 
agencies  and  media  sales  staffs 
have  been  doing  their  best  to  re- 
mind advertisers  that  history  has 
a  way  of  repeating  itself.  They 
point  to  the  last  downturn,  in  the 
early  1990s,  when  private-label  products 
leaped  to  prominence  while  packaged- 
goods  marketers  slashed  their  budgets. 
And  while  it's  not  definitive,  some  re- 
search suggests  that  the  best  way  to 
gain  share  is  to  sustain  your  spending 
during  a  downturn  as  your  rivals  are 
cutting  back.  That's  how  cereal  maker 
Kellogg  leapfrogged  C.  W.  Post  during 
the  Depression,  and  how  Pizza  Hut  and 


ant  a  brand  revamp.  After  Boeing  redefined 
npany,  moving  into  new  fields  became  easier 


ions  and  health  benefits.  Why?  Because 
or  the  Starbucks  brand,  the  experience 
he  consumer  has  in  the  store  is  crucial. 
V  disgruntled  employee  or  dirty  rest- 
oom  would  break  the  pact  Starbucks 
,as  with  its  customers.  "If  we  want  to 
feceed  the  trust  of  our  customers,  then 
tre  first  have  to  build  trust  with  our 
leople,"  says  Howard  Schultz,  Star- 
mcks'  chairman.  "Brand  has  to  start 
rith  the  culture  and  naturally  extend  to 
ur  customers." 

Employee  benefits  as  a  marketing 
ool?  Why  not,  if  that's  what  the  brand 
equires.  Besides,  conventional  advertis- 
ig  is  no  sure  thing.  As  the 
,ot-com  bubble  proved, 
nassive  advertising  is  not 
he  same  as  brand-building. 
it  the  height  of  the  boom, 
tartups  spent  tens  of  mil- 
ons  of  investor  dollars  fa- 
niliarizing  Web  users  with 
uch  new  brands  as  out- 
iost.com,  eToys,  and 
'ets.com.  In  the  end,  too 
nany  of  the  dot-com  ads 
iever  got  around  to  telling 
onsumers  what  the  brands 


stood  for — or  even  what  products  or 
services  the  company  offered.  Now, 
many  of  those  names  are  disappearing, 
along  with  the  sock  puppets  and  air- 
borne gerbils  that  were  their  mascots. 

Brand  gurus  predict  that  demands 
on  brands  wall  only  increase  in  the  com- 
ing decades.  The  72  million  members  of 
Generation  Y,  who  are  now  reaching 
their  mid-20s,  have  exhibited  the  most 
social  activism  since  the  baby  boomers 
in  the  1960s.  They  are  likely  to  base 
much  of  their  consumption  on  the  values 
they  ascribe  to  the  companies  providing 
goods  and  services,  predicts  brand  con- 


ch marketers  and  their 
buyers  dickered  with  TV 
rks  over  ad  time  for  the 
y  programming  year, 
igs  showed  their  first  fall- 
more  than  a  decade. 
.,  most  major  ad-spending 
ts  are  projecting  at  least 
gain  for  2001.  Indeed, 
of  marketers  are  sticking 
heir  ad  plans.  After  scor- 
■les  gains  with  yogurt-in-a- 
nd  other  new  products  in 
years,  Dannon  Co.  in 
.own,  N.Y.,  is  not  about  to 
them  away  by  slashing 
dget  now,  vows  Eric  Lev- 
,  vice-president  of  market- 
)ur  spending  behind  me- 
certainly  at  an  all-time  high  and 
;  increased  next  year,"  he  says, 
•keters  outside  of  traditional  con- 
goods  have  shown  less  willingness 
port  their  brands.  As  a  result, 
isk  losing  their  pricing  power — 
ore  important,  their  connection 
heir  customers.  Technology,  which 
i  the  downturn,  is  where  mar- 
most  need  to  stay  the  course. 
:h  customers  need  reassurance 
le  investments  they  have  made 


sultant  Marc  Gobe,  author  of  Emotional 
Branding:  The  New  Paradigm  for  Con- 
necting Brands  to  People.  This  means 
that  companies  will  have  to  make  a  far 
greater  effort  to  ensure  that  the  val- 
ues communicated  to  consumers  are  con- 
sistent with  its  internal  values.  If  it  is 
not,  they  will  be  exposed.  "You  can  fool 
some  of  the  people  some  of  the  time — 
until  they  have  a  bad  experience  with 
your  brand,"  warns  David  F.  D'Alessan- 
dro,  ceo  of  John  Hancock  Financial  Ser- 
vices Inc.  and  author  of  Brand  War- 
fare: 10  Rules  for  Building  the  Killer 
Brand.  Those  that  make  good  on  their 
promises,  though,  will  be  rewarded  with 
a  more  loyal  consumer  base — and  a 
brand  that  steadily  grows  in  value.  As 
managers  are  learning,  a  brand  is  not 
just  an  abstract  concept.  It's  a  trea- 
sured corporate  asset. 

By  Gerry  Khermouch  in 
New  York,  with  Stanley 
Holmes  in  Seattle  and 
Moon  Ihlwan  in  Seoul 


will  pay  off  and  that  the  supplier  will  be 
there  to  support  them.  Besides,  those 
that  cut  back  risk  ceding  ground  to  a 
few  well-funded  players  eager  to  grab 
market  share  from  weaker  rivals.  That's 
why  third-ranked  IBM,  with  a  $650  mil- 
lion media  budget,  is  "absolutely  going  to 
stay  the  course,"  says  Maureen  McGuire, 
vice-president  for  integrated  marketing- 
communications.  "Successful  companies 
try  to  use  the  downturn  to  solidify  their 
position  and  take  some  share.  We  see  it 
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OPPORTUNITY 

The  ad  slump  offers 
major  brands 
with  their  deep 
pockets  a  chance  to 
snatch  market  share 
from  rivals 

as  an  opportunity."  That 
kind  of  long-term 
thinking  may  well  be 
one  reason  why  IBM 
lost  only  1%  of  brand 
value  last  year,  com- 
pared with  bigger  de- 
clines at  some  other 
high-tech  companies. 
Will  IBM  and  similar  opportunists 
show  the  grit  to  maintain  these  commit- 
ments? As  Dartmouth's  Keller  points 
out,  marketers  tamper  with  their  core 
commitment  to  their  brands  at  the 
gravest  risk.  Those  who  don't  burnish 
their  brands  in  the  downturn  may  find 
their  good  names  are  worth  a  whole  lot 
less  when  the  tough  times  end. 

Marketing  Editor  Khermouch  writes 
about  brands  and  advertising. 
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Some  see  a  computer.  Others,  an  invitation. 


m 


n  v  e   n  t 


THE  100 
TOP  BRANDS 

Our  first  ranking  of  the  world's  most  valuable  brands 
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The  table  that  follows  ranks  100 
global  brands  that  have  a  value 
greater  than  $1  billion.  The 
brands  were  selected  according 
to  two  criteria.  They  had  to  be  global  in 
nature,  deriving  20%  or  more  of  sales 
from  outside  their  home  country.  There 
also  had  to  be  publicly  available 
marketing  and  financial  data  on 
which  to  base  the  valuation. 
That     excluded     some     big 


brands,  such  as  Visa,  BBC,  Mars, 
and  CNN.  The  table  of  individual 
brands  is  followed  by  a  table  of  leading 
brand  portfolios,  since  some  companies 
create  significant  brand  value  by  man- 
aging a  group  of  brands.  Procter  & 
Gamble,  for  example,  owns  Pampers, 
Crest,  and  Tide. 

There  are  many  ways  to  rank  brands. 
Some  rankings  rely  on  little  more  than 


opinion  polls  or  ad  expenditures.  Busi- 
nessWeek selected  Interbrand's  method 
because  it  values  brands  the  same  way 
analysts  value  other  assets:  on  the  basis 
of  how  much  they're  likely  to  earn  going 
forward.  Those  future  earnings  are  then 
discounted  to  a  present  value  based  on 
how  risky  the  earnings  are,  that  is, 
the  likelihood  that  they  will  ac- 
tually materialize. 

To  start  the  process,  Inter- 
brand  first  figures  out  what 
percentage  of  overall  revenues 
are  accounted  for  by  the  brand. 
Next,  with  the  help  of  analysts 
from  Citigroup,  Interbrand  projects 
the  net  earnings  for  that  segment  of 
the  business.  Interbrand  then  deducts  a 
charge  for  the  cost  of  owning  the  tangible 
assets,  on  the  theory  that  whatever  in- 
come is  generated  beyond  that  cost  is 
due  to  intangible  factors.  This  is  the  eco- 
nomic value  added  by  such  intangibles  as 
patents,  customer  lists,  and,  of  course, 
the  brand. 
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The  next  step  is  to  winnow  the  earn, 
ings  generated  by  the  brand  from  th(  -= 
earnings  generated  by  other  intangi 
bles.  For  example,  are  people  buying  r-jj 
Shell  gas  because  of  the  brand  name  oi 
because  the  gas  station  is  conveniently  h 
located?  Interbrand  uses  market  re 
search  and  interviews  with  industry  ex 
ecutives  to  sift  through  those  variables 

The  third  and  final  phase  is  to  ana 
lyze  the  strength  of  the  brand  in  order 
to  figure  out  how  risky  those  future 
brand  earnings  are.  To  calculate  the 
brand's  strength,  Interbrand  looks  at 
seven  factors,  including  the  brand's  mar- 
ket leadership,  its  stability,  and  its  abil- 
ity to  cross  geographical  and  cultural 
borders.  The  risk  analysis  produces 
discount  rate  which  is  applied  to  the 
brand  earnings  to  come  up  with  a  net  |~ 
present  value  of  the  brand.  Business 
Week  and  Interbrand  believe  that  this 
figure  comes  closest  to  representing  the 
true  economic  value  of  that  complex  ar- 
ray of  forces  that  make  up  a  brand. 


The  Global  Brand  Scoreboard 

RANK 

2001 
BRAND  VALUE 

SBILLIONS 

2000 
BRAND  VALUE 

$BILU0NS 

PERCENT 
CHANGE 

COUNTRY 

OF 

OWNERSHIP 

DESCRIPTION 

1 

COCA-COLA 

68.95 

72.54 

-5 

U.S. 

Coke  is  still  No.  1,  but  can  it  hang  on  to  the  top  spot? 

2 

MICROSOFT 

65.07 

70.20 

-7 

U.S. 

Microsoft  is  unleashing  its  biggest  product  wave  ever,  topped  by 
Windows  XP. 

3 

IBM 

52.75 

53.18 

-1 

U.S. 

Despite  the  tech  slump,  Big  Blue's  beefy  marketing  budget  is  keeping  the 
company  front  and  center. 

4 

GE 

42.40 

38.13 

11 

U.S. 

The  Teflon  brand?  Not  even  Jack  Welch's  announced  exit  could  dent  the 
value. 

5 

NOKIA 

35.04 

38.53 

-9 

Finland 

The  company  that  gave  phones  panache  wants  to  do  the  same  for  other 
mobile  gadgets. 

6 

INTEL 

34.67 

39.05 

-11 

U.S. 

"Intel  Inside"  ads  lifted  the  chipmaker  to  the  top,  but  slumping  PC  sales 
and  price  wars  make  it  a  struggle  to  stay  there. 

Ii  »: 


r  i 


J    DISNEY 


8    FORD 


9    McDOMl.O'S 


10    AT&T 


32.59 

33.55 

-3 

U.S. 

Despite  new  theme  parks,  Mickey  struggles  to  rise  above  mediocre 
movies,  bad  stores,  and  fresh  competition. 

,09 

36.37 

-17 

U.S. 

The  Firestone  fiasco  and  other  quality  gaffes  hit  the  No.  2  carmaker. 

25.29 

27.86 

-9 

U.S. 

Europe's  meat  hysteria  takes  a  bite  out  of  Big  Mac.  Nonvegetarian  fries 
didn't  help,  either. 

2.83 

25.55 

-11 

U.S. 

AT&T  has  the  most  powerful  brand  in  telecom,  but  it's  losing  market 
share. 

1!  H 
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Data:  Interbrand,  Citigroup,  BusinessWeek 
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RANK 


2001 

2000 

COUNTRY 

BRAND  VALUE 

BRAND  VALUE 

PERCENT 

OF 

SBILLtONS 

SBIILIONS 

CHANGE 

OWNERSHIP 

DESCRIPTION 

11     MARLBORO 


22.05 


12     MERCEDES 


21.73 


13     CITIBANK 


19.01 


14     TOYOTA 


1858 


15     HEWLETT-PACKARD         17  98 


16     CISCO  SYSTEMS 


17.21 


17     AMERICAN  EXPRESS       16  92 


37     HEINZ 


38     LOUIS  VUITTON 


39     KELLOGG'S 


40     MTV 


41     CANON 


42     SAMSUNG 


43     SAP 


44     PEPSI 


7.06 


7.05 


7.01 


6.60 


6.58 


6.37 


6.31 


6.21 


22.11 


0     "        U.S.  Outsells  all  of  R.J.  Reynolds'  major  tobacco  brands  combined.  Who  needs 

ads  anyway? 
21.11  3  Germany        Owns  the  market  for  luxury  sedans,  but  moving  downmarket  is  proving 

troublesome. 


18.81 


U.S. 


World's  biggest  bank:  The  sun  never  sets  on  Sandy  Weill's  ever-expanding 
empire. 


18.82 


-1  Japan  Look  out,  Detroit— this  maker  of  trusty  sedans  is  revving  up  new  SUVs 

and  pickup  trucks. 


20.57 


-13 


U.S. 


HP  needs  to  improve  its  performance — and  branding — in  high-end  corpo- 
rate computing. 


20.07 


-14 


U.S. 


Suddenly,  "empowering  the  Internet  generation"  doesn't  mean  60%  sales- 
growth  rates. 


16.12 


U.S. 


In  play?  AmEx'  rivals  covet  the  card  so  much,  they  may  try  to  buy  the 
whole  company. 


18 

GILLETTE 

15.30 

17.36 

-12 

U.S. 

New  CEO  looking  for  next  big  thing;  old  formula  of  high-priced  innovation 
doesn't  cut  it  anymore. 

19 

MERRILL  LYNCH 

15.02 

NA 

NA 

U.S. 

Never  mind  the  down  markets:  Being  the  largest  retail  brokerage  keeps 
Main  Street  in  love  with  the  bull. 

20 

SONY 

15.01 

16.41 

-9 

Japan 

The  best-known  brand  in  consumer  electronics,  Sony  is  still  the  name  to 
beat. 

21 

HONDA 

14.64 

15.25 

-4 

Japan 

Hits  like  the  Odyssey  minivan  make  it  big  in  the  U.S.  and  Japan,  but  it's 
caught  in  a  rut  in  Europe. 

22 

BMW 

13.86 

12.97 

7 

Germany 

Thriving  after  cutting  Rover  unit  loose.  The  lesson:  Stick  to  what  you  do 
best. 

23 

NESCAFE 

13.25 

13.68 

-3 

Switzerland 

In  some  countries,  the  name  has  become  synonymous  with  instant  coffee. 

24 

COMPAQ 

12.35 

14.60 

-15 

U.S. 

Handing  the  PC  crown  to  Dell  was  hard.  Remaking  itself  in  IBM's  image 
may  prove  even  harder. 

25 

ORACLE 

12.22 

NA 

NA 

U.S. 

This  Internet  bellwether  sank  when  the  bubble  burst,  but  long  term,  its 
prospects  are  rock-solid. 

26 

BUDWEISER 

10.84 

10.69 

1 

U.S. 

Relentless  and  innovative  marketing  keeps  consumers  saying  "Whassup?" 
to  the  world's  largest  brewer. 

27 

KODAK 

10.80 

11.82 

-9 

U.S. 

A  weaker  economy  means  fewer  snapshots,  and  digital  imaging  isn't  pick- 
ing up  the  slack  fast  enough. 

28 

MERCK 

9.67 

NA 

NA 

U.S. 

A  top-flight  research  and  development  operation  continues  to  produce 
breakthrough  drugs. 

29 

NINTENDO 

9.46 

NA 

NA 

Japan 

Nintendo  is  preparing  to  battle  Sony  and  Microsoft  with  new  game  console 
this  fall. 

30 

PFIZER 

8.95 

NA 

NA 

U.S. 

Its  marketing  operation  is  the  best  in  the  business.  Plus  it  has  a  roster  of 
blockbuster  products. 

31 

GAP 

8.75 

9.32 

-6 

U.S. 

Once  the  king  of  khakis,  it's  still  struggling  to  find  the  next  fashion 
winners. 

32 

DELL 

8.27 

9.48 

-13 

U.S. 

Slashing  prices  and  costs  has  made  Michael  Dell  king  of  computers,  but 
he  needs  to  move  his  company  beyond  the  box. 

33 

GOLDMAN  SACHS 

7.86 

NA 

NA 

U.S. 

The  Goldman  mystique  still  reigns:  No.  1  in  global  IPOs  and  No.  1  in 
M&A. 

34 

NIKE 

7.59 

8.02 

-5 

U.S. 

Athletic-gear  giant  takes  a  beating  from  labor  activists  but  kicks  competi- 
tion with  pull-on  sneakers. 

35 

VOLKSWAGEN 

7.34 

7.83 

-6 

Germany 

Still  the  People's  Car,  its  engineering  excellence  makes  it  Europe's  best- 
seller. 

36 

ERICSSON 

7.07 

7.81 

-9 

Sweden 

Swedes  are  counting  on  a  Sony  joint  venture  to  prop  up  struggling  brand. 

NA 


NA  U.S. 


The  famously  slow-pouring  ketchup  still  rules.  Now  it  comes  in  green,  too. 


6.89 


2  France  For  those  who  like  their  status  symbols  in  bold  monograms,  these  are  the 

handbags  and  luggage  of  choice. 


7.36 


-5             U.S.  Its  breakfast  cereals  are  losing  their  snap,  crackle,  and  pop,  and  new- 
product  innovations  have  garnered  a  soggy  response  from  consumers. 


6.41 


U.S.  The  original  music  network  is  still  tops  with  the  teen  crowd. 


NA 


NA  Japan  Not  just  a  camera-maker  anymore,  Canon  is  big  in  digital  copiers  and 

desktop  printers,  too. 


5.22 


22  S.  Korea         Seeking  to  move  upmarket,  Samsung  ditched  Wal-Mart  for  Best  Buy. 


6.14 


3  Germany        It's  now  a  top-tier  software  supplier  for  companies  looking  to  turn  them- 

selves into  e-businesses. 


6.64 


-6  U.S.  Pepsi's  making  headway  in  the  cola  wars  in  the  U.S.,  but  still  lags  well 

behind  Coke  overseas. 


Data:  Interbrand,  Citigroup,  BusinessWeek 
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2001 
BRAND  VALUE 

RANK                                               SBIUIONS 

2000 
BRAND  VALUE 

SBILLIONS 

PERCENT 
CHANGE 

COUNTRY 

OF 

OWNERSHIP 

DESCRIPTION 

45 

XEROX 

6.02 

9.70 

-38 

U.S. 

Competitive  stumbles,  questionable  accounting,  management  turmoil: 
What  didn't  go  wrong? 

46 

IKEA 

6.01 

6.03 

0 

Sweden 

Its  growth  is  proving  that  cheap  chic  is  an  international  movement. 

47 

PIZZA  HUT 

5.98 

NA 

NA 

U.S. 

After  scoring  with  Big  New  Yorker  and  Stuffed  Crust,  Tricon  unit  looks  for 
next  hits  to  get  same-store  sales  growing  again. 

48 

HARLEY-DAVIDSON 

5.53 

NA 

NA 

U.S. 

The  leader  of  the  pack  powers  down  the  highway.  Now  it  needs  to  get 
younger  riders  to  climb  aboard. 

49 

APPLE 

5.46 

6.59 

-17 

U.S. 

Apple  continues  to  churn  out  eye-pleasing  products  but  struggles  to  find 
takers  beyond  the  core  Mac  faithful. 

50 

GUCCI 

5.36 

5.15 

4 

Italy 

Glamorous  clothes  with  just  enough  edge  to  keep  fashionistas  hooked. 

51 

KFC 

5.26 

NA 

NA 

U.S. 

King  of  fried  chicken  takes  risky  branding  tack  by  teaming  up  with  ailing 
sister  Taco  Bell  at  some  locations. 

52 

REUTERS 

5.24 

4.88 

7 

Britain 

On  the  eve  of  its  150th  anniversary,  the  British  news  service  has  new 
leadership,  partnerships,  and  a  consumer  push. 

53 

SUN  MICROSYSTEMS 

5.15 

NA 

NA 

U.S. 

While  the  server  maker  soared  during  the  Net  bubble,  being  "the  dot  in 
dot-com"  isn't  what  it  used  to  be. 

54 

KLEENEX 

5.09 

5.14 

-1 

U.S. 

Facial-tissue  inventor  moves  beyond  mere  sniffles  to  menthol,  three-ply, 
and  other  deluxe  versions. 

55 

PHILIPS 

4.90 

5.48 

-11 

Netherlands 

Stellar  consumer  brand  in  Europe,  but  lags  in  U.S.,  where  it's  often  con- 
fused with  producer  of  stomach  medicine. 

56 

COLGATE 

4.57 

4.42 

3 

U.S. 

Total  toothpaste  helps  this  oral-care  brand  extract  market  share. 

57 

WRIGLEY'S 

4.53 

4.32 

5 

U.S. 

Who  hasn't  chewed  through  a  pack?  Now  there's  Wrigley's  antacid  gum 
and  breath  mints,  too. 

58 

AOL 

4.50 

4.53 

-1 

U.S. 

Makes  money,  and  partnerships  with  new  AOL  Time  Warner  sibling  brands 
could  spur  next  growth  spurt. 

59 

YAHOO! 

4.38 

6.30 

-31 

U.S. 

With  its  marketing  dollars  getting  tighter,  this  online  giant's  brand  may 
have  seen  its  best  days. 

60 

AVON 

4.37 

NA 

NA 

U.S. 

The  Avon  Lady  wants  to  sell  more  than  just  makeup,  and  not  just  door-to- 
door. 

61 

CHANEL 

4.27 

4.14 

3 

France 

The  classic  styles  of  founder  Coco  Chanel  have  been  discreetly  updated — 
her  trademark  pearls  haven't. 

62 

DURACELL 

4.14 

5.89 

-30 

U.S. 

It  scored  with  its  premium-priced  Duracell  Ultra,  but  got  eaten  alive  in 
the  mass  market. 

63 

BOEING 

4.06 

NA 

NA 

U.S. 

A  branding  effort — and  headquarters  shift — aims  to  create  broader  image 
for  aerospace  behemoth. 

64 

TEXAS  INSTRUMENTS 

4.04 

NA 

NA 

U.S. 

Tl  chips  power  60%  of  the  world's  cell  phones,  but  Intel  wants  inside 
wireless  devices  of  the  future. 

65 

KRAFT 

4.03 

NA 

NA 

U.S. 

Managed  to  make  even  processed  cheese  more  convenient  to  eat. 

66 

MOTOROLA 

3.76 

4.45 

-15 

U.S. 

Cumbersome,  pricey  phones  didn't  click  with  consumers.  Now  it's  playing 
catch-up. 

67 

LEVI'S 

3.75 

NA 

NA 

U.S. 

Once  an  icon  of  individuality  and  youthful  rebellion,  these  jeans  are  now 
as  tame  as  bobby  socks  and  saddle  shoes. 

68 

TIME 

3.72 

NA 

NA 

U.S. 

Will  new  corporate  parent  AOL  give  the  venerable  weekly  a  boost? 

69 

ROLEX 

3.70 

3.56 

4 

Switzerland 

The  watches  are  known  for  their  precision  under  stress.  No  wonder  so 
many  executives  wear  them. 

70 

ADIDAS 

3.65 

3.79 

-4 

Germany 

It  still  has  some  street  appeal,  but  the  spring  and  summer  apparel  collec- 
tions were  a  bust  in  the  U.S. 

71 

HERTZ 

3.62 

3.44 

5 

U.S. 

A  strong  travel  market  put  Hertz  in  the  fast  lane  last  year,  though  traffic 
has  slowed  lately. 

72 

PANASONIC 

3.49 

3.73 

-7 

Japan 

While  Sony  and  Samsung  go  upscale  with  electronics,  Panasonic  increas- 
ingly competes  with  low-priced  Chinese  models. 

73 

TIFFANY 

3.48 

NA 

NA 

U.S. 

The  jeweler  has  such  a  powerful  aura  that  even  the  trademark  robins-egg- 
blue  boxes  are  status  symbols. 

74 

BP 

3.25 

3.07 

6 

Britain 

CEO  John  Browne's  flurry  of  acquisitions  has  made  once-stodgy  BP  into  a 
top  oil  brand. 

75 

BACARDI 

3.20 

3.19 

1 

Bermuda 

Trademark  battle  hasn't  stopped  this  rum  giant  from  selling  more  than  20 
million  cases  a  year. 

76 

AMAZUN.COM 

3.13 

4.53 

-31 

U.S. 

The  biggest  challenge:  convincing  book  and  CD  customers  it's  also  the 
place  to  buy  grills  and  cameras. 

SHELL 

2.84 

2.79 

2 

Brit./Neth. 

Makes  gains  in  cleaning  up  an  image  tarnished  by  environmental  prob- 
lems and  mediocre  performance. 

Data:  Interbrand,  Citigroup,  BusinessWeek 
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BRAND  VALUE 
RANK                                       (BILLIONS 

2000 
BRAND  VALUE 

SBILLIONS 

PERCENT 
CHANGE 

COUNTRY 

OF 

OWNERSHIP 

DESCRIPTION 

78  SMIRNOFF 

2.59 

2.44 

6 

Britain 

Extensions  like  Smirnoff  Ice  give  new  life  to  an  aging  brand. 

79  MOET&CHANDON 

2.43 

2.80 

-12 

France 

Still  bubbly,  but  the  French  champagne  maker  shows  signs  of  a  post- 
millennial  hangover. 

80  BURGER  KING 

2.43 

2.70 

-10 

U.S. 

Unhappy  franchisees  and  a  french  fry  snafu  take  their  toll  on  this  troubled 
brand. 

81  MOBIL 

2.42 

NA 

NA 

U.S. 

1999  merger  with  the  Exxon  tiger  has  made  the  brand  stronger  than  ever. 

82  HEINEKEN 

2.27 

2.22 

2 

Netherlands 

Even  price  hikes  have  failed  to  dampen  enthusiasm  for  the  most  global 
beer  brand. 

83  WALL  STREET  JOURNAL 

2.18 

2.19 

0 

U.S. 

A  tough  economic  environment  and  dull  year  for  the  Dow  doesn't  help  this 
investor's  bible. 

84  BARBIE 

2.04 

2.32 

-12 

U.S. 

Mattel's  famous  doll  is  hoping  forays  into  movies  will  give  her  new  life. 

85  POLO/RALPH  LAUREN 

1.91 

1.83 

4 

U.S. 

The  ultimate  aspirational  brand:  You  can  buy  everything  from  Polo  ties  to 
towels  now. 

88  FEDEX 

1.89 

NA 

NA 

U.S. 

Can  the  pioneer  of  overnight  delivery  deliver  a  weighty  counterpunch  to 
UPS'  competitive  threat? 

87  NIVEA 

1.78 

NA 

NA 

Germany 

Owner  Beiersdorf  gives  the  90-year-old  cream  a  new  wrinkle  with  products 
for  men. 

88  STARBUCKS 

1.76 

1.33 

32 

U.S. 

Shows  the  biggest  jump  in  brand  value  as  it  keeps  expanding  its  coffee 
empire  into  every  nook  and  cranny. 

89  JOHNNIE  WALKER 

1.65 

1.54 

7 

Britain 

The  Scotch  king  has  a  new  "Keep  Walking"  campaign  to  create  more  buzz 
and  attract  younger  drinkers. 

90  JACK  DANIELS 

1.58 

1.48 

7 

U.S. 

Flamboyantly  down-home,  antimarketing  approach  endears  the  Tennessee 
sippin'  whiskey  to  an  expanding  band  of  loyalists. 

91  ARMANI 

1.49 

1.46 

2 

Italy 

The  minimalist  of  the  fashion  world — for  those  who  don't  want  to  wear 
their  money  on  their  sleeves. 

92  PAMPERS 

1.41 

1.40 

1 

U.S. 

Procter  &  Gamble's  diaper  line  moves  into  disposable  bibs  to  boost  its 
bottom  line. 

93  ABSOLUT 

1.38 

NA 

NA 

Sweden 

So  recognized  that  even  the  bottle  shape  has  become  part  of  the  brand. 

94  GUINNESS 

1.36 

1.23 

11 

Britain 

At  the  ripe  age  of  242,  this  Irish  brew  sells  more  than  10  million  pints 
worldwide  each  day. 

95  FINANCIAL  TIMES 

1.31 

1.15 

14 

Britain 

Britain's  business  newspaper  benefits  from  a  push  to  win  U.S.  readers. 

96  HILTON 

1.24 

1.48 

-17 

U.S. 

Still  the  top  name  in  lodging,  but  travelers  are  starting  to  check  out  other 
brands. 

97  CARLSBERG 

1.08 

NA 

NA 

Denmark 

Growing  global  investments  help  this  Danish  brewer  raise  its  profile  in  new 
markets. 

98  SIEMENS 

1.03 

NA 

NA 

Germany 

Diversified  engineering  giant  needs  GE-style  gumption  to  make  brand 
more  relevant. 

99  SWATCH 

1.00 

NA 

NA 

Switzerland 

Low  prices  and  quirky,  offbeat  designs  make  it  the  Swiss  anti-Rolex. 

100   BENETTON 

1.00 

1.01 

-1 

Italy 

Made  a  name  for  itself  with  controversial  ads  that  promote  tolerance.  But 
does  anyone  still  wear  the  clothes? 

Data:  Interbrand,  Citigroup,  BusinessWeek 


The  valuations  of  the  brands  draw 
upon  publicly  available 
information.  Interbrand  has  not 
made  its  own  independent  investigation 
or  research  into  the  accuracy  or 
completeness  of  the  information.  The 
valuations  do  not  represent  advice  from 
Interbrand  with  respect  to  the  suitability 
of  the  sale,  licensing,  or  franchising  or 
any  commercial  exploitation  of  the 
brands  in  any  respect,  or  for  the  purpose 
of  investment,  in  the  companies  in 
question.  Nothing  contained  in  the 
valuations  should  be  relied  upon  as  a 
promise  or  representation  as  to  the 
future  prospects  of  the  brands  or 
ies   Interbrand  accepts  no 
representations  and  warranties  with 
set  to  the  valuations. 
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The  Top  Brand  Portfolios 


COMPANY 


2001  BRAND 

$BILLI0NS 


2000  BRAND 

$BILLI0NS 


PERCENT 
CHANGE 


COUNTRY 


1 

JOHNSON  &  JOHNSON 

68.21 

NA 

NA 

U.S. 

2 

P&G 

45.44 

48.35 

-6 

U.S. 

3 

NESTLE 

41.69 

40.25 

4 

Switzerland 

4 

UNILEVER 

37.85 

37.10 

2 

Brit./Neth. 

5 

L'OREAL 

17.80 

NA 

NA 

France 

6 

DIAGEO 

15.00 

14.56 

3 

Brit./Neth. 

7 

COLGATE-PALMOLIVE 

14.36 

13.64 

5 

U.S. 

8 

DANONE 

13.58 

NA 

NA 

France 

Data:  Interbrand,  Citigroup,  BusinessWeek 
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ANNUAL  REPORT  CARD 


INSIDE  INSIDE 
WALL  STREET' 

How  exactly  did  Gene  Marcial's  column  do? 


These  are  the  times  that  try  Wall 
Street's  soul — and  make  a  sham- 
bles of  stock  picks  and  portfolios. 
Busiiiess  Week's  Inside  Wall  Street 
column,  by  Gene  G.  Marcial,  has  not 
been  immune  to  the  trials.  A  tally  of 
stocks  featured  in  2000  shows  the  week- 
ly column  has  taken  its  knocks.  Still, 
the  results  are  fairly  impressive:  The 
159  stocks  featured  last  year  beat  the 
market  in  all  periods  except  the  six- 
month  haul  (table).  And  even  though 
the  column  had  a  definite  tilt  toward 
volatile  tech  stocks,  there  were  more 


TAKING  ON  THE  INDEXES 


Inside  Wall  Street  featured  159  stocks  in  50 

issues  of  the  magazine  in  2000.  For  each  issue,  the 

comparable  returns  for  the  market  benchmarks 

were  calculated  for  each  of  four  time  periods. 

The  returns  were  averaged  over  all  50  issues,  and  the 

results  are  given  below.  The  average  return  for  the 

column  was  figured  in  the  same  way. 


1DAY 

1  M0. 

3M0S. 

6M0S. 

INSIDE  WALL  STREET 

4.8% 

3.8% 

-2.1% 

-10.3% 

STANDARD  &  POOR'S  500 

-0.2 

-1.0 

-2.2 

-6.1 

DOW  JONES  INDUSTRIALS 

-0.4 

-0.9 

-0.4 

-0.8 

NASDAQ  COMPOSITE 

0.2 

-3.0 

-12.5 

-24.4 

RUSSELL  2000 

0.2 

0.1 

-2.3 

-3.6 

WILSHIRE  5000 

-0.1 

-1.1 

-3.2 

-7.3 

Data:  BusinessWeek,  Standard  &  Poor's 

winners  than  losers  in  the  bunch. 
The  column's  picks  are  not  meant  to 
be  buy-and-hold  investments.  These 
stock  ideas  are  mostly  about  an  immi- 
nent event  that  could  change  a  compa- 
ny's destiny.  That's  where  Inside  Wall 
Street  shines:  We  measured  the  col- 
umn's impact  on  stocks  starting  from 
Thursday's  closing  prices,  after  which 
it  begins  to  reach  online  subscribers,  to 
Friday's  close,  after  it  has  hit  the  news- 


stands and  many  subscribers'  mailboxes. 
Of  course,  investors  are  often  unable  to 
act  quickly  enough  to  take  advantage 
of  the  first-day  move.  But  that  one-day 
move  measures  the  column's  impact  on 
the  market.  The  average  one-day  gain 
of  4.8%  is  in  line  with  the  column's  re- 
turn since  1997,  when  we  started  track- 
ing results.  In  1999,  when  the  market 
was  bubbly,  the  column's  average  one- 
day  gain  was  a  heady  8.8%. 

After  a  month,  the  data  show  that 
the  average  stock  chosen  for  Inside  Wall 
Street  gained  3.8% — while  the  Standard 
&  Poor's  500-stock  index,  the 
Dow  Jones  industrial  aver- 
age, and  the  Wilshire  5000 
had  negative  returns  of 
about  1%;  the  Nasdaq  lost 
3%;  and  the  Russell  2000 
just  broke  even. 

In  the  three-month  period, 
the  column  posted,  on  aver- 
age, returns  better  than  all 
the  indexes  except  the  Dow. 
After  six  months,  however, 
the  column  lost  steam,  trail- 
ing all  the  market  indexes 
but  the  Nasdaq.  With  56%  of 
the  highlighted  stocks  being 
in  the  tech  sector,  that's  no 
wonder.  Still,  the  column's  av- 
erage 10.3%  decline  was  bet- 
ter than  the  Nasdaq's  24.4% 
tumble. 

The  column  is  a  behind- 
the-scenes  look  at  investment  opportu- 
nities— a  dash  of  rumor  with  a  dose  of 
back-to-basics  balance-sheet  analysis.  Its 
specialty  is  scuttlebutt  on  mergers.  Over 
the  year,  53  stocks,  or  30%  of  all  those 
mentioned  in  the  column,  were  posed  as 
takeover  targets.  A  fifth  of  those 
takeovers  materialized — including 
About.com,  Texaco,  sfx  Entertainment, 
©Plan,  and  ForSoft.  Marcial's  column  also 
surveys  in-the-know  money  managers 


MARCIAL:  A  dash  ofrumor  along  with 
back-to-basics  balance-sheet  analyst 


and  stock  strategists  to  get  the  lowdowti 
on  innovative  new  products  or  business  ■ 
strategies,  changes  in  earnings  expecta-  fr 
tions,  and  corporate  developments,  such  ti 
as  restructurings  or  stock  buybacks. 
INSIDE  SCOOP.   Averages  aside,  some  s 
stocks  highlighted  last  year  flew  off  the 
charts.  A  little  under  a  third  had  dou 
ble-digit  returns  after  six  months — from 
toolmaker  Snap-on  Inc.'s  10%  gain  to|n 
Bell  Microproducts  Inc.'s  97.6%  return. 
About  half  of  those  double-digit  earners 
rose  more  than  40%.  And  of  all   159  ir. 
stocks,  110  were  up  on  Friday,  si  were 
ahead  after  one  month,  78  after  three 


Taken  as  a  group,  the  159  stocks  discussed  last  year  be 
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lonths,    and    67    after    six    months. 

The  column  sometimes  offers  scoops 
a  companies  that  aren't  widely  cov- 
red.  Consider  Belgium's  acln  Ltd., 
hich  ships  used  cars  from  Europe  to 
frica.  The  stock  rose  45.5%  in  six 
lonths.  But  household  names  such  as 
upperware  Corp.  and  Walgreen  Co. 
,so  crop  up.  While  rumors  of  a  takeout 
y  German  media  biggie  Bertelsmann 
id  not  materialize,  shares  of  Reader's 
•igest  Assn.  rose  7.5%  six  months  after 
ppearing  in  the  June  19  column. 

The  real  engine  for  Inside  Wall 
treet's  stocks  is  its  chatter  on  takeover 
irgets.  From  computer-chip  companies 
)  Old  Economy  industrials,  the  column 
as  lots  to  say  about  who  is  in  the  mar- 


THE  BEST  PERFORMERS...  1 

FOR  ONE  DAY 

ACTIONPOINT 

37.7% 

ENZO  BIOCHEM 

36,8 

KOS  PHARMACEUTICAL 

FOR  ONE  MONTH 

30.6 

GENE  LOGIC 

180.2% 

HAUPPAUGE  DIGITAL 

161.6 

HARRIS  &  HARRIS 

FOR  THREE  MONTHS 

78.6 

ARIBA 

182.4% 

BELL  MICROPRODUCTS 

150.4 

DATARAM 

FOR  SIX  MONTHS 

133.4 

BELL  MICROPRODUCTS1 

97.6% 

NOVELLUS  SYSTEMS 

90.5 

INKINE  PHARMACEUTICAL 

84.4 

...AND  THE  WORST 

FOR  ONE  DAY 

LEVEL  8  SYSTEMS 

-18.5% 

ALTEON  WEBSYSTEMS2 

-9.9 

NEXTEL 

FOR  ONE  MONTH 

-8.7 

CORNERSTONE  INTERNET  SOLUTIONS3 

-75.5% 

IBIS  TECHNOLOGY 

-71.4 

COVAD  COMMUNICATIONS 

FOR  THREE  MONTHS 

-60.3 

COVAD  COMMUNICATIONS 

-90.2% 

3dfx  INTERACTIVE4 

-85.3 

RENT-WAY 

FOR  SIX  MONTHS 

-83.4 

TALK  CITY5 

-93.6% 

COVAD  COMMUNICATIONS 

-89.9 

VERTICALNET 

-89.3 

i  Split  3  for  2,  09/01/00 

2  Acquired  by  Nortel  Networks,  10/05/00 

i  Delisted  from  Nasdaq  SmallCap  Market,  2/21/01 

4  Delisted  from  Nasdaq,  05/16/01 

5  Name  change  to  LiveWorld.  Moved  to  OTC 

Data:  Bloomberg  Financial  Markets,  BusinessWeek 

ket  for  whom.  Consider  the  talk  last 
February  about  Finland's  UPM-Kymmene 
Corp.,  one  of  the  largest  papermakers  in 
Europe  and  a  suitor  for  Champion  In- 
ternational. Inside  Wall  Street's  re- 
sponse: Don't  think  this  is  a  done  deal; 
International  Paper  Co.  may  make  a 
better  offer.  It  did,  and  the  buyout  was 
inked  three  months  later:  Champion 
shares  were  acquired  for  $9.5  billion. 

In  another  deal,  the  column  reported 
in  July  that  Lucent  Technologies  Inc. 
or  Nortel  Networks  Corp.  was  in  the 
market  for  Alteon  WebSystems,  a  mak- 
er of  switches  and  adapters  then  trading 
at  $124.  Within  a  few  days,  Nortel  sur- 
faced as  the  successful  bidder,  and  the 
stock  jumped  to  $129,  although  it  fell  to 


$122  by  the  time  the  deal  closed  in  ear- 
ly October.  Sometimes  rumors  don't  pan 
out.  Investors  were  fleeing  Covad  Com- 
munications Group  Inc.  by  the  time  it 
appeared  in  the  Oct.  2  column.  Covad, 
operator  of  the  largest  digital  subscriber 
line  network  for  the  Internet,  had  fallen 
from  $60  to  $15  in  seven  months.  Allan 
Roness  of  JWGenesis  Financial  Group 
Inc.  called  it  a  "valuable  buyout  candi- 
date for  the  deep-pocketed  Internet 
telecom  or  media  players."  Hardly:  The 
stock  fell  90%  six  months  later,  to  $1.38. 
BAD  SHARE  DAY.  Marcial  sometimes 
bucks  conventional  Wall  Street  think- 
ing on  certain  stocks — or  even  whole 
sectors.  ADAC  Laboratories  Inc.  had  run 
into  trouble  when  it  restated  financial 
results,  wiping  out  revenues  and  profits. 
Investors  were  wary  of  the  stock,  but 
the  column  reported  a  new  develop- 
ment: A  scanning  product  that  tracks  in- 
gested radioisotopes,  dubbed  pet,  looked 
promising.  The  stock  was  up  47%,  to 
$20,  one  month  after  publication  of  the 
column.  Seven  months  later,  it  was 
snatched  up  by  Royal  Philips  Electron- 
ics for  $18.50  a  share.  Small-cap  value 
stocks  were  in  the  hole  5.6%  for  the 
year  by  June  12.  That  week,  the  col- 
umn featured  smaller  companies  such 
as  Arctic  Cat,  Artesyn  Technologies, 
Buffets,  and  NCI  Building  Systems — all 
of  which  saw  their  share  prices  climb 
between  10%  and  58%  six  months  later. 
Buffets,  one  of  the  largest  U.  S.  buffet- 
cafeteria  chains,  was  acquired  by  buyout 
firm  Caxton-Iseman  Capital. 

Inside  Wall  Street's  worst  call  came 
in  the  Jan.  10  issue.  Talk  City,  now 
called  LiveWorld  Inc.,  was  "undiscov- 
ered and  undervalued  in  the  crowded 
Internet  world,"  by  the  standards  of 
Kai-The  Tao  of  Watson  Investment 
Partners,  a  stakeholder.  The  online 
event  host  amounted  to,  well,  just  talk. 
The  stock  peaked  at  $26  six  months  af- 
ter its  July,  1999,  initial  public  offering, 
but  fell  below  $1  by  December.  It  now 
trades  as  an  over-the-counter  bulletin 
stock.  Tech-stock  picks,  in  general,  pro- 
duced the  biggest  blowups.  Last  July, 
Joseph  Battipaglia,  chief  investment 
strategist  at  Gruntal  &  Co.,  urged  read- 
ers to  buy  three  software  stocks:  Mi- 
crosoft, Rational  Software,  and  Verti- 
calNet.  In  six  months,  they  fell  18.5%, 
14.6%,  and  89.3%,  respectively. 

That  doesn't  mean  there  were  no 
good  tech  calls.  Efunds  Corp.,  which 
processes  banking  transactions  for  big 
banks  and  retailers,  had  bombed  after 
its  June  26  IPO — drifting  down  from  a 
$13  offering  price.  The  column  under- 
scored  its    potential,    and    the    stock 


is  market  in  the  short  run  but  not  over  the  six-month  haul 
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wound  up  with  a  27%  six-month  return. 
Dataram  was  in  nosedive  formation 
when  it  appeared  in  the  April  24  col- 
umn. Six  months  later  it  was  up  17%. 

One  of  the  hottest  tech  sectors  was 
data  storage:  The  column  featured  four 
companies  in  that  industry  that  savvy 
investors  liked,  three  of  which  were 
among  the  year's  top  performers — Bell 
Microproducts,  which  operates  in  a  niche 
of  semiconductor  storage,  soared,  with  a 


97.6%  return  in  six  months — making  it 
the  best  performer  of  all.  Another,  Sea- 
gate Technology  Inc.,  was  taken  private: 
On  May  1,  Seagate  Technologies  was 
lauded  as  a  "value  play."  The  weakness 
in  the  stock  was  blamed  on  investor  un- 
easiness about  a  looming  leveraged  buy- 
out by  a  management-led  group,  the 
column  said.  In  due  course,  the  buyout 
took  place — and  the  company  was  then 
taken  private  in  October.  The  stock  had 


advanced    68%    within    six    month 

The  markets  aren't  getting  easier  1  *' 
navigate.  But  as  long  as  Inside  We  I 
Street  continues  to  tap  it's  best  soun  1 
of  leads — savvy  investors  and  mon«  ^ 
managers  with  proven  track  records-  iftft 
the  column  will  have  a  good  chance  i   0\ 
staying  ahead  of  the  market  averages   :-,«, 

By    Mara   Der   Hovanesian,    wii 
Sarah  B.  Davis,  Michael  J.  Mandt   I 
and  Robert  J.  Rosenberg,  in  New  Yor   B 


THE  INSIDE  WALL  STREET  SCORECARD 


Here  are  the  159  stocks  featured  in  Inside  Wall  Street 
during  2000.  For  each  stock,  we  have  the  last  closing 
price  before  the  column  became  public,  usually  a 
Thursday.  Then,  using  that  price  as  a  base,  we  com- 
puted the  one-day,  one-month,  three-month,  and  six- 

COMPANYNAME/  THURSDAY    PERCENT  GAIN ISSUE 

STOCK  SYMBOL  CLOSE        1  DAY       1  MO.       3  MO.       6  MO.       DATE 


month  percentage  returns.  When  any  of  those  periods 
ended  on  a  weekend,  the  prior  Friday's  closing  price 
was  used.  When  a  company  was  taken  over,  we  calcu- 
lated prices  up  to  the  merger's  effective  date.  The 
Thursday  close  is  11  days  before  the  issue  date. 
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CVS  CVS 

LEVEL  8 "SYSTEMS  LVEL 


38.81 
"26.50" 


0.00 
-1849" 


9.51 
-543" 


11.78 
-5.66" 


20.15 
-43.i7 


ROUGE  INDUSTRIES  ROU       7.25 
FUELCELL  ENERGY6  FCELi2"l3 


9.52 
"15.42" 


-9.52 
11.29" 


-28.41 
-18.22" 


-62.90 
"41.36" 


1/31 

"mi 


MARINEMAXHZO 
DATARAMDRAM 


9.63 
16.66 


-0.73 
"2.46" 


-0.73 
"i"9.33" 


-25.34 
"133.37" 


-31.88 
17.05 


CHRIS-CRAFT  IND.CCN      72.82 
VERITAS  SOFTWARE  VRTS  105.17 


0.49 
..„„.„„. 


-12.08 
74.85" 


-18.55 
.„..„„.. 


-6.10 
"-8.54" 


2/07 
"2/07" 


SEAGATE  TECH.'7  n.a. 
FLEETBOSTON  FBF 


47.00 
35.50" 


-1.60 
"  L24" 


9.43 


14.89 
..„.„„.. 


67.94 
..„„.„„. 


MAIL.C0M?  EASY 
PRiCELINE.COM  PCLN 


15.44 
59.56 


2.85 
i.38 


0.00 

'25.92" 


-53.82 
"-2.6b" 


-43.52 
-59.18" 


2/07 
2/14 


C0MERICACMA 
CYLINKCYLK 


42.38 
11.63 


3.23 

-Ob" 


4.13 
2'o'."38" 


22.11 
41.36 


31.26 
-65.6 1 


HARRIS&HARRISHHGP        13.44 
KOS  PH  ARMAC  EUTI CALS  KOSP  1 0  J  2 


16.29 
"30.60" 


78.57 
.„„„„... 


-27.01 
..„..„.„. 


-51.64 
38.81 


2/14 
2/14 


MEDIA  100  MDEA 
DITECH  C0MM.  bifc 


21.25 
""83.64" 


13.84 
.„...„.„. 


-23.53 
...„„„„. 


-22.07 
-23.41" 


-52.52 
-62.94" 


STARMEDIA  NETWORK  STRM  47.25 
sbUTHD0WN8CX 23.25 


11.11 
-2.97 


5.82 
"l2.90" 


-58.73 
-11.83 


-73.14 
-I.59" 


2/21 

"mi 


ALL0U  HEALTH  ALU 
INKINE  PHARM.TnKP 


6.44 
4.88" 


16.46 
"2O.49" 


6.83 
-3.89" 


7.76 
i"7".83" 


-30.12 
"84.43" 


EMCORGROUP'EME 
HOOVER'S  HOOV 


20.25 
8.97" 


7.41 
19.84 


-7.41 
22.63" 


12.05 
-16.39 


16.35 
-19.84 


2/21 
2/28 


C0MM.  INTELLIGENCE  CICI    8.53 
McDERMOTTINT'LMDR "l'o"69 


7.74 
"25.72" 


-13.95 
-IO.57" 


-66.24 
.„......„. 


-62.60 
-25.'72" 


2/28 
"2/28 


VERTELVRTL 
ADAC  LABS^PHG 


14.94 
13.63 


28.05 
....„„„., 


-1.27 
"46.74 


-52.28 
38.44 


-70.48 
33.02" 


AMERICA  ONLINE'"  AOL      60          -0.62        19.17    -14.90       0.00     3/06 
SFX  ENTERTA I NMENT ' '  CC U  8 0 "69 -5.50 -9.84  "-12.16 n.a". 3/06 


ACLNLTD.20ASW 
BOGEN  COMM.  BOGN 


17.44 

'"y.bo" 


7.80 
4.43 


23.85 
-0.43 


77.75 
-3.57 


45.53 

-17.66" 


SOURCE  INFO.  MGMT.SORC  21.13 
SI  CORP. "  SONE 109.25 


-2.37 
.„„„.. 


-10.65 
-21.57" 


-40.84 
-70.08" 


-51.49 
-83.47" 


3/06 
"3/I3" 


ABOUT  COM     PRM 
cdHMC0''"CMR0' 


44.75 
"22."b6" 


-7.53 

To'i" 


-24.29 
-12.14 


-30.86 
-10.23 


-46.93 
-15.64 


DUALSTARTECH.12DSTR 
ASHLANOASH 


26.90 
-0.38" 


-21.20 
"3'9'i" 


-56.20 
9.38 


-68.10 
11.13 


3/13 
3/13 


TUPPERWARETUP 
SUNGARD  DATA23  SDS 


17.44 
"l5.'l9" 


2.87 
Tib" 


24.03 
5.92" 


12.90 
15.60" 


8.60 
61.29" 


4/03 
"4/'l0" 


4/10 
"4/'l0" 


4/17 
"47l7" 


4/17 
"4/24" 


4/24 
"4/"24" 


5/01 
"5/bl" 


5/01 
"5/61" 


5/08 
"5/08" 


5/08 
"5/08" 


PEOPLES  HERITAGE18  BKNG  12.31        8.69       23.40      38.10     45.74     5/15 
NETCENTIVES  NCNT 14.25 19.30     -18.39  '"-17.54   -46.46     5/15 


5/15 
"5/22" 


5/22 
5/22 


5/29 
5/29 


5/29 
6/05" 


ISSUE 
DATE 


AMER.  HOME  PRODUCTS  AHP 49. 5 

0.00 
2.58 

5.56 
2.70 

6.79 
-14.67 

5.86 
-4.89 

3/20 
3/20 

ACTIONPOINTACTP 

5.81 

37.69 
0.00 

22.72 
24.91 

20.48 

150.40 

-31.15 
97.58 

6/05 
6/05 

CONCORD  CAMERA  LENS     25.56 

BELL  MICROPRODUCTS  '  8ELM  8.67 

FORSOFT'3  FORTY              17.87 

17.52 

-23.06 

-55.96 

-63.63 

3/20 

ARCTIC  CAT  ACAT 

10.56 

1.23 

12.50 

11.84 

9.47 

6/1? 

CHAMPION  INT'L'i  IP         40.19 

-5  30 

-0.15 

-17.89 

n.a. 

3/27 

ARTE SYN  TECH  AI'.N 

22  63 

4.95 

22.89 

86.96 

57.98 

6/12 

<:vSNA                    26.25 

-1.18 

-5.22 

7.62 

10  02 

3/27 

BUFFETS<;  n.a 

11.44 

6.03 

10.93 

n.a. 

6/12 

fWEIHTERNETl5CNRS6.13 

0.00 

-75.53 

-82.71 

-89.23 

3/27 

NCI  BUILDING  NCS 

16.88 

1.07 

19.85 

1  48 

6.28 

6/12 

."  ek  /  August  6,  : 

?001 

READER'S  DIGEST  RDA 

36.00 

4.17 

8.69 

2.78 

7.47 

6/19 

INTERSTATE  BAKERIES  IBC 

14.94 

0.00 

-5.89 

18.01 

-2.95 

6/19 

CONN.  WATER  SERVICE  CTWS  28  88 

9.52 

10.80 

VIGNETTE  VIGN                     52  25 

-6.58 

-25.36 

ALKERMES  ALKS                     43  75 

2.15 

-27  29 

ALTEON  WEBSYS.29  NT          124.31 

-9.90 

10.21 

COMPANY  NAME/  THURSDAY    PERCENT  GAIN  ISSUE       COMPANY  NAME/  THURSDAY    PERCENT  GAIN  ISSUE 

STOCK  SYMBOL CLOSE        1  DAY       IMP.       3  MO.       6  MO.       DATE        STOCK  SYMBOL CLOSE        1  DAY       IMP.       3  MO.       6  MO.  DATE 

ARiBA  ARBA  $58.88      19.74      66.53     182.35      3.50      6/12       ULTRAMAR  DIAMOND  UDS    $25.50        2.08       -0.47      7.84      49.49  9/18 

CRITICAL  PATH  CPTH  39.63      14.76     47.14       88  95-39  29      6/12       XEROX  XRX  16.00       10  94     -34.75-60.56    -63  44  9/25 

ISLE  OF  CAPRI  ISLE  14  88      -2.55     -8.87         2.49-39.92      6/12       QUALCOMMQCOM  62.63        5  78       11.67     40.60    -18  07  9/25 

GAPGPS 25  25      -5.19     -25.50    -1.74      -7.33  9/25 

CHARLES  SCHWAB  SCH 30.00       16.67         5.00    -7.30    -47.00  10/02 

IEL  GLOBAL  TECH.^DGTC       9.00        7.00       7.67         4.22      n.a.       6/19       JUNIPER  NETWORKS  JNPR    211.11         6.88         9:90. -55.5° . -74.95  10/02_ 

TEXACOTX  5694 Ibi    -9.11 -4"72 0.65 6/26"     COVAD  C0Mm7c0VD  13.69    J^J_^J^?Ji^^lLJ^l. 

CHIRON CHIR 4325 o744 21.83 449' -0.72 6/26"     HERCULES HPC  13.06        8.19       39.2)'    50.31      -0.77  10/09 

GENERAL  MAGIC  GMGC  4.63      10.80      54.00       45  79-55.51      6/26       SOUTHWEST  GAS  SWX  20.25        3.41         3.41       8  64      -1.14  10/09 

NEXTEl  N  58.81 -871 18.70     - 1 8  4 8  - 56  74 7/03       MAXTOR35  MXO 8.88       18.24       zh9L^AL~^lLl^l. 

NEW  CENTURY  FIN'L  NCEN 8.00 8.25 24.63 44.50  "31.25 7/03       DELTA  AIR  LINES  DAL  45.31         5.25         3.86     16.42    -10.59  10/16 

ELECTRIC  FUEL  EFCX         10.50 23.81 27.43 f6j6 -53.52 7/of     INF6RMIX36  ASCL  3.78       15.87       17.46      5.82      44.7 j  10/16 

WALGREEN  WAG  30.06 7.09 5.22 26.21    39.09 7/1  "6"     GILAT  SATELLITE  GILTF  6875      -4.45     -11.64  -6218    -84.54  10/16 

FOREST "OIL"  FST 32.75 -2.56-20.98 -1.13    12-61 7/10 "     HUGHES  ELECTRONICS  GMH  27.75        8.94         1.08  -13.69    -29.37  10/23 

"INTER  PARFUMS  IPa'r" 8.69 -2i9  ""-7.94 0.69 2.88 7/10       i'c'o's'icOS  46.25        0.82         7.98      7.70        2.12  10/23 

OASSAULT  SYS.  DASTY 99.25 -1 .51    -23.93-24.94-36.52      7/17       CARDIODYNAMICS  CDIC  469       11.94       20.04  -14.71    -28.57  10/23 

MICROMUSE28MUSE 80.41 5.12-5.94 4.97-38.28 7/17 "     THE  MIDLAND  CO.  MLAN        26.88        9.30         3.01      9.52      24.26  10730 

CITRIX  SYSTEMS  CTXS 19.13 7.48-21.90         4.86    39.52      7/17       ORBOTECH  ORBK  53.25      -4.58         0.00    -6.80    -33.92  10/30 

9'"94 5.61 7/24       3Dfx  INTERACTivE^7  f DFX 37oO       29.33       25.00  -85.33    -89.33  10/30 

-47.37-72.61 7/24       UNIVISION ICOMM.  UVN         38.81      -2.24     -14.64     12.24       15.64  11/06 

-18786-41.71 7/24"     VE  RTEX  I NTER  ACT  I VE  V  E  TX    15^  7  5 -1759"  ""-27737 -55.05    -85.40  11/06 

"  "n7a" n.a.       7/24       INTEL  INTC 44.69        3.78       -1.68  -19.71    -35.91  11/06 

MICROSEMIMSCC  37.19      -7.56     -6.05       14.63    23.37      7/31       SMITHFIELD  FOODS  SFD        30.25      -0.83       -5.59    -2.78       15.17  11/13 

MICROSOFT  MSFT 74.81 -3"  3' 4' ""-57  09  ""-1 2786-18746 7/31"     MIDAS  MDS  '""'13781 1.38       -6.87      4.27        7.89  11/13 

RATIONAL  SOFTWARE30  RATL  54  75      -137-4.05         7.31-14.61      7/31       MIDWAY  GAMES  MWY  9  00      -6.22       -9  00-19  44       13.56  11/13 

VERTICALNET  VERT  57.5 -3*69  —19.57     -45.22  -89  34      7/31       dRIENT-EXPRESS  OEH  19.56      -1.28       -6.39      6.60    -12.58  11/20 

BIOTRANSPLANT  BTRN  10.13        8759     -2.47       28733-23.20      7/31       THREE-FIVE  SYSTEMS  TFS     30.31      -1.02     -20.62-35.20    -46.65  11/20 

MOTOROLA  MOT 33.94 -2.03 6.07     -  3  5"  53  -33.53 8/07       ST.JUDE MEOJCAL  STJ  56.94        0.00       -0.77      8.62        7.92  11/20 

WESTVACOW  31.81      -0  57       9.05       35.59    23  58      8/07       CAMINUSCAMZ  25  75      -0  23     -29  36-10  76        0  82  11/27 

(•FUNDS  EFDS  9.00 4.89 4.22       -9767    27.11 8/07"     GEHL  CO.  GEHL  11.56        0.61         4.93     28.1l"      53.03  11/27 

SEITELSEI  12.94        9.20      19.32       19.78    25.89      8/14       DIEBOLDDBD  29.69      -1.48         6.53       1.04        4.48  11/27 

OGDEN31  COV  12.38        4.04      37.80         8.08    34.89      8/14       "n'eWPARK'rESOURCESNR 763"       6.55         4.85       1.70      63.56  12/04 

STATJON  CASJNOS  STN  12.94        0.46      10.59 29.91 0.93 8/14"     GARDEN  FRESH  REST.  LTUS     8.56 -8.41     -24.77  -24.07        1.64  12/04 

GUILFORD  PHARM.  GLFD         17.13      -0.76     31.00       28.43    12.73      8/28       WILSONS  LEATHER  WLSN       14.13        4.81       -8.00     15.00      42.25  12/04 

AUTOMATIC  DATA32  ADP  57.06        3.19      11.18       18.84      3.28      8/28       MITCHELL  ENERGY  MND        46.63        8.58       31.35     17.22       15.81  12/11 

KRONOS  KRON  35.31        1.61       1.08       13.82      9.03      8/28       PARKPLACEENTERTWNm.PPE     13744        6789     -il7l6  -16.29    -12.13  12/11 

SYMBOL  TECHNOLOGIES33  SBL  28.21        2.20   -22.01         1.17      1.99      9/04       ORPHAN  MEoicALORPH        13738        2.77         5.61-29.90      -8.45  12/11 

LORAL  LOR  6.94      21.18-15.27     -33.29  -39.48      9/04       NOVELLUS  SYSTEMS  NVLS     29.19       14.56       29.12     60.81       90.48  12/18 

TELETECH  HOLDINGSTTEC      31.00        3.65      15.13     -22.77  -50.39      9/04"     CONSTELLATION BRANDS38 'STZ  25  38 0.59         5752    28.25      57.41  12/18 

BECKMAN  COULTER34  BEC      38.06        4.20       1.31         0.92      6.28      9/11       INTERTAN ITN  8.94 6.94 147"   45.30 50.00  12/18 

RENT-WAY  RWY  24.5         5.88     24.00     -83.43-76.73      9/11       ASYSTTECHNOLOGiES'ASYT  ll794      -1.09       41.37      5.78      50.84  12/25 

INTl SPEEDWAY ISCA  33.88        2.01      15.11     "T2790    33.21 9/lf     MESABA HOLDiNGS MAIR 13766 L45 "o7ob"-"9.04"  -18.84  12/25 

KEMETKEM  30.88        3.63   -18.23     -41.71  -37.40      9/18       PRWW39ERES  6~44 6.83       13.51    -6.83    -15.68  12/25 

AMER.  STATES  WATER  AWR      27.31        2731 16.04 24728    20.25 9/18 

1  Change  to  LiveWorld  on  OTC,  delisted  5/01/01  15  Moved  from  Nasdaq  SmCap,  2/21/01  29  Acquired  by  Nortel  Networks.  10/06/00 

2  Acquired  by  Interpublic  Group,  delisted  6/25/01  16  Change  to  Progress  Energy  Inc.,  12/11/00  30  Split  2  for  1,  9/5/00 

3  Moved  to  NYSE  from  Nasdaq,  4/30/01  17  Acquired  and  taken  private,  1 1/22/00  31  Change  to  Covanta  Energy  Corp.,  3/14/01 

4  Acquired  by  Doubleclick,  delisted  2/05/00  18  Change  to  Banknorth  Group  Inc.,  delisted  5/11/00  32  Symbol  change  to  ADP,  12/01/00 

5  Symbol  change  to  YSTM,  5/07/01  19  Acquired  by  Royal  Philips  Electronics,  delisted  12/1 9/00         33  Split  3  for  2,  4/17/01 

6  (a)  Moved  to  Nasdaq,  6/07/00  (b)  split  2  for  1,  6/20/01  20  Split  5  for  4,  9/19/00.  Symbol  change  (ASW)  34  Split  2  for  1,  12/08/00 

7  Change  to  Easylink  Services  4/03/01  21  Acquired  by  Primedia,  delisted  3/01/01  35  Moved  to  NYSE.  4/30/01 

8  Acquired  by  Cemex,  delisted  11/17/00  22  Split  3  for  2,  10/20/00  36  Change  to  Ascential  Software  Corp.,  7/03/01 

9  Moved  to  NYSE,  11/16/00  23  Split  2  for  1,  6/19/01  37  Delisted  from  Nasdaq  to  OTC.  5/16/01 

10  Name  change  to  AOL  Time  Warner,  1/12/01  24  Split  3  for  2,  9/01/00  38  Split  2  for  1,  5/15/01 

11  Acquired  by  Clear  Channel  Comm.,  delisted  8/02/01  25  Acquired  and  taken  private,  10/03/00  39  Change  to  Eresearch  Tech  Inc.,  4/27/01 

12  Delisted  from  Nasdaq,  to  OTC,  6/13/01  26  Delisted  12/19/00 

13  Acquired  by  Formula  Systems,  delisted  11/21/00  27  Split  1  for  2t  12/08/00 

14  Acquired  by  Int'l  Paper,  6/21/00  28  Split  2  for  1.  12/20/00  n.a.  =  Stock  no  longer  trading  at  end  of  period 
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Working  Life 


COMMENTARY 


By  Diane  Brady 


GIVE  NURSING  MOMS  A  BREAK  AT  THE  OFFICE 


The  Japanese  screen  in  my  glass- 
enclosed  office  gives  the  place  a 
sort  of  geisha-girl  feel.  But  that 
beats  the  Old  World-peasant  vibe  it 
had  when  I  donned  a  shawl  and 
crouched  over  a  breast  pump — or  the 
harem  look  when  I  simply  taped  the 
shawl  to  the  window.  With  no  priva- 
cy in  the  ladies'  room,  I  use  my  of- 
fice to  pump  milk  for  my  eight- 
month-old  son,  Elliott.  Then 
I  bag  the  bottle  and  store  it 
in  the  staff  refrigerator. 

Aside  from  the  one  time 
a  cleaning  woman  burst  in 
on  me,  pumping  milk  at 
work  has  been  easy  because 
I  just  close  the  door.  But 
that's  not  all  you  need.  Kati 
Haney  of  Chapel  Hill,  N.C., 
had  her  own  office  but  had 
to  endure  her  male  boss 
calling  out  "moooo"  when 
she  shut  the  door.  Others 
recount  stories  of  crouching 
in  toilet  stalls,  suffering 
razzing,  or  even  being  fired 
for  pumping  on  the  job. 
NEW  LAW.  In  many  cases, 
there's  little  women  can  do. 
The  U.  S.  is  one  of  the  few 
developed  countries  with 
no  mandatory  breaks  for 
nursing  workers,  according 
to  the  International  Labor 
Organization.  Bucking  the 
trend  is  Illinois,  which  be- 
came one  of  the  few  states 
to  require  such  breaks  with 
a  new  law  signed  on  July 
12.  Other  states  are  only 
just  getting  around  to  pro- 
tecting a  woman's  right  to 
nurse  in  public.  Just  men- 
tion the  word  "breast-feeding"  in  the 
average  U.  S.  office,  and  colleagues 
may  run  for  cover. 

Companies  shouldn't  be  so  squea- 
mish. The  U.  S.  Surgeon  General  and 
the  American  Academy  of  Pediatrics 
have  identified  low  breast-feeding 
rates  as  a  serious  public  health  con- 
cern. One-third  of  women  never 

and  most  stop  after  returning 
ork — as  more  than  half  of  women 
with  infants  do.  Only  one  in  ten  work- 
mothers  nurses  for  the  recom- 


mended year.  This  despite  mounting 
evidence  of  breast  milk's  superiority 
over  formula  for  reducing  allergies, 
obesity,  childhood  cancer,  and  other 
diseases — not  to  mention  lower  rates 
of  some  cancers  for  the  mother. 

A  big  part  of  the  problem  is  that 
employers  often  make  it  tough  for 
working  women  to  nurse.  Roughly 
7%  of  U.  S.  companies  now  provide 


lower  turnover  among  mothers  on 
staff,  cigna  Corp.  says  its  four-year- 
old  national  lactation  program,  with 
about  500  participants  a  year,  or  a 
third  of  its  returning  mothers,  saves 
more  than  $300,000  a  year  in  health 
costs  and  has  led  to  a  77%  drop  in 
lost  work  time  compared  with  other 
new  moms. 

So  why  do  so  many  large  compa- 
nies ignore  the  issue?  For 
one  thing,  most  are  run  by 
men  who  may  find  the  topic 

AT  WORK:  A  shoji  screen 
provides  author  Brady  with 
some  privacy 

embarrassing.  Ronald  K. 
Beam,  vice-president  of 
engineering  consultancy 
'■•■•••....      RETTEW  Associates  Inc.  in 
Lancaster,  Pa.,  admits  he 
was  unnerved  when  a 
worker  said  she  wanted  to 
pump.  Brushing  aside  wor- 
ries that  others  might  be 
uncomfortable,  he  bought  a 
fridge  for  about  $800,  plus 
installed  an  electrical  outlet 
in  the  ladies'  room. 

Ideally,  such  support 
should  amount  to  more 
than  a  new  plug.  It  should 
also  include  consultants, 
manager  training,  and 
classes,  along  with  private 
places  to  pump.  Eastman 
•  Hand  out  subsidized  pumps  Kodak  Co.  takes  the  extra 

step  of  providing  pumps  to 
each  nursing  mom  on  staff. 
Mattel  Inc.  has  covered  the 

Offer  facilities  to  store  milk    •  Reduced  turnover 


KEEPING  MOTHERS  HAPPY 


WHAT  COMPANIES 

COULD  DO  TO  MAKE 

PUMPING  EASIER... 

•  Provide  lactation  rooms 


•  Train  managers  about 
the  issue 


...AND  WHAT  PAYOFFS 
THEY  COULD  RECEIVE 

'  Healthier  employees  and 
children 

•  Shorter  maternity  leaves 

•  Lower  health-care  costs 


designated  rooms  to  pump.  If  you 
don't  pump  regularly,  you  stop  pro- 
ducing milk,  and  nursing  is  no  longer 
an  option.  Corporate  America  makes 
big  noises  about  the  importance  of 
retaining  women.  But  one  reason  fe- 
male workers  flee  large  corporations 
is  their  inability  to  balance  work  and 
family  once  they  give  birth. 

Accommodating  nursing  is  a  small 
step  toward  making  that  juggling 
act  a  bit  easier.  The  payoff  is  fewer 
sick  days,  increased  satisfaction,  and 


cost  for  traveling  employ- 
ees to  courier  their  breast 
milk  home.  Even  formula  maker 
Nestle  usa  Inc.  has  a  lactation  pro- 
gram, which  is  becoming  more  popu- 
lar despite  free  formula  coupons.  An 
added  benefit:  Pumping  at  work 
helps  me  feel  close  to  my  son  while 
we're  apart  during  the  day.  For  a 
short,  sweet  period  of  motherhood, 
what's  best  for  baby  can  also  be  a 
boost  for  the  bottom  line. 

Associate  Editor  Bnuly  plans  to  lend 
her  screen  to  other  returning  moms. 
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STRATEGIES 


THRIVING 
UNDER  SUSPICION 

El  Paso  will  be  sitting  pretty  even  if  it  has  to  pay  fines 


M 


Iarket  manipulator.  Poster  child 
for  California's  energy  woes. 
Member  of  the  Texas  cabal 
shaking  down  West  Coast  con- 
sumers. As  the  Golden  State's  energy 
debacle  picked  up  speed  this  spring,  El 
Paso  Corp.  suddenly  found  itself  cast  in 
the  role  of  Public  Enemy  No.  1.  State 
and  federal  regulators  are  investigat- 
ing charges  that  El  Paso  used  its  con- 
trol of  a  key  pipeline  to  sharply  boost 
the  price  of  natural  gas  flowing  into 
the  state.  El  Paso  says  it  certainly  did- 
n't manipulate  the  market  and  blames 
higher  prices  on  California's  unique  en- 
ergy problems.  Still,  investors  have  re- 
acted to  the  possibility  of  millions  of 
dollars  in  fines — and  now  quickly  falling 
natural  gas  prices — by  knocking  the 
company's  stock  down  33%  this  year. 

All  the  headlines 
about  legal  troubles, 
however,  are  obscur- 
ing how  well  hard- 
charging  Chief  Ex- 
ecutive William  A 
Wise,  56,  has  posi- 
tioned El  Paso  in 
the  rapidly  mutating 
energy      business. 
Ironically,  El  Paso 
was  left  holding  the 
excess    California    | 
pipeline    capacity 
only  because  a  big    M, 
customer  had  de- 
cided in  1995  to 
dump    it.    That 
blow  nearly  sank 
El  Paso  and 
sent     Wise  ff 
off  on  a  di 
rsification  j  l 


strategy  that  has  taken  the  company 
from  a  sleepy  little  regional  outfit  to  one 
of  the  biggest  players  in  the  energy  bo- 
nanza. Houston-based  El  Paso  grew 
from  $2.9  billion  in  revenues  in  1995  to 
$21.9  billion  in  2000,  and  will  pass  $50 
billion  this  year.  Its  earnings  of  $652 
million  last  year  reversed  a  $255  mil- 
lion loss  the  year  before. 

In  the  process,  El  Paso  has  become 
North  America's  largest  pipeline  compa- 
ny and  the  nation's  fourth-largest  energy 
outfit,  with  a  hand  in  everything  from 
natural  gas  exploration  and  production,  to 
wholesale  power  and  gas  trading,  to  pow- 
er generation.  It  is  also  pushing  to  be- 
come a  major  player  in  the  growing  mar- 
ket for  liquefied  natural  gas.  On  July  25, 
El  Paso  reported  a  40%  increase  in  sec- 
ond-quarter income,  to  $413  million,  on 
sales  of  $13.4  billion.  The  stock  price, 
however,  remains  in  the  doldrums,  hov- 
ering around  $48  a  share.  Falling  prices 

SUPPLY  SQUEEZE  OR  MARKET  FORGES? 

Prices  for  natural  gas  in  Southern  California  spiked  after  El 
Paso  won  control  of  a  key  pipeline's  excess  capacity  in  March 
2000.  Prices  also  rose  nationwide,  but  by  much  less. 


have  hurt  much  of  the  sector:  Rival  E| 
ron  Corp.  is  off  48%  this  year  while  Dj 
egy  Inc.  is  down  23%. 

Even  if  the  company  is  forced 
cough  up  a  big  fine — and  no  one 
speculating  how  big  that  fine  cou 
be — many  analysts  and  investors  dou 
that  will  crimp  Wise's  diversificati 
push.  "El  Paso  is  the  biggest  and  bei 
positioned  [company]  to  take  adva: 
tage  of  the  nation's  natural  gas  supp 
crunch,"  says  Donald  Coxe,  chairman 
Harris  Investment  Management  I 
in  Chicago,  which  owns  El  Paso  shar 
Wise  really  had  no  choice  but 
branch  out.  In  the  mid-'90s,  Pacific  G 
&  Electric  Corp.  and  other  utilities  we: 
paying  millions  of  dollars  for  capacit 
they  couldn't  use  because  overbuildiri 
had  led  to  a  huge  pipeline  glut.  Wit 
the  blessing  of  friendly  state  regul; 
tors,  pg&e  and  others  gave  up  the 
pipeline  rights,  with  PG&E  returning  1.1 
billion  cubic  feet  a  day  of  capacity  to  I 
Paso.  In  one  stroke,  that  erased  $1 
million  of  El  Paso's  annual  revenue. 
FRUGALITY  AND   LUCK.   Wise  worke 
quickly  to  put  El  Paso  back  on  a  firi 
footing.  He  slashed  $100  million 
costs,  in  part  by  laying  off  more  than 
third  of  El  Paso's  employees,  freezin 
executives'  pay,  and  taking  no  salar; 
himself  for  three  years.  He  also  neg< 
tiated  a  $60  million  settlement  wit 
pg&e  and  the  other  utilities  for  dum 
ing  the  capacity.  By  last  year,  the  sit 
ation  had  shifted  180  degrees.  A 
demand  jumped  and  CaliforniJ 
faced  skyrocketing  energi 
costs,    that    same    pipelinJ 
space  had  become  a  preciouj 
commodity.  And  El  Paso  wa 
in  the  driver's  seat  as  tH 
state's  largest  gas  supplier 
"That's    what's    so    ironid 
now.    The    capacity    thai 
everybody's      complaining 
about  in  California  was  ba 
sically    the    capacity    thai 
pg&e  gave  back,"  says  H 
Brent    Austin,    El    Paso's 
chief  financial  officer. 
More  important,  Wise 
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Building  a  base  of  loyal  repeat  customers 
can  make  a  big  difference  in  your 
bottom  line,  and  keep  YOU  in  business. 
But  keeping  in  touch  with  current 
customers  can  take  extra  time  and 
funds  if  you  don't  have  the  right  systems 
and  services  in  place.  The  United  States 
Postal  Service®  offers  the  following  tips 
for  successfully  retaining  customers: 

1 .  Find  opportunities  to  stay  in  touch 
with  customers. 

•  Keep  your  company  top-of-mind  by  sending 
regular  newsletters  with  updates  about 
industry/product  developments,  helpful  tips 
and  special  deals  for  repeat  customers. 
With  the  U.S.  Postal  Service's  Direct  Mail 
you  can  send  something  as  simple  as  a 
postcard  or  as  extravagant  as  a  package, 
depending  on  your  budget  and  strategy. 

2.  Know  where  to  reach  your  customers. 

•  Log  on  to  www.usps.com  and  go  to  the 
"Small  Business  Tools"  link  for  help  with 
building  a  useful  customer  database. 

•  Save  time  and  money  by  mailing  communica- 
tions to  the  right  addresses  the  first  time. 
Address  management  services  from  the 
Postal  Service  can  help  track  customers 

by  automatically  notifying  you  if  one  of  your 
customer's  moves  and  providing  you  with 
their  new  address. 
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who  declined  to  be  interviewed, 
set  out  on  an  aggressive  new  strat- 
egy to  diversify  away  from  Cali- 
fornia— which  had  delivered  75% 
of  El  Paso's  revenues  before  1996. 
Wise  had  spent  his  entire  career  at 
El  Paso,  joining  in  1970  out  of  the 
University  of  Colorado  School  of 
Law  and  taking  over  the  ceo's 
post  in  1990.  His  shopping  spree 
began  in  1996  when  he  scooped  up 
Tenneco  Inc.'s  pipeline  business. 
The  $4  billion  deal  tripled  El 
Paso's  size  and  gave  it  the  only 
coast-to-coast  natural  gas  pipeline. 
In  all,  Wise  has  snapped  up  some 
$35  billion  worth  of  acquisitions  in 
five  years,  including  his  biggest, 
the  $24  billion  purchase  in  Janu- 
ary of  Coastal  Corp.  That  substan- 
tially boosted  El  Paso's  exploration 
and  production  operations,  ex- 
panded its  capacity  to  some  60,000 
miles  of  pipeline  nationwide,  and  added 
oil  refining  to  the  company's  mix.  Along 
the  way,  El  Paso  also  has  bought  in- 
terests in  some  44  natural  gas-fired 
power  plants  across  the  country. 
BALANCE  OF  POWER.  Today,  such  non- 
regulated  businesses  as  natural  gas 
marketing  and  trading  operations,  ex- 
ploration and  production,  and  the  pow- 
er plants  account  for  more  than  60%  of 
El  Paso's  earnings  before  interest  and 
taxes,  vs.  8%  in  1996.  Analysts  say  the 
new  El  Paso's  "wellhead-to-wire"  op- 
erations give  it  a  big  advantage  over 
Enron,  Dynegy,  and  other  competitors 
at  a  time  when  the  power  industry  is 
rapidly  changing  and  clean-burning  nat- 
ural gas  is  growing  in  popularity.  Mean- 
while, its  wide-reaching  stable  of  as- 
sets means  it  doesn't  have  to  rely  on 
high  natural  gas  prices,  which  have 
dropped  roughly  70%  nationwide  since 
the  beginning  of  the  year. 

But  it's  that  very  mutifaceted  struc- 
ture that  may  have  landed  El  Paso  in 
hot  water  in  California.  State  regula- 
tors allege  that  the  company's  pipeline 
unit,  El  Paso  Natural  Gas,  rigged  a 
pipeline-capacity  auction  last  year  in 
favor  of  its  energy-marketing  affiliate, 
El  Paso  Merchant  Energy  Group.  Reg- 
ulators charge  that  the  two  wholly 
owned  units  passed  secret  information 
between  them  that  helped  the  mer- 
chant group's  bid.  Federal  hearings  on 
this  charge  are  to  begin  on  Aug.  2. 
Ralph  Eads  III,  the  merchant  group's 
president,  counters  that  "the  pipeline 
[unit]  didn't  have  any  say-so  over 
whose  bid  it  took,  it  just  said  whose 
bid  was  the  highest.  Our  bid  was  the 
highest.  There  are  [Federal  Energy 
Regulatory   Commission]    rules   that 


govern    the    behavior    between    oi    M 
pipeline  and  our  marketing  affiliat 
And  we  are  very  scrupulous  in  obser 
ing  those  rules." 

In  their  second  allegation,  authoriti 
claim  that  the  company  withhe 
pipeline  capacity  into  California  to  ja< 
up  prices  illegally;  a  judge's  ruling 
expected  in  October.  Regulators  no' 
that  spot  prices  for  natural  gas 
Southern  California  spiked  to  moi 
than  double  national  spot  rates.  "A  b 
reason  for  the  increase  in  consumer 
electricity  bills  is  because  El  Paso  m; 
nipulated  prices  at  the  California  bo 
der,"  alleges  Harvey  Y.  Morris,  tr 
state  utilities  commission  attorney  a 
guing  the  case  before  ferc. 

Eads  denies  El  Paso  withheld  capa 
ity.  Instead,  the  company  blames  tr  | 
runup  in  natural  gas  prices  in  Souther 
California  on  an  unusually  hot  sumnu 
last  year  and  a  cold  winter  this  yea 
low  reserves,  rising  electricity  deman<  | 
and  a  now-inadequate  pipeline  systei 
into  the  state.  In  any  case,  Eads  say 
El  Paso  didn't  fully  benefit  from  risin 
prices  because  the  merchant  grou 
shipped  95%  of  its  gas  under  fixed-pric 
contracts  as  a  hedge  against  a  poss 
ble  price  drop.  "As  prices  went  up,  w 
lost  money,"  says  Eads.  "If  we  wer 
smart  enough  to  manipulate  the  marki 
we  would  have  been  smart  enough  nc 
to  have  hedged." 

Maybe  so.  Either  way,  given  th 
company's  smart  transformation  ove 
the  past  five  years.  El  I'aso  seems  wel 
prepared  to  ride  out  whatever  twist 
California  has  in  store  for  it. 

By  Stephanie  Anderson  Fores/ 

Houston,  with  Christopher  l'ulnieri  ii 

Los  Angeles 
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NEW 
PRINTERS 
FOR  YOUR 
PHOTOS 


A  Digital  Darkroom 
In  a  Box 

New  printing  technology  gives  you  photos  in  aflash-at  home 


BY  LARRY  ARMSTRONG 

Instant  gratification  has  always  been  the  lure 
of  digital  photography.  Instant,  that  is,  until  it 
came  to  getting  your  images  turned  into 
prints  that  could  be  pasted  in  albums,  passed 
around  the  office,  or  posted  off  to  distant 
grandparents.  The  typical  drill  was  to  drop 
off  the  camera's  memory  card  at  a  digital 
minilab  and  pick  up  the  prints  an  hour  or  so 
later.  Or  you  could  upload  your  work  to  an  online 
photo  processing  site  and  wait  a  week  for  the 
pictures  to  show  up  in  the  mail. 

Now  there's  a  better  way:  Print  them  at 
home — or  even  on  the  go — on 
portable  printers  designed  solely 
for  snapshots.  The  prints  range 
from  a  smallish  2-in.-by-2^  in.  up 
to  4-in.-by-6-in.  postcards,  depending  on  the  print- 
er. In  most  cases,  the  prints  are  dazzling,  rivaling 
the  quality  of  professionally  printed  ones  and 
far  better  than  what  you  can  accomplish  on  a 
home  inkjet  printer,  even  using  the  highest  qual- 
ity photo  paper. 

I've  been  playing  around  with  four  of  these 
personal  photo  printers,  which  range  in  price 
from  $179  to  $500.  What  a  kick  it  has  been.  You 
can  take  your  camera  and  one  of  these  little 
machines  to  parties  and  churn  out  snapshots  on 
the  spot.  Or  make  a  sheet  of  adhesive-backed, 
postage-stamp-size 
photo  stickers,  a  sure- 
fire hit  with  children. 
Polaroid  cameras 
spit  out  instant  pho- 
tos, of  course,  but 
that  takes  special  film 
and  special  cameras, 
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Photography 


and  the  black-backed  prints  they  produce  caq 
be  trimmed.  But  these  printers  turn  out 
tures  on  ordinary  photo  paper,  just  like  the  o: 
from  the  drugstore.  The  secret  to  their  gc 
looks  is  a  thermal  process  called  dye  sublimat 
that  prints  continuous  tones  rather  than  t 
sprayed-on  dots  of  color  on  prints  that  coi  [[J? 
from  inkjet  printers.  That  dot  pattern — you  c   I 
see  it  under  a  magnifying  glass — tends  to  gi  k' 
the  prints  a  soft,  almost  blurry,  look. 

The  ink  for  dye-sublimation  printers  com 
in  cartridges  containing  a  long  roll  of  clear  fi  > 
impregnated  with  a  repeating  sequence  of  o  »j 
each  of  yellow,  cyan,  and  n  b| 
genta  dyes,  the  primary  cole 
that  make  up  a  photograpl 
print.  A  tiny  motor  pulls  the  f  i  j 


SIPIX 
POGKLTGOLOR  200 

sipix.com 
PRICE  $179 

PRICE  PER  PRINT 

420  to  500 


per  in  and  out  of  the  printer  three  times  ar   m 
each  time,  a  different  section  of  the  color  film     j 
pressed  against  the  paper,  transferring  its  col  m 
to  the  print.  A  final,  clear  overcoat  is  added      < 
protect  against  ultraviolet  rays  and  moistui 
The  process  takes  about  90  seconds  for  ea 
print.  Prints  cost  from  40(2  to  $1  each,  dependii 
on  size,  manufacturer,  and  the  quantity  of  pap 
and  ink  that  you  buy.  So  they're  generally  mo  mr 
expensive  than  the  40(2  or  50(2  you  would  pay 
retail  or  online  photo  processor. 

Dye-sub  printers,  as  they're  called,  ha\  . 
always  been  big  and 
expensive.  Olympus 
changed  that  last  year 
with  its  P-400  printer, 
the  first  dye-sub  for  un- 
der $1,000.  That  one  can 
handle  prints  up  to  8  in. 
by  10  in.  It  now  has  a 


OLYMPUS 
GAMEOIA  P-20 

olympus.com 
PRICE  $399 


v»tor 


RICE  PER  PRINT 

H  to  72C 

riii  ttle  brother,  the  Camedia  P-200,  de- 
f  igned  for  3-in.-by-4-in.  snapshots.  The 
»i  -200  sells  for  $399,  although  some  stores 
i  ;ill  carry  an  earlier  package  that  includes 

echargeable  battery  for  $449. 
i  I  also  looked  at  Canon's  $299  CP-10,  which  pro- 
hk  uces  wallet-size  photos  or  sheets  of  eight  stickers, 
m  |  rid  Sony's  new  $499  DPP-SV77,  which  can  print 
ither  3!4-in.-by-4-in.  or  4-in.-by-6-in.  snapshots  or 
ticker  sheets.  It's  an  upgrade  to  Sony's  DP-SV55, 
mj  toich  ranges  from  $299  to  $349.  The  difference? 
Tie  new  one  has  a  flip-up  color  display  so  that 
ou  can  select  and  edit  your  images  on  the  print- 
i  r  instead  of  on  a  PC  or  TV  screen. 
/allet  WORTHY.  My  personal  favorite  was 
lanon's  CP-10,  which  I  saw  in  a  funky  blue 
ranslucent  color.  Its  wallet-size  prints  were  ex- 
uisite.  They're  borderless,  if  you  want,  and  the 
ard  stock  has  rounded  corners,  giving  them  a 
ery  professional  look  and  feel.  This  isn't  a  print- 
r  for  everyone.  The  prints  are  small,  and  the 
rinter  doesn't  use  batteries,  so  it's  only  portable 
s  long  as  there's  an  electric  outlet  nearby.  It 
nly  works  with  Canon  digital  cameras,  and  then 
nly  such  newer  ones  as  the  PowerShot  A10  or 
.  300  Digital  Elph.  The  printer  comes  with  a  ca- 
le  that  hooks  up  to  the  camera;  you  use  the 
amera's  LCD  to  pick  the  images  you  want  to 
'lint  and  how  you  want  them  printed,  with  or 
without  borders,  say,  or  in  multiples  of  eight 
nages  on  a  sheet  of  adhesive  stickers. 

The  Olympus  and  Sony  printers,  which  print 
he  conventional  snapshot  sizes,  are  much  more 
lainstream.  The  Olympus  weighs  in  at  nearly  3  lb 
rith  its  huge  NiCad  battery,  but  that's  good  for  50 
-in.-by-4-in.  prints.  (A  25-sheet  paper-and-ink 
>ack  costs  about  $20.)  It  has  slots  on  top  for  Com- 
lactFlash  and  SmartMedia  cards,  the  most  com- 
rion  memory  cards  used  in  digital  cameras  to- 
lay.  You  insert  the  card  and  use  the  printer's 
ontrols  to  select  which  shots  you  want  to  print,  or 
or  limited  editing,  such  as  sharpness  control  and 


DPP-SV77 

sony.com 
PRICE  $499 


PRICE  PER  PRINT 

500  to  800 


cropping.     The 
cable  and  software 
to  link  it  to  a  computer, 
should  you  want  to  do 
more  detailed  touchups 
in  a  photo  program,  re- 
tails for  $50.  Skip  it.  You 
can  always  upload  your  finished  pictures  back  to 
the  camera  and  slip  the  card  out  of  the  camera 
and  into  the  printer. 

Sony's  DPP-SV77  is  more  a  tabletop  printer 
than  a  portable  one.  It's  the  most  flexible,  though, 
with  its  built-in  touch-screen  display  for  edit- 
ing. Besides  cropping  or  rotating,  you  can  add 
text  or  freehand  drawings  to  your  photos,  say,  to 
make  personalized  postcards.  It  also  offers  special 
effects  such  as  paint  and  sepia  looks.  The  ma- 
chine makes  two  different  size  prints,  depending 
on  the  paper-and-ink  packs  you  pick. 

I  was  quite  intrigued  with  one  other  portable 
printer,  the  $179  PocketColor  200  from  SiPix,  a 
Taiwanese  company  that  recently  entered  the 
U.  S.  market.  The  cheapest  of  the  lot,  it's  truly 
portable,  the  size  of  a  camera,  and  weighs  a  fly- 
weight 13  ounces.  But  while  it  looks  and  acts  like 
a  dye-sub  printer,  it's  not.  It's  another  thermal 
process,  and  it  lays  down  tiny  dots  rather  than 
continuous  color.  The  pictures  are  a  scant  2  in.  by 
2Vi  in.  and  don't  measure  up  to  the  quality  of  the 
others.  It's  an  O.  K.  budget  choice  if  you're  only 
in  the  market  for  a  novelty  printer. 

Sure,  the  dye-sub  printers — and  prints — are  a 
bit  expensive.  But  these  new  printers  are  de- 
signed to  make  digital  photography  a  little  more 
convenient  and  a  lot  more  fun — and  on  those 
counts,  they  perform  quite  well.  □ 


Take  a  camera  and 
one  of  these 
machines  to  a 
party  and  churn 
out  photos  on  the 
spot.  Or  make  a 
sheet  of  stamp- 
size  photo  stickers 
for  a  kid 
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Lucky?  That's  exactly  how  you'll  feel  if  this  is 
the  challenge  that  finally  leads  you  to  SAS."  We 
can  bring  together  all  of  your  company's  data, 
regardless  of  source  or  platform.  Whether  it's 
operational  data,  transactional  data,  Web  data 
-you  name  it-  SAS  can  handle  it.  Without  undue 
strain  on  your  internal  resources.  Plus,  with  the 
analytical  power  of  SAS,  you  can  mine  that  new 
warehouse  of  information  with  uncommon  ease. 
Revealing  insights  into  customer  behavior,  opera- 
tional efficiencies,  even  supplier  relationships. 
Insights  that  can  have  a  profound  impact  on  your 
company's  agility  and  performance.  Not  to 
mention  your  bottom  line.  To  learn  more,  call 
us  at  800-727-0025.  Or  stop  by  www.sas.com. 


The  Power  to  Know,. 


c  sas 
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Once  Lowly  Value  Funds 
Are  Flying  High 

Many  make  theA-list  0/ BusinessWeek's  Scoreboard 


BY  MARA  DER  HOVANESIAN 

In  the  rip-roaring  days  of  fat  double-digit  re- 
turns, it  hardly  mattered  which  mutual  fund 
you  bought.  Nearly  all  of  them  made  money. 
And  risk?  Who  cared  what  the  funds  were 
doing  when  their  net  asset  values  were  only 
going  up? 
Now,  of  course,  it's  different,  with  the  av- 
erage equity  fund  down  14.6%  in  the  past  12 
months  and  8.2%  this  year.  If  you  didn't  pay  at- 
tention to  risk  before,  you  prob- 
ably are  now.  That's  why  you 
should  pay  attention  to  Busi- 
nessWeek's mutual-fund  ratings. 

It  takes  more  than  high  returns  to  rate  an  A 
from  BusinessWeek.  We  take  the  total  return 
for  each  fund,  then  adjust  for  risk.  Rated  over  a 
five-year  period,  only  the  top  7.5%  get  As.  Once 
annual,  the  ratings  are  now  updated  monthly 
by  Standard  &  Poor's  (which,  like  BusinessWeek, 
is  a  unit  of  The  McGraw-Hill  Companies).  The 
ratings  are  part  of  a  scoreboard  of  mutual-fund 
data  that  can  be  screened  by  different  criteria. 
It's  all  available  on  the  Investing  channel  at  our 
Web  site,  www.businessweek.com. 

Since  the  magazine's  last  ratings  review  (BW- 
Jan.  29),  we've  noticed  some  interesting  changes 
in  the  A-list.  There  is  a  growing  number  of  val- 
ue funds — large-cap,  mid-cap,  and  especially  those 
that  invest  in  small-cap  value  stocks. 


Mutual  Funds 


Such  funds  never  got  caught  up  in  dot-com 
fever  and  tend  to  own  more  steady,  reliable, 
and  perhaps  even  boring  companies.  There  are 
fewer  growth  funds,  which  tended  to  own  a  lot 
of  technology  and  telecommunications.  Inter- 
national funds  also  are  getting  scarce,  given  the 
relatively  poor  showing  from  overseas  markets. 
The  BW  online  Mutual  Fund  Scoreboard  has 
data  on  more  than  3,400  equity  and  1,700  bond 
funds.  The  nice  thing  about  casting  as  wide  a  net 
as  we  do  is  that  you  find  gems 
you  would  otherwise  never  dis- 
cover. Look  at  the  $61  million 
Osterweis  Fund,  which  has  nei- 


ther a  marketing  budget  nor  a  team  of  brokers 
to  promote  it.  The  fund  has  earned  an  average 
annualized  total  return  of  23.5%  in  the  past  five 
years,  with  very  low  risk. 

Portfolio  manager  John  Osterweis  melds  growth 
and  value  strategies  by  "buying  rapidly  growing 
companies  at  depressed  prices."  Among  his  top 
holdings:  drugmaker  Forest  Laboratories,  energy 
wholesaler  Calpine,  energy-services  provider 
Kinder  Morgan,  and  nursing-home  operator  Manor 
Care.  Another  worthy,  under-the-radar  fund  is 
Meyers  Pride  Value.  The  fund  practices  a  value- 
style  investment  strategy,  buying  companies  that 
have  "progressive  policies  toward  gays  and  les- 
bians." Its  average  annual  return  is  19.1%. 

Value  managers,  downtrodden  in  the  dot-com 
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Visit  the 

Mutual  Fund  Scoreboard  at 

www.businessweek.com 


years,  are  basking  in  the  newfound  at- 
tention. "You  did  well  if  you  ignored  the 
fads  and  stocks  that  were  sexy,"  says 
Ronald  Muhlenkamp,  portfolio  manager  of 
his  $500  million,  eponymous  fund.  Muh- 
lenkamp says  he  earned  his  five-year  re- 
turn of  20.4%  by  avoiding  health-care  and 
tech  companies,  sticking  it  out  with  a  mix  of 
small  and  large  long-running  winners,  such  as 
Merrill  Lynch,  Winnebago  Industries,  and  Citi- 
group. "We  haven't  changed,"  says  Muhlenkamp, 
who  is  based  in  Wexford,  Pa.  "It's  that  the  rest 
of  the  world  is  coming  our  way." 
NEW  TEAM.  As  value  comes  into  the  limelight, 
funds  that  invest  in  growth  are  falling  by  the 
wayside.  Invesco  Telecommunications,  an  A-rat- 
ed  high-flier  last  year,  has  taken  such  a  beat- 
ing— down  34%  in  the  past  six  months  alone — 
that  it's  now  rated  C.  But  that's  a  sector  fund, 
always  the  most  volatile  in  performance  and 
ratings.  More  diversified  funds'  ratings  don't 
usually  fall  so  far  in  such  a  short  time.  Gabelli 
Growth  was  an  A-rated  fund  last  year;  it  now  is 
B+,  the  next-best  rating.  That's  hardly  a  reason 
to  sell. 

It's  important  not  to  buy  or  sell  funds  on  rat- 
ings alone.  Any  ratings  system  is  based  on  the 


fund's  history,  so  you  have  to  m 
some  judgments  about  the  futu 
One  oddity  on  the  current  A-list 
Fidelity  Select  Electronics,  a  fu 
with  five-year  annualized  il 
turns  of  29%.  This  Boston-basl 
sector  fund  invests  primarily  I 
tech  stocks — such  as  Intel,  Microsol 
and  Micron  Technology — and  the  outlook  f 
that  sector  remains  murky. 

Consider  deep-value  funds  Mutual  Beacc 
Mutual  Qualified,  and  Mutual  Shares:  All  ha 
been  on  the  list  before,  and  all  return  to  the 
list  this  year.  But  there's  a  difference.  Star  ma 
ager  Michael  Price  left  active  duty  in  1998,  b 
he  remained  on  the  board  and  his  A-team 
managers  ran  the  funds.  In  October,  Price  ai 
several  of  his  team  will  end  their  relationshi 
with  the  funds.  A  new  management  group  cou 
produce  different  results. 

In  the  bull  market,  almost  all  equity-fur 
managers  looked  like  geniuses.  But  with  tl 
market  in  flux,  only  a  handful  are  still  providii 
good  returns  while  managing  risk.  The  Bus 
nessWeek  A-list  offers  you  a  Who's  Who 
funds  that  have  been  able  to  distinguish  then 
selves  in  difficult  times. 


New  A-Rated  Equity  Funds 


When  it  comes  to  sizing  up  mutual  funds,  performance  isn't  everything.  How  much  risk  did  the  fund  take  to  earn  that 

return?  In  rating  mutual  funds,  BusinessWeek  looks  at  risk  and  return  over  a  five-year  period.  Funds  are  given  a  rating 

(A  through  F),  and  these  ratings  are  updated  monthly  at  BusinessWeek  Online  (www.businessweek.com/mutualfunds/ 

mutfunds/scorebrd/index.html).  The  following  equity  funds  joined  the  A-list  in  the  most  recent  review. 


FUND                                                      AVERAGE  ANNUAL 
TOTAL  RETURN* 

AIM  BASIC  VALUE  A 

18.7% 

AIM  GLOBAL  FINANCIAL  SVCS.  A 

19.8 

AIM  GLOBAL  HEALTH  CARE  A 

20.0 

ALLIANCE  GROWTH  &  INCOME  B 

17.1 

AMERICAN  BALANCED  A 

13.1 

ARIEL 

17.3 

ARIEL  APPRECIATION 

19.1 

ARMADA  SMALL  CAP  VALUE  1 

17.3 

ATLAS  ASSETS  GLOBAL  GROWTH  A 

18.6 

BEAR  STEARNS  S&P  STARS  A 

21.6 

CALIF.  INVMNT.  S&P  MIDCAP  INDEX 

18.8 

DODGE  &  COX  BALANCED 

14.3 

DODGE  &  COX  STOCK 

18.0 

DREYFUS  GRTH.  &  VAL  MIDCAP  VALUE 

22.7 

ENTERPRISE  SMALL  CO.  VALUE  A 

16.5 

FIDELITY  ADVISOR  MID  CAP  T 

21.4 

FIDELITY  BALANCED 

13.8 

FIDELITY  LOW-PRICED  STOCK 

16.2 

FIDELITY  SELECT  ELECTRONICS 

28.9 

FIRST  EAGLE  FUND  OF  AMERICA  Y 

17.7 

FUND 


AVERAGE  ANNUAL 
TOTAL  RETURN* 


FUND 


AVERAGE  ANNUAL 
TOTAL  RETURN* 


GABELLI  VALUE  A 

18.6% 

GALAXY  SMALL  CAP  VALUE 

16.0 

JOHN  HANCOCK  LARGE  CAP  VALUE  A 

20.2 

JOHN  HANCOCK  SMALL  CAP  VALUE  A 

23.9 

INVESCO  FINANCIAL  SERVICES  INV. 

19.5 

JANUS  EQUITY-INCOME 

20.7 

LIBERTY  ACORN  Z 

17.7 

LONGLEAF  PARTNERS 

17.0 

MATTHEW  25 

17.2 

MEYERS  PRIDE  VALUE 

19.1 

MFS  CORE  GROWTH  A 

21.5 

MFS  VALUE  A 

16.8 

MUHLENKAMP 

20.4 

MUTUAL  BEACON  Z 

15.6 

MUTUAL  QUALIFIED  Z 

15.2 

MUTUAL  SHARES  Z 

15.7 

NEEDHAM  GROWTH 

27.6 

NORTH  TRACK  PSE  TECH.  100  INDEX  A 

27.6 

OAK  VALUE 

17.8 

OSTERWEIS 

23.5 

T.  R0WE  PRICE  MID-CAP  VALUE 

15.4% 

R0YCE  LOW-PRICED  STOCK 

19.5 

R0YCE  PENNSYLVANIA  MUTUAL  INV. 

15.4 

R0YCE  TOTAL  RETURN 

14.5 

SALOMON  BROTHERS  OPPORTUNITY 

16.3 

SEQUOIA 

18.3 

S&P'S  MIDCAP  400  DEPOSITARY  RCPTS.  18.1 

STATE  ST.  RESEARCH  MID  CAP  VALUE  A 

16.1 

THIRD  AVENUE  VALUE 

15.7 

THOMPSON  BLUMB  BALANCED 

16.2 

TOUCHSTONE  EMERGING  GROWTH  A 

20.9 

TURNER  SMALL  CAP  VALUE 

19.9 

TWEEDY  BROWNE  AMERICAN  VALUE 

15.4 

VANGUARD  CAPITAL  OPPORTUNITY 

23.5 

VANGUARD  LIFESTRATEGY  INCOME 

9.2 

VANGUARD  WELLESLEY  INCOME 

11.3 

WACHOVIA  SPECIAL  VALUES  A 

15.4 

WASATCH  CORE  GROWTH 

23.9 

WELLS  FARGO  STRATEGIC  INCOME  1        9.0 
WM  GROWTH.  FD.  OF  THE  NORTHWEST  A  27.2 

through  June  30.  Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes. 


Data:  Standard  &  Poor's 
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*  he  difference  between  a  good  insurer  and  a  great 
one?  A  great  one  knows  this  isn't  just  any  shovel. 


CrVA 


You  tell  people  it's  a  reminder  of  that  rainy 
day  in  May  when  you  broke  ground  on  the 
new  building.  But  really  it's  a  reminder  of 
every  smart  choice  that  got  you  to  that  day. 
To  understand  what  moves  business,  you  have 
to  understand  what  moves  business  people. 


INSURANCE  IN  TOUCH  WITH  BUSINESS 


see  an  independent  agent  or  broker,  or  visit  www.cna.com 

ade  name  of  the  CNA  Financial  Corporation.  Copyright  2000-2001.  All  rights  reserved. 
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TAKING  SOME  OF  THE 
ANGST  OUT  OF  AGING 

Few  people,  men  or  women,  like  to  think 
about  getting  old.  But  the  impact  of  aging 
holds  special  meaning  for  women,  especially 
when  it  comes  to  the  need  for  long-term  care. 
Since  women  live  six  years  longer  than  men  on 
average,  they're  more  likely  to  reach  the  point 
where  they  require  health  care  services  at  home 
or  in  a  nursing  facility.  Married  women  have  an 
additional  worry.  They  often  use  up  their  financial 
resources  taking  care  of  an  infirm  spouse, 
leaving  them  little  to  fall  back  on 
should  they  need  help  later.  "Women 
are  particularly  at  risk  financially 
when  it  comes  to  long-term  care," 
says  Christopher  Hayes,  director 
of  the  Center  for  Aging  Research 
&  Education  based  in  Southamp- 
ton, N.Y. 

With  women  making  up  75% 
of  all  nursing-home  residents,  67% 
of  elderly  home  health-care 
recipients,  and  73%  of  fam- 
ily caregivers,  the  sensible 
approach  would  be  for  them 
to  buy  long-term-care  in- 
surance when  they're  young 
and  healthy.  Such  coverage 
picks  up  the  tab  for  custodi- 
al care  at  home  or  in  a 
skilled  nursing  facility.  It's 
not  cheap,  though.  De- 
pending on  your  age,  the 
cost  of  care  in  your  re- 
gion, and  the  features  you 
select,  such  as  a  daily  ben- 
efit that  adjusts  for  infla- 
tion, premiums  may  run  from  $500  a  year  if 
you're  in  your  40s  to  $3,000  if  you're  above  70. 
HEAD  START.  But  there  may  soon  be  some  good 
news  from  Washington.  Congress  is  addressing 
long-term-care  financing  in  a  bill  that  was  in- 
troduced for  the  third  time,  in  March,  by  Sena- 
tors Charles  Grassley  (R-Iowa)  and  Bob  Gra- 
ham (D-Fla.),  and  Representatives  Nancy 
Johnson  (R-Conn.)  and  Karen  Thurman  (D-Fla.). 
The  bill  is  widely  supported  yet  has  failed  to 
pass  because  it  was  connected  to  unrelated  leg- 
islation that  had  problems.  The  sponsors  are  hop- 


hers@businessweek.com 

Far  more  women 
than  men  end  up  in 
long-term  care. 
Now  Washington  is 
looking  for  ways 
to  make  insurance 
affordable  to 
cover  that 
expensive  setback 


Long-Term 
Tax  Relief 

The  bill  before 
Congress  would 
offer: 

•  An  income-tax  deduction,  phased  in  over  three  to 
four  years,  tor  long-term  care  insurance  premiums 

•  A  $3,000  tax  credit  for  families  with  someone  re- 
ceiving long-term  care 

•  The  ability  to  pay  for  long-term-care  policies  in 
pretax  dollars  through  employer-sponsored  flexible 
spending  accounts  and  cafeteria-style  benefit  plans 

ing  to  find  a  way  to  get  it  passed  later  this  y<  || 

The  bipartisan  bill  offers  an  income-tax 
duction  for  long-term-care  insurance  premiuil 
The  deduction  ranges  from  $200  for  those  an 
40  or  less  to  $2,500  for  those  over  70.  It  phal 
in  over  three  or  four  years,  depending  on  ycl 
age.  The  bill  also  provides  a  $3,000  tax  credit  I 
families  in  which  someone  is  getting  long-tel 
care.  Finally,  it  allows  people  to  pay  for  lofl 
term-care  policies  in  pretax  dollars  through  el 
ployee-sponsored  flexible  spending  accounts  m 
cafeteria-style  benefit  plans. 

The  bill  is  a  much-needed  effort  to  encol 
age  individuals  to  use  their  own  means  to  m 
their  way.  Currently,  only  6  million  America 
are  covered  by  long-term-care  insurance,  aa 
policies  are  purchased  at  an  average  a 
of  67,  according  to  a  Congressional 
search  report  issued  in  February.  "P< 
pie,  especially  baby  boomers,  do 
think  they'll  need  it  because  th 
[erroneously]  believe  they're  p] 
tected  by  government  prograi 
and  health  insurance,"  sa 
Janemarie  Mulvey,  an  ecor 
mist  and  senior  retirement  a 
alyst  with  Watson  Wys 
Worldwide,  a  Washingt 
(D.  C.)-based  benefits  co 
suiting  firm. 
NO  SAFETY  NET.  But  n 
ther  Medicare,  the  go 
ernment  health  progra 
for  the  elderly,  nor  su 
plemental  Medigap  i 
surance,  which  you  bi 
separately  to  pay  the  d: 
ference  between  Medica 
reimbursements  and  act 
al  costs,  covers  long-ter 
care.  A  nursing-home  sts 
costs  $50,000  a  year  c 
average,  but  can  go  1 
more  than  $100,000  a  year  in  expensive  area 
Medicaid,  the  low-income  assistance  plan  run  1: 
the  states,  pays  nursing-home  bills,  but  only  aft 
an  individual  has  depleted  most  of  his  or  h( 
assets.  It  doesn't  cover  home  health  care  or  a; 
sisted  living. 

Incentives  to  get  people  to  buy  long-term-cai 
insurance  have  widespread  support.  More  tha 
20  states  offer  tax  deductions.  As  of  October,  200: 
the  federal  government  will  make  long-term-car 
insurance  available  as  a  benefit  to  its  employee 
And  President  George  W.  Bush  included  a  prov 
sion  for  deducting  premiums  in  his  budget  plai 
though  backers  of  the  Congressional  bill  war 
him  to  pass  their  more  comprehensive  propoa 
Congresswoman  Johnson  says:  "There's  a  lot  I 
momentum  for  this  bill,  we  just  have  to  push 
through."  The  sooner,  the  better. 
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To  join  a  discussion  in  our  forum,  see  hers. online  at 
www.businessweek.com/investor/ 
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Useful 


NAPM 


While  many  people  think  Swiss  when  they  think  of  useful  tools,  close 
to  50,000  business  professionals  around  the  world  think  NAPM.  You 
really  can't  blame  them  —  when  you're  a  member  of  one  of  the  most 
comprehensive  supply  management  associations  on  the  planet,  it's  hard 
not  to. 

That's  because  in  addition  to  the  Manufacturing  and  Non-Manufacturing 
Report  On  Business®,  NAPM  provides  a  vast  assortment  of  other  helpful 
tools  as  well.  From  a  Web  site  packed  with  information  to  professional 
training  and  certification,  NAPM  is  a  valuable  resource  to  have. 

When  you're  going  camping,  think  Swiss.  When  you  want  to  improve 
your  organization's  bottomline,  think  NAPM. 


www.napm.org     Phone  800/888-6276  or  480/752-6276 
P.O.  Box  22160,  Tempe,  AZ  85285-2160 
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THERE'S  A  SALE 

ON  PENNEY'S  SHARES 

Don't  look  now,  but  one  of  the  year's  hottest 
stocks  is  J.  C.  Penney,  up  165%.  I  had  trou- 
ble believing  that,  too,  and  a  trip  the  other 
day  to  one  of  its  department  stores  failed  to  ex- 
plain it.  Few  cars  were  parked  outside.  Inside,  I 
saw  even  fewer  shoppers  for  Penney's  lackluster 
mix  of  goods,  many  of  them  marked  down,  and 
such  services  as  a  portrait  studio  and  wig  salon. 
All  that  stood  out  was  a  kid's  $14.99  T-shirt, 
sure  to  start  a  fight:  It  was  printed  with  the 
words  "Home  Skooled"  and  the 
silhouette  of  a  trailer. 

So  what  has  lifted  Penney's 
shares  above  $29  (chart)?  In  a 
word,  drugs — specifically,  those 
sold  at  Penney's  other  retail 
chain,  Eckerd  drug  stores.  Ac- 
quired in  1997,  Eckerd  now 
makes  up  42%,  or  $13.2  billion, 
of  the  company's  total  revenue 
and  all  of  its  sales  growth.  The 
trouble  has  been  the  drug 
chain's  profits.  They  dwindled 
in  1998  and  1999  and  disap- 
peared in  2000  as  Eckerd  saw 
a  $76  million  operating  loss. 

With  no  growth  at  Penney 
stores  and  no  profits  at  Eck- 
erd, a  sell-off  in  the  shares 
may  seem  inevitable.  But  if 
you  ask  me,  Penney's  stock, 
which  topped  $78  three  years 
ago,  has  room  to  run.  There 
are  risks,  naturally,  especially  if 
the  consumer  economy  recedes 
and  shoppers  snap  their  wal- 
lets shut.  Just  the  same,  make 
a  few  assumptions  and  crunch 
the  numbers,  and  Penney's  shares  look  cheap. 
OVERDUE  REFORMS.  Assumption  No.  1  is  that 
Penney's  new  ceo,  Allen  Questrom,  can  pull  off 
one  more  turnaround.  From  1990  to  1997,  Que- 
strom led  giant  Federated  Department  Stores 
out  of  bankruptcy  to  prosperity.  Next,  he  helped 
jump-start  Barneys  New  York  after  its 
own  bankruptcy.  Since  joining  Penney  last 
fall,  Questrom  quickly  bolstered  its  balance 
sheet  by  cutting  inventories  and  selling  re- 
ceivables and  an  insurance-sales  unit.  Pen- 
ney last  year  generated  $600  million  in 
free  cash  flow  and  expects  free  cash  flow 
to  continue  for  the  next  few  years. 

Now,  Questrom  is  targeting  operations. 
His  new  management  teams  are  making 
such  overdue  reforms  as  centralizing  mer- 
chandise purchasing  and  cutting  prices  at 
Eckerd.  That  helped  Eckerd  swing  up 
from  a  first-quarter  2000  operating  loss 
of  $30  million  to  a  $56  million  profit  in 


BY  ROBERT  BARKER 
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With  a  turnaround 
pro  at  the  helm, 
expect  the  price  of 
this  undervalued 
stock  to  climb 
over  the  next  five 
years,  especially  if 
the  Eckerd  drug 
chain  is  sold  off 


2001's  first  quarter.  Eckerd  aims  to  increase  set 
by  at  least  8%  and  realize  a  minimum  4%  on 
ating  margin.  The  department  stores  hopeB 
expand  margins  from  last  year's  sub-2%  I<  < 
to  at  least  6%,  while  raising  sales  by  2%  a  yl 

Eckerd  rivals  Walgreen  and  cvs  enjoy  fatl 
margins  near  6%,  while  Penney's  competitlj 
get  about  10%.  To  meet  his  more  modest  gog 
Questrom  has  given  the  chains  lots  of  time,  thjl 
to  five  years.  So  assume  that  Penney  and  EckM 
don't  reach  them  next  year.  Let's  say  depj 
ment-store  sales  don't  grow  at  all,  while  Eckei 
grow  half  as  fast  as  hoped,  by  4%.  And  supp 
margins  widen  only  half  as  far  as  expected.  H 
much  then  would  Penney  figure  to  make  in  20 

Do  the  math,  and  the  department  stores'  ea 
ings  before  interest,  taxes,  depreciation, 


COMPANY            STORES 

REVENUE 

MILLIONS 

OPERATING 
PROFIT 

MARKET  VALUE' 

MILLIONS 

CVS            4,080 

$20,734 

$1,369 

$16,000 

ECKERD      2,640 

13,216 

10 

7,546* 

RITE  AID     3,648 

14,785 

(57) 

4,243 

WALGREEN  3,424 

23,720 

1,414 

33.928 

Financial  results  for  most  recent  12  months 
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amortization  come  to  $1.1  billion.  Eckerd's  ebiti 
pencils  out  to  $575  million.  At  conservative  mi 
tiples  of  future  EBITDA  (four  for  departme 
stores,  nine  for  drug  stores),  Penney  would 
worth  $9.6  billion.  Today,  even  after  this  yeai 
leap  in  Penney's  shares  to  $29,  the  stock  mark 
values  the  company  at  only  $7.6  billion. 

Penney  insists  its  only  plan  for  Eckerd  now 
to  fix  it.  But  a  healthy  Eckerd  could  be  wor 
plenty  as  a  separate  company  (table).  Penney  e 
timates  that  in  three  years  Eckerd  by  itself  m; 
command  $10  billion.  Questrom  one  day  could  s( 
Eckerd  to  fund  the  vast  makeover  Penney  stun 
need  so  badly.  I'm  betting  that,  with  over  a  millk 
shares  of  stock  plus  options  on  3.5  million  mor 
Questrom  will  ensure  value  will  out. 
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THORATEC:  PUMPING  UP 

Heart  failure  is  getting  a  lot  of  attention  on 
the  Street.  And  one  company  the  pros  say 
could  become  a  big  player  in  helping  avoid 
such  catastrophes  is  Thoratec  (thor).  "With  its 
HeartMate  ventricular-assist  devices,  Thoratec 
will  be  one  of  the  most  important  companies  in 
the  field,"  says  Dennison  Veru  of  Palisades  Cap- 
ital Management,  who  is  accumulating  shares. 
The  stock  has  swelled  from  6  in  March  to  18 
now.  Veru  thinks  it  will  hit  30  in  12  months. 

HeartMate  devices  take  over  some  of  the 
pumping  function  of  a  damaged  heart.  They  are 
approved  in  the  U.S.  and  Europe  for  patients 
awaiting  heart  transplants 
or  for  use  after  open-heart 
surgery.  But  more  impor- 
tant, HeartMate  may  even- 
tually get  Food  &  Drug 
Administration  approval  for 
use  as  an  alternative  to 
heart  transplants — if  re- 
sults from  a  National  In- 
stitute of  Health-sponsored 
trial  support  it. 

Thoratec  ceo  Keith 
Grossman  says:  "We  are  increasingly  optimistic" 
about  the  potential  of  HeartMate  for  treating 
new  patients,  who  could  number  100,000  a  year. 
He  explains  that  implanted  devices  might  per- 
manently assist  patients  with  late-stage  heart 
failure — whose  hearts  won't  recover  and  who 
aren't  eligible  for  transplants.  This  alternative-to- 
transplant  use  "is  a  $2.5  billion-plus  market," 
says  Michael  Weinstein  of  J.  P.  Morgan  Securities. 
He  thinks  approval  could  come  in  a  year.  He 
notes  that  an  artificial  heart  costs  some  $300,000, 
while  Thoratec's  pump  device  costs  $50,000. 

Weinstein  predicts  2001  earnings  of  20(2  a 
share  and  42(2  in  2002.  That's  in  line  with  Thor- 
atec's forecast:  It  recently  reaffirmed  its  2001 
revenue  estimates  at  $115  million  to  $120  million 
and  cash  earnings  of  $9  million  to  $11  million.  In 
2002,  it  sees  revenues  jumping  25%  and  cash 
earnings  doubling. 
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t's  easy  to  see  why  analysts  are 
scrambling  to  tag  Knight  Trading 
Group  (nite)  as  a  sell  or  a  hold: 
Earnings  have  plunged  94%  in  the 
second  quarter,  and  its  stock  has 
dived  from  25  in  early  January  to  10 
on  July  25.  It  may  be  too  late  to 
get  out  now.  But  this  may  be  just 
the  time  to  buy  in,  argues  value  in- 
vestor David  Katz  of  Matrix  Asset 
Advisors.  He  thinks  Knight  has  an 
"excellent  long-term  franchise"  and 


is  trading  at  a  fire-sale  price.  That  makes  Knight, 
the  largest  market  maker  in  the  Nasdaq  and  a 
leading  options  trader,  vulnerable  to  a  takeover, 
says  Katz.  He  wouldn't  be  surprised  if  previ- 
ously rumored  suitors  Lehman  Brothers  or  Gold- 
man Sachs  made  a  new  approach  to  Knight 
Chairman  and  ceo  Kenneth  Pasternak.  He  has 
given  up  the  presidency  after  big  shareholders 
and  directors  blamed  him  for  poor  results  this 
year.  It's  possible,  says  Katz,  that  a  European 
bank  might  also  consider  buying  Knight.  Knight 
declined  to  comment  on  the  takeover  rumors. 

In  a  buyout,  Knight  is  worth  18  to  25  a  share, 
figures  Katz,  who  reckons  that  on  fundamentals 
alone,  the  company  is  worth  15  to  18,  "depending 
on  market  conditions."  Apart  from  the  market's 
dismal  performance,  a  recent  change  of  stock 
quotes  from  fractions  to  decimals  crimped 
Knight's  earnings  as  it  narrowed  the  average 
spread  between  a  buy  and  sell  order. 

Richard  Bove  of  Raymond  James  &  Associ- 
ates, who  rates  the  stock  a  sell,  sees  Knight's 
earnings  plunging  to  36(2  a  share  in  2001  from 
2000's  $2.05,  and  to  35(2  in  2002. 

STARTING  TO  SIZZLE 
AT  RYAN'S 

Ryan's  Family  Steak  Houses  (ryan)  shares 
have  been  in  the  cellar,  bumping  down  from 
14  in  early  1999  to  7  in  late  2000.  These  de- 
pressed prices  had  prompted  management  to 
buy  back  stock:  50%  of  the  shares  over  three 
years.  But  lately,  the  stock  has  made  a  U-turn, 
bounding  from  9  in  January  to  15  now.  Investors 
have  turned  to  defensive  stocks  amid  the  mar- 
ket's disdain  for  tech.  And  Ryan's  has  enhanced 
its  dining  ambience:  It  introduced  "display  cook- 
ing" in  30  of  its  300  restaurants:  The  chef  whips 
up  customers'  orders  at  a  grill  in  the  middle  of 
the  dining  room.  "Display  cooking  has  enlivened 
sales,  which  have  jumped 
15%  at  each  eatery  where 
the  format  has  been  intro- 
duced," says  Roger  Lipton, 
who  heads  rhl  Associates, 
which  mainly  invests  in 
restaurants.  Ryan's  plans 
to  have  display  cooking  in 
all  outlets.  Lipton  has  been 
a  bull  on  Ryan's  because 
he  figured  the  stock  was 
too  cheap  on  an  earnings- 
growth  basis.  Its  new  format  is  such  a  hit  that 
Lipton  has  upped  his  estimates.  He  sees  Ryan's 
earning  $1.40  a  share  in  2001,  vs.  a  consensus 
Street  estimate  of  $1.35.  For  2002,  he  expects 
$1.60  to  $1.65,  up  from  the  Street's  $1.40.  His  tar- 
get for  the  stock:  $22  to  $24  in  12  to  18  months. 
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COMMENTARY 

The  market  ended  the  week  on  a  pos- 
itive note  as  the  Dow  rose  nearly  165 
points,  or  1.6%,  on  July  25,  while  the 
S&P  500  index  and  Nasdaq  jumped 
1.6%  and  1.3%,  respectively.  The  rise 
came  on  light  volume.  For  those  who 
follow  the  technical  indicators,  investors 
remain  cautious  in  the  face  of  weak 
earnings  reports.  The  good  news?  The 
quarter  is  coming  to  a  close. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 
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Van  Wagoner  Mid  Cap  Gr. 

Potomac  Internet  Plus 

Berkshire  Focus 

Berkshire  Technology 


19.6 
13.9 
11.0 
9.6 

-22.1 
-21.1 
-20.8 
-20.6 


Leaders 

Small-cap  Value  19.9 

Financial  19.4 

Mid-cap  Value  17.3 

Precious  Metals  14.6 
Laggards 

Technology  -56.4 

Communications  -55.2 

Japan  -35.8 

Large-cap  Growth  -33.3 

52-week  total  return % 

Leaders 

Potomac  Internet  Short  162.7 

CGM  Focus  104.1 

ProFunds  Ultrashort  OTC  103.7 

Rydex  Arktos  Investor  82.2 

Laggards 

Hudson  Investors  -96.2 

ProFunds  UltraOTC  Inv.  -89.0 

Jacob  Internet  -82.9 

Berkshire  Focus  -80.6 


Interest  Rates 


KEY  RATES 


MONEY  MARKET  FUNDS 


3.59%       3.69% 


90-DAY  TREASURY  BILLS  3.54  3.54  6  m 


1-YEAR  TREASURY  BILLS 


3.46 


3.57 


10-YEAR  TREASURY  NOTES 


5.17 


5.12 


link 


30-YEAR  TREASURY  BONDS         5.58  5.52  5  m. 


30-YEAR  FIXED  MORTGAGE!       7.01 


7.08 
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tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  munitot  ■ 


bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr 

GENERAL  OBLIGATIONS 

4.32% 
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INSURED  REVENUE  BONDS 
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I  THE  WEEK  AHEAD 


PERSONAL  INCOME  Tuesday,  July  31,  8:30 
a.m.  edt>  Personal  income  probably  rose 
0.2%  in  June,  while  consumer  spending 
likely  grew  by  0.3%.  That's  according  to 
the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  unit 
of  The  McGraw-Hill  Companies.  In  May, 
personal  income  also  advanced  by  0.2%, 
and  spending  jumped  by  0.5%. 

CONSUMER  CONFIDENCE  Tuesday,  July  31, 
10  a.m.  edt>  The  Conference  Board's 
July  index  of  consumer  confidence  is  ex- 


pected to  inch  up  to  118,  from  a  June 
reading  of  117.9. 

PURCHASING  MANAGERS'  INDEX  Wednesday, 
Aug.  1,  10  a.m.  edt>  The  National  Asso- 
ciation of  Purchasing  Management's  July 
index  of  industrial  activity  probably  rose 
to  45%,  from  44.7%. 

CONSTRUCTION  SPENDING  Wednesday  Aug. 
1,  10  a.m.  edt  ►  Building  outlays  in  June 
are  expected  to  advance  0.3%  for  the 
second  consecutive  month. 


FACTORY  INVENTORIES  Thursday,  Aug.  2, 
a.m.  edt>  Manufacturing  inventories 
likely  fell  for  a  fifth  consecutive  mont 
down  0.4%,  after  falling  0.3%  in  Ma; 


EMPLOYMENT  Friday,  Aug.  3,  8:30  a.m. 
►  Nonfarm  payrolls  likely  fell  by  50,0^, 
jobs  in  July,  with  a  loss  of  75,000  in 
manufacturing.  June  payrolls  fell  by 
114,000,  with  113,000  cuts  coming 
manufacturing.  The  July  unemployme 
rate  probably  hit  4.6%,  with  the  aver; 
workweek  holding  at  34.3  hours. 
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•0  kept  pace  with  the  broader  markets,  falling  1.5%.  But  the  damage  was  confined  to  individual 
ther  than  sectors.  Cable  set-top  maker  Scientific-Atlanta  lost  a  third  of  its  value,  as  it  lowered  prof- 
ts  for  2002,  and  credit-card  issuer  Providian  sank  20.4%.  Sun  Microsystems  shone  brightly,  ris- 
—  'o  for  the  week. 
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COMPANY  PERFORMANCE 

%  change 
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Week     3/1/01 


%  change 
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-19.6 
-3.1 
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Verizon  Communications 

-0.7 

15.3 

27 

Citigroup 

-2.5 

1.4 

28 

Sun  Microsystems 

11.0 

-22.6 

29 

Merck 

-3.8 

-18.5 

0.5 

-20.4 

4.3 

11.3 
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4.3 
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-14.0 
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4.7 
11.1 
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12.1 
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-9.9 

6.7 

-57.7 
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-9.2 

6.9 
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2.7 

-9.4 

-54.4 

11.6 

3.9 

5.3 
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30  El  Paso  -5.7  -30.8 

31  Altera  -5.5  9.0 

32  Marsh  &  McLennan  -1.2  -7.2 

33  Household  International  -3.9  14.3 

34  Chevron  2.7  2.7 

35  SBC  Communications  -1.6  -4.7 

36  Mercury  Interactive  4.4  -39.5 

37  AOL  Time  Warner  -2.0  -0.6 

38  Washington  Mutual  -5.8  19.3 

39  General  Dynamics  -1.1  19.4 

40  Comcast  -4.1  -17.3 

41  Morgan  Stanley  Dean  Witter       -3.0  -10.2 

42  Tellabs  4.0  -61.3 

43  Exxon  Mobil  0.0  3.5 

44  Scientific-Atlanta  -33.2  -48.4 


45  U.S.  Bancorp 

46  Paychex 

47  Merrill  Lynch 

48  Bed  Bath  &  Beyond 

49  Texas  Instruments 

50  Teradyne 


-5.9 
-6.5 

0.1 
-1.1 

5.0 
-2.0 


-A3 
-1.0 
-12.8 
28.2 
-2.4 
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'  Production  Index 


Change  from  last  week:  0.2% 
Change  from  last  year:  -3.3% 


7    1992=100 


iction  index  rose  for  the  first  time  since  the  first 
,pril.  Before  calculation  of  the  four-week  mov- 
lge,  the  index  climbed  from  168.2  to  169.2. 
sonal  adjustments,  auto  and  truck  assemblies 
slightly,  as  the  model  year  changeovers  were 
•A.  In  addition,  lumber  rebounded  strongly, 
ctric  output  and  rail-freight  traffic  also  in- 
Crude-oil  refining  dropped  sharply,  with  steel 
production  also  falling, 
i  on  each  of  the  index  components  is  at  www.business- 
BW  production  index  Copyright  2000  by  The  McGraw-Hill 


I  Online  Resources 

BW50  Track  the  index  and  the  com- 
panies in  it  all  day  long.  Plus:  our 
exclusive  Info  Tech  100  index. 

BUSINESSWEEK  INVESTING  Real  time 
market  coverage  and  investment 
tools  in  partnership  with  Standard 
&  Poor's. 

MUTUAL  FUNDS  Search  for  funds,  view 
BW  ratings,  and  read  Q&A's  with 
fund  managers. 

COLUMNS  Hot  stocks,  takeover  plays, 
and  the  latest  strategies  for  manag- 
ing your  money. 


BusinessWeek  online 


For  more  investment  data  and  the 

components  of  the  production  index,  visit 

www.businessweek.com. 
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Few  people  can  make 

decisions  that  are  as  good 

for  the  environment  as 

they  are  for  business. 


You  happen  to  be  one  of  them. 

You  make  the  choices  that  improve 
your  companys  bottom  line.  Energy  Star® 
makes  it  easier.  The  Energy  Star 
label  on  your  buildings  tells  the 
world  that  you  are  committed  to 
superior  energy  performance.  That 
commitment  not  only  increases  the 
value  of  your  organization  but  also 
helps  prevent  air  pollution.  And  that 
looks  good  to  people  everywhere, 
from  Main  Street  to  Wall  Street. 
More  than  half  of  the  Fortune  500® 
already  reap  the  benefits  of  partici- 
pation in  Energy  Star.  Your  company 
can  too.  Call  1 -888-STAR-YES  or 
visit  energystar.gov. 


-^^nu 


Money  Isn't  All  You're  Saving 

1  ,,  .-rsierccl  mark 


l  mental  Protection  Arctic; 
■nd  thi   i     ■■   i  h  p .tn  ol  Energy 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stony  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


About.com  66 

ACLN  66 

ADAC  Laboratories  (PHG) 

66 

Agere  Systems  (AGR)  36 
Alcoa  (AA)  30 
AltaVista  (CMGI)  8 
Amazon.com  (AMZN)  35, 

50,  EB6,  EB22 
American  Express  (AXP) 

50 
AOL  Time  Warner  (AOL)  8, 

34,  36,  EB7 
Apple  Computer  (AAPL) 

54 

Arctic  Cat  66 
ArialPhone  18 
Artesyn  Technologies 

(ATSN)  66 
AT&T  (T)  36 
Away.com  EB7 

B 


Bank  Central  Asia  40 
Barneys  New  York  84 
Bausch  &  Lomb  (BOL)  50 
Bear  Stearns  (BSC)  31 
Bell  Microproducts 

(BELM)  66 

Benchmark  Capital  EB1 2 
Bertelsmann  66 
Boeing  (BA)  26 
Boston  Consulting  EB6 
Bridgestone/Firestone 

(BROCY)  42 
British  Telecom  (BT) 

EB12 
Buffets  66 


Calpine  (CPN)  79 
Cap  Gemini  Ernst  & 

Young  54 
Cargill  EB26 
Caterpillar  (CAT)  26 
Charles  Schwab  (SCH)  31 
Checkpoint  Systems 

(CKP)  36 

Chevron  (CHV)  40 
CIGNA  (CI)  70 
Citigroup  (0  31,40, 50, 

79 
CitySearch.com  EB7 


Classmates.com  EB30 
CNBC  (GE)  17 
Coca-Cola  (KO)  36, 40 
Coldwater  Creek  (NNM) 

EB6 

Comcast  (CMCSK)  36 
Compaq  (CPQ)  42 
ComVentures  EB4 
Comverse  Technology 

(CMVUEB12 
Consumer  Reports  EB30 
Covad  Communications 

(COVD)  66 
Credit  Suisse  First  Boston 

92 
Critical  Path  (CPTH) 

EB12 
CVS  (CVS)  84 
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Dannon  (DA)  56 
Delta  Air  Lines  (DAL)  56 
Duferco  EB26 
Dynegy  (DYN)  72 

E 


Eastman  Kodak  (EK)  70 
eBay  (EBAY)  45 
Efunds  (EFDS)  66 
El  Paso  (EPG)  72 
Electronic  Data  Systems 

(EDS)  56 
Eli  Lilly  (LLY)  14 
Enron  (ENE)  72 
Eshops.msn.com  EB7 
E*Trade  Group  (EGRP) 

EB12 

Exxon  Mobil  (XOM)  40 
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Fabrik  Connect  EB1 2 
Federated  Department 

Stores  (FD)  84 
FedEx  (FDX)  14 
Fidelity  Select  Electronics 

Fund  (FSELX)  79 
FishRound  EB26 
Flextronics  (FLEX)  42 
Ford  (F)  36, 50 
Forest  Laboratories  (FRX) 

79 
Forrester  Research 

(FORR)  35,  EB30 
ForSoft  (FORTY)  66 


Franklin  Resources  (BEN) 

79 
Frontier  Communications 

EB12 

G 


Gabelli  Growth  (GABGX) 
79 

Gap  (GPS)  26, 92 
Gartner  Group  (IT)  47 
G.D.  Searle  (PHA)  37 
Geekcorps  EB4 
General  Electric  (GE)  20, 
42 

General  Motors  (GM)  50, 
56 

GlobalCenter  EB1 2 
Gmatrix42 

Goldman  Sachs  (GS)  22, 
87 

Goodyear  Tire  &  Rubber 
(GT)42 
Gruntal  66 
Grupo  Mabe  42 
GSX  EB26 
H 


Hello  Direct  18 
HereUare 

Communications  EB4 
Hewlett-Packard  (HWP) 
42,56 

H.J.  Heinz  (HNZ)  30,  50 
Home  Depot  (HD)  92 
Honeywell  International 
(HON)  20 
HSBC  Holdings  (HBC)  31 


IBM  (IBM)  42, 50,  56 
Immunex  (IMNX)  14 
lnside.com  EB30 
Intel  (INTO  42,  79 
International  Paper  (IP) 

30,66 

Intuit  (INTU)  14,  EB22 
Invesco 

Telecommunications 

(ISWCX)  79 

i2  Technologies  (ITWO)  17 
iWon8 


J.C.  Penney  (JCP)  84 
John  Hancock  Financial 
Services  (JHF)  50 


Johnson  &  Johnson  (JMJ) 

47,50 
JWGenesis  Financial 

(FTU)  66 
K 


56 

Kimberly-Clark  (KMB)  30 
Kinder  Morgan  (KMI)  79 
Kmart  (KM)  36 
KnightTrading  (NITE)  87 
KPMG42 


L'Oreal  (LORLY)  40 
Lehman  Brothers  (LEH) 
35,87 

Levi  Strauss  92 
Lucent  Technologies  (LU) 
36,66 
Lycos  EB4 

M 


Magellan  EB1 2 
Manor  Care  79 
Mars  50 
Mattel  (MAT)  70 
Maxtor  (MXO)  66 
McDonald's  (MCD)  56 
McGraw-Hill  (MHP)  88 
McKinsey  EB26 
Mercer  Data  Consulting 

47 
Merrill  Lynch  (MER)  31, 

50,  72, 79,  92 
Meyers  Pride  Value  Fund 

(MYPVX)  79 
MFS  Communications 

EB12 

Michelin  42 
Micron  Technology  (MU) 

79 
Microsoft  (MSFT)  8,18, 

20, 34, 42,  50, 66,  79, 

EB22 

Mitsubishi  EB26 
Mitsui  (MITSY)  EB26 
Mohr  Davidow  Ventures 

EB12 
Moody's  Investors  Service 

(MOC)  47 
Morgan  Stanley  Dean 

Witter  (MWD)  31 
Motorola  (MOT)  14 
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Napster  35 


National  Semiconductor 
(NSM)  14 

NCI  Building  Systems  66 
Nestle  USA  (NSRGY)  70 
Netscape  (AOL)  16, 20 
Network  Solutions  EB 12 
Nike  (NKE)  26, 40, 92 
Nortel  Networks  (NT)  66 
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Office  Depot  (ODP)  EB22 
Ogilvy  &  Mather  50 
Omnicom  (OMC)  50 
Osterweis  Fund  (OXTFX) 
79 
Outsell  EB30 
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Pacific  Gas  &  Electric 

(PCG)  72 

PepsiCo  (PEP)]  50 
Pertamina  40 
Pfizer  (PFE)  26, 30 
Philip  Morris  (MO)  50 
Pizza  Hut  (YUM)  56 
Polaroid  (PRD)  76 
PricewaterhouseCoopers 

EB12 
Procter  &  Gamble  (PG) 

50.22B.EB12 
Putnam  Lovell  Securities 

31 
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Qualcomm  (Q)  36 
R 


Rational  Software  (RATL) 

66 

Rettew  Associates  70 
RHL  Associates  87 
Royal  Philips  Electronics 

(PHG)  66 
Ryan's  Family  Steak 

House  (RYAN)  87 
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Samsung  EB26 

SAP  (SAP)  50 

SBC  Communications 

(SBOEB12 
Scansoft  (SSFT)  47 
Schedule  Online  EB22 
Schering-Plough  (SGP) 

14 

SCI  Systems  (SCI)  42 
Seagate  Technologies  66 


Sherwin-Williams  (SHV 

30 

Snap-on  (SNA)  66 
Solectron  (SLR)  42 
Sony  (SNE)  50, 76 
Source  Information 

Management  (SORC) 
Sprint  (FON)EBI  2 
Stamps.com  (STMP) 

EB22 
Standard  &  Poor's  (MH 

40, 42,  79 
Staples  (SPLS)  EB22 
Starbucks  (SBUX)  50,  | 
Sun  Microsystems 

(SUNW)  16, 20,  EB12 
Symantec  (SYMC)  30 
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Taco  Bell  (YUM)  56 
Talk  City  66 
Tektronix  (TEK)  47 
Texaco  (TX)  40, 66 
Thoratec  (THOR)  87 
Toronto-Dominion  Bank 
(TD)14 

TradeArbed  EB26 
Tribune  (TRB)  36 
Tupperware  (TUP)  66 
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United  Parcel  Service 
(UPS)  14 

UPM-Kymmene  (UPM)  6 
USWest(Q)EB12 


VerticalNet  (VERT)  66 
Visa  International  36 
Visionese  40 

W 


Wal-Mart  Stores  (WMT) 

36,50 

Walgreen  (WAG)  66, 84 
Walt  Disney  (DIS)  36 
Watson  Investment 

Partners  66 
Watson  Wyatt  Worldwide 

82 

Webvan  (WBVN)  EB22 
Winnebago  Industries  79 
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Xerox  (XRX)  47 
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Yahoo!  (YHOO)  50 
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www.businessweek.com/classifieds 
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siness/Career  Opportunities 


IX  FIGURE  POTENTIAL 

FROM  HOME  (part/full  timet 

26-year-old  international, 

multi-billion  dollar  technology 

u    company  with  5A1  D&B  rating 

:or  details  on  our  internet  based 

marketing  approach,  visit: 

im.myautomaticbiz.com/bgnri 


Sales  Promotions/Premiums 


shore*  E -Commerce 
=  Profit 


)wn  an 

)ffshore  Bank 
300-733-2191  ^^ 


equipment  le, 


Arrange 

1  Factoring  •  Busbies 


nsof  ALL 

SEE  FOR  YOURSELF! 

it  us  -it  www.viewTLC.com  where  making 
ROney  is  as  easy  as  receiving  your  E-mail! 
Kl  <  I  l\  I     \  ii  II  OR  INFO  KIT 
AND  FREE  VIDEO  SEMINAR 

rll.HlK    I 
iCV  I  "HI 


CALL 
800-336-3933 
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Loudmouth 

Toll  Free  1-866-Loudmouth  (568-3668) 

www.LoudmouthUSA.com 


CUSTOM  MAGNETS 


Business  Card  Magnets  as  low  as 

Other  Styles  Available!      <f  AC 
www.irid2edoor.com/biz.i1tmi 
1-800-955-3741 


12* 


Discount  Travel 


NewYbrt,ltas,Oii«Kf0  > 


Upfo65%CW.' 

■  ■     m9        Book  Online® 

hoteldiscount.com 
800-627-7019 


Business  Services 


BUYING  or  SELLING??? 

Businesses  and  Franchises 
Distributorships  and  Licenses 
All  types,  prices,  terms,  locations 

ABC  719-540-2200 
bizsale.com 

or  see 

franchise-for-sale.com 


SAVE  MONEY 
ON  HEADSETS! 


Headsets  com 

Save  up  to  50%  on  all  styles... 

•  Office  headsets 

•  Wireless  headsets 

•  Cellular  headsets 

SATISFACTION  GUARANTEED! 
WHY  WAIT  ANY  LONGER? 

You  and  your  staff  will  love  the  ease 
and  comfort  of  using  headsets... 

AND  WE  CAN  SAVE  YOU 
MONEY!  ORDER  NOW! 

CALL  1-800-450-7686 

OR  ORDER  ONLINE  AT: 

www.headsets.com 

"America 's  Leading  Headset  Discounter"         _ 

1  Daniel  Burnham  Ct.,  Suite  310c   °> 

San  Francisco,  CA  94109         £ 


WE    DESIGN 

LDGDS 


Need  a  corporate  logo 
design  for  your  business? 

WWW.   l23LOGO.COM 

■fflliail=l;l:l:»^M 


TOOLS  FOR  MANAGING 
YOUR  STAFF 

Get  job  descriptions,  employee 

coaching  lessons, 

mission  statements,  and  more. 

Sign  Up  Now!  Only  $129/yr. 

WorkplaceToolbox.com 

512-837-9200x217 


w-v*««/  .    Get  a  Professional 

"'■■y/QQjO     Custom  Designed 
v    „«         '^     LOGO  TODAY! 

\  isa  MC  Amex 

Toil-Free:  1-888-869-5646 


www.  1  800mylogo.com 


Education/Instruction 


DINBURGH 


MBA 


call  toll-free:  1-800-622-9661,  or  e-mail:info@hwmba.net  quoting  BW701 

www.hwmba.edu 


Computer  Equipment 


-  -  r 

Ted  Dasher  Inc. 

Hewlett-Packard 

Buy«Sell»Trade 


LaserJet  •  ColorPro  •  DraftMaster  •  DeskJet 

DraftPro  •  DesignJet  •  Ruggedwnter 

Electrostatic  Plotters 

5  9000/3000  Workstations  &  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

Email:  sales@dasher.com 


Web  Development 


Web  Development 


VCS  builds  highly  scalable,  high  performance 

web  applications.  We  have  extensive 

experience  with  eCommerce,  B2B,  B2C 

applications. 

Contact  us  at  vcs@vcssystems.com  for  your 
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Editorials 


CONFRONTING  ANTI-GLOBALISM 


I 


The  bloody  Group  of  Eight  summit  meeting  in  Genoa  is  a 
watershed  event.  The  violence  that  has  been  intensifying 
since  the  first  Seattle  demonstrations  finally  split  the  anti-glob- 
alization movement,  with  reformers  of  the  international  cap- 
italist economy  distancing  themselves  from  the  anarchists 
who  simply  want  to  destroy  it.  This  could  open  an  opportunity 
for  corporations  to  sit  down  and  negotiate  compromises  with 
groups  willing  to  reason.  But  the  task  may  be  forbidding.  The 
anti-globalization  movement,  as  it  stands  now,  is  an  inchoate 
collection  of  nongovernmental  organizations  and  individuals 
that  often  hold  mutually  contradictory  beliefs  and  promote 
clashing  agendas. 

Take  extending  First  World  labor  standards  to  Third  World 
countries.  This  is  a  major  issue  for  most  protesters,  who 
have,  of  course,  the  best  of  intentions.  But  it  is  naive  eco- 
nomics and  is  opposed  by  India  and  just  about  every  other 
developing  country.  Why?  The  competitive  advantage  of 
many  developing  countries  lies  precisely  in  their  lower  costs 
of  doing  business.  As  Japan,  Korea,  and  Taiwan  have  shown, 
the  road  to  prosperity  often  begins  with  low  wages  and 
cheap  exports.  As  skills  increase,  the  sophistication  and  value 
of  goods  produced  rise,  allowing  wages  and  income  to  move 
higher.  West  Germany's  attempt  to  impose  its  higher  wages 
on  East  Germany  after  the  fall  of  communism  led  to  an  eco- 
nomic disaster,  with  little  growth  and  high  unemployment  in 
the  east.  It's  one  thing  for  corporations  to  pay  decent  local 
wages  and  follow  local  laws  protecting  workers.  But  buckling 
under  to  pressure  to  extend  U.  S.  or  European  pay  scales  to 
emerging  nations  could  mean  shutting  down  local  factories — 
hurting  people,  not  helping  them. 

There  are  major  sovereignty  issues  as  well.  Anti-global- 
ization groups  speak  in  the  name  of  Third  World  countries, 
but  democratically  elected  governments  in  countries  such  as 
Mexico  and  India  often  disagree  with  them.  They  want  more 


corporate  investment,  not  less;  freer  trade,  not  more 
stricted  markets;  and  the  enforcement  of  local  labor  laws, 
the  imposition  of  foreign  ones.  Moreover,  Mexico,  India, 
other  nations  insist  on  speaking  for  themselves. 

Culture  can  be  a  serious  problem.  Child  labor  in  factories 
opposed  by  anti-globalization  forces,  but  in  many  countrie^ 
is  a  major  source  of  income,  keeping  families  together 
girls  out  of  prostitution.  Besides,  it  is  commonly  accepted  | 
American  farms  today  and  was  legal  during  the  long  per 
when  the  U.  S.  itself  was  a  developing  country.  The  envinj 
ment  poses  a  similar  conundrum.  Opposition  to  the  TI 
Gorges  dam  in  China  is  intense  because  it  will  displace  ma 
farmers.  But  dam-building  was  crucial  in  controlling  water 
generating  electricity  in  the  U.S.  Without  dams,  Califoril 
and  much  of  the  West  could  not  have  been  settled.  Imposij 
high  21st  century  labor  and  environmental  standards  on 
veloping  countries  runs  the  risk  of  appearing  hypocriti(| 
and  undermining  growth. 

Despite  these  difficulties,  smart  ceos  should  proceed 
opening  a  dialogue  with  the  reformers.  Many  have  alread 
successfully  negotiated  with  some  of  the  groups.  Gap  Inl 
Nike  Inc.,  and  others  have  adopted  codes  of  conduct  f^ 
their  overseas  plants,  hiring  monitors  to  oversee  complianc 
Levi  Strauss  Co.  has  ethical  manufacturing  standards  for 
overseas  operations.  Home  Depot  Inc.  has  adopted  an  ec\ 
friendly  lumber  supply  program  with  the  Rainforest  Actic 
Network.  Starbucks  Corp.  is  working  with  Conservation 
ternational  to  buy  coffee  from  farmers  preserving  forests. 

The  truth  is  that  many  of  the  demands  of  the  anti-globa| 
ization  groups  reflect  the  values  of  middle-class  consumers 
the  U.S.  and  Europe,  especially  the  young.  It  may  be  hard 
but  by  working  with  reasonable  reformers  of  the  global  sy^ 
tern,  corporations  can  not  only  help  others,  they  just  migh 
help  themselves. 


HOW  STOCK  BROKERS  CAN  REGAIN  TRUST 


Credit  Suisse  First  Boston  is  following  the  lead  of  Merrill 
Lynch  &  Co.  in  prohibiting  its  equity  analysts  from  own- 
ing stock  in  the  companies  they  cover.  To  anyone  watching 
the  erosion  of  Wall  Street  credibility  in  the  wake  of  the 
busted  Nasdaq  bubble,  this  should  be  good  news.  Analysts  in 
particular  have  seen  their  reputations  trashed  in  this  down 
market  as  their  many  conflicts  of  interest  have  come  to  light, 
infuriating  investors. 

But  not  everyone  agrees.  Believe  it  or  not,  there  are  some 
on  Wall  Street  who  think  that  analysts  should  actually  have 
"skin  in  the  game"  and  own  the  stocks  of  companies  they  an- 
alyze. The  rationale?  Personal  stock  ownership  gives  them  the 
ultimate  stake  in  their  own  coverage. 

1  hink  that's  nonsense.  Analysts  already  have  skin  in  the 


game:  their  stockpicking  performance  over  time.  It's  the  ve 
basis  of  their  claim  to  professionalism  and  is  far  better 
bias  based  on  greed.  Otherwise,  how  can  investors  kno 
when  analysts  on  TV  honestly  believe  a  company  is  good  or  an 
simply  trying  to  bull  the  stock?  Indeed,  can  analysts  be  sun 
of  their  own  motivation  if  they  own  a  stock  they're  touting? 
Of  course  not.  The  fact  is  that,  as  with  all  other  proles 
sionals,  basing  salary,  bonuses,  and  options  on  getting  it 
right  provides  plenty  of  incentive  for  thoughtful,  honest 
work.  And  it  is  the  best  way  to  provide  investors  with  some 
measure  of  objective  research  on  company  stocks  they  might 
want  to  buy.  Merrill  Lynch  and  CSPB  are  right  in  banning  an- 
alysts from  owning  stock  in  companies  they  cover.  The  rest  of 
Wall  Street  should  follow  quickly. 
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From  communications  test  to  networking,  we  make  every  second  count. 
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on  the  line,  before  their  customers  do.  All 

the  way  to  networking  solutions  that  move 

data  faster  and  farther  than  ever  before. 


Creating  solutions  for  the  wired  and 
wireless  worlds  is  what  we're  all  about  at 
Anritsu.  With  100  offices  worldwide,  we 
have  the  resources  to 
act  globally,  and  the 
focus  it  takes  to  solve 
your  problems  "locally" 
as  well. 

Don't  waste 
another  minute. 

Find  out  what  a 
solutions-driven 
partner  can  mean 
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today.  Talk  to  Anritsu 
and  you'll  "Discover 
what's  possible".. .in  no  time.  Call  us  at 
l-800-ANRITSU,or  check  out  our  Web 
site  at  www.us.anritsu.com/Discover 
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ANALYSIS:  As  tech  multinationals  mull  leaving  Ireland  for  less-gree 
but  cheaper,  pastures,  the  Celtic  Tiger  is  changing  strategies 


CAREERS 


Advice  and  tools  for 
upper-management  job  seekers 


www.businessweek.coin/caieei 


ASK  CAREERS:  How  do  you  return  to  your 

former  job  after  a  move  into  a  new  field?      ■  tJ&i 

Put  your  old  skills  front  and  center 


A  llllliuic  Is  A  STR1  OOLESI  OMPA 


: 


IT    SCREAMS    UNPRETENTIOUS. 


WAIT,    IS   THAT    PRETENTIOUS? 


eel 


yrl- 


A  perforated  leather-wrapped  steering  wheel.  Two-tone  seats. 
Aluminum  alloy  wheelsf  The  benefits  of  the  new  Camry 
Gallery  Series,  while  plentiful,  are  also  rather  understated. 
Much  like  the  qualities  of  the  people  who  drive  them. 
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TOYOTA     NEW  CAMRY  GALLERY  SERIES 


>2000  Toyota  Motor  Sales.  U.S.A..  Inc.  tOyOta.COID   Buckle  Up!  Do  it  (or  those  who  love  you.  "Available. 


BROWNOUT  BLUES 

CALIFORNIA'S  MOST 
WANTED  HONCHOS 

IT  MAY  BE  HUMID  IN  HOUSTON, 

but  it's  even  stickier  in  Cali- 
fornia if  you're  a  Texas  en- 
ergy exec.  Enron  Chairman 
Kenneth  Lay  indefinitely 
postponed  an  Aug.  7  speech 
to  Town  Hall  Los  Angeles,  a 
civics  organization.  The  rea- 
son? Enron  confirms  it  feared 
Lay  would  be  arrested  if  he 
set  foot  on  California  soil.  En- 
ron has  been  cited  for  con- 
tempt by  a  California  Senate 
committee  investigating  char- 


ges of  electricity 
price  gouging. 
Enron  refuses 
to  provide  what 
it  calls  classified 
documents  un- 
less a  judge  ensures  they'll 
remain  confidential.  "The  Sen- 
ate is  looking  for  a  political 
scapegoat,  and  we  can't  trust 
the  situation,"  says  an  Enron 
spokeswoman. 

Lay  isn't  the  only  Texan 
to  cancel  California.  Reliant 
Energy  Chairman  R.  Steve 
Letbetter  skipped  a  July  18 
speech  to  the  same  group. 
Reliant  was  also  cited  by  the 
Senate.  A  Reliant  spokesman 
says  Letbetter  had  more  ur- 
gent business  in  Houston. 

Of  course,  Lay  may  also 
have  been  trying  to  avoid  the 
fate  of  his  ceo,  Jeffrey  Skilling. 
In  San  Francisco  on  June  21 
(pre-citation),  an  electricity  ac- 
tivist hit  Skilling  with  a  cream 
pie.  Christopiier  Palmeri 


B-SCHOOL  NOTES 

BIG  EX-TECHIES 

ON  CAMPUS 

SCORNED   BY   MANY  TWENTY- 

somethings  in  the  years  of 
anything-goes  venture  fund- 
ing, business  schools  are  get- 
ting a  second 
look.  This  year 
alone,  367  Inter- 
net companies 
have  gone  belly- 
up.  And  many  of 
the  nearly  83,000 
dot-commers  laid 
off  as  a  result 
plan  to  wait 
out  the  summer 
with  extended 
vacations — and 
then  go  to  busi- 
ness school  in 
the  fall. 

Applications  at  top  B- 
schools,  including  Harvard 
and  the  University  of  Vir- 
ginia, are  up  an  average  of 
5%  to  20%  this  year  after 


GREENER  GRASS:  Harvard 


comparable  declines  last  year. 
At  UVA's  Darden  School,  the 
class  is  actually  overbooked 
by  25  people.  Usually,  just 
one  or  two  extras  were  on 
the  list.  Stanford  Graduate 
School  of  Business  has  logged 
a  120%  increase  in  applicants 
from  high-tech  fields. 

The  Univer- 
sity of  Califor- 
nia-Los Ange- 
les' Anderson 
School  has  also 
seen  many  more 
dot-commers 
and  tech  folks 
in  its  last  ad- 
missions round. 
"The  last  month, 
we've  been  get- 
ting calls  from 
people  who've 
been  laid  off 
"  asking  if  there's 
any  way  that  they  can  still 
get  into  the  fall  class," 
says  Admissions  Director 
Linda  Baldwin.  The  answer 
is  no.  Jennifer  Merrill 


NEWS  FLASH  Another  recession  special:  The  New  Yorker 
Hotel  offers  a  room  discount  of  $10  or  $20  if  the  Dow  closes 
down  50  or  100  points,  a  guaranteed  "room  on  a  high  floor 
with  open  windows"  if  the  Dow  drops  more  than  500  points 
and  free  breakfast  or  a  cocktail  if  it  closes  up  200  points 

WORKFORCE  WOES 

WHEN  LOYALTY  ERODES,  SO  DO  PROFITS 

HERE'S  FOOD  FOR  THOUGHT  IN  THESE  DOWNSIZING  TIMES: 
new  book  finds  that  Corporate  America  doesn't  grasp 
relevance  of  employee  loyalty  to  success.  And  its  acti 
have  alienated  employees,  who  in  turn  alienate  customer: 
and  that  hurts  profits  and  growth.  Frederick  Reichheld,  aut 
of  Loyalty  Rules!:  How  Today's  Leaders  Build  Lasting 
lationships,  due  out  in  Septem 
from  Harvard  University  Pre 
finds  that  "revolving-door  defi 
tions"  have  a  clearly  defined  i 
pact  on  profits.  He  studied  nea: 
100  companies  in  a  dozen  industri 
One  of  his  studies,  fn 
1996,  finds  5%  swin 
in  retention  rates  r 
suiting  in  25%  to  10C 
swings  in  earnings 
both  directions. 
Today,  the  typical  coi 
pany  is  lucky  if  50%  of  i 
employees  believe  it  d 
'serves  their  loyalty,  accordii 
to  a  study  of  2,000  employees  that  Reichheld  did  for  Bain 
Co.  this  year.  As  a  result,  Reichheld  says,  U.  S.  corporatioi 
lose  half  their  customers  in  five  years,  half  their  employees 
four,  and  half  their  investors  in  less  than  one.  By  fostering  lo 
alty,  companies  can  boost  productivity,  customer  retentic 
and  referrals,  and  attract  talented  staff.  "It's  more  importai 
in  a  down  market,"  he  says.  Mara  Der  Hovanesic 


THE  LIST   PERKS  FOR  EX-PRESIDENTS 


Your  tax  dollars  pay  the 
bills  of  former  Presidents, 
covering  the  costs  of  office 
space  and  staff,  not  to 
mention  their  post-Presiden- 
tial salaries.  Here's  who 
spends  what: 


OFFICE 


PRESIDENT 

SAURY 

LOCATION/RENT 

EXPENSES* 

BILL  CLINTON 

$150,000** 

New  York 
$354,000 

$265,000 

GEORGE  BUSH 

$96,000 

Houston 
$169,000 

$135,000 

RONALD  REAGAN 

$96,000 

Los  Angeles***   $99,000 
$177,000 

JIMMY  CARTER 

$96,000 

Atlanta 
$102,000 

$142,000 

GERALD  FORD 

$96,000 

Rancho 

Mirage,  Calif. 

$110,000 

$75,000 

*Staff,  printing,  postage,  telephone,  utilities,  supplies,  equipment    * 'Salary  reverts  to 

$96,000  30  months  after  leaving  office    "*Plans  to  scale  down  office  in  September,  2001 

Data:  GSA  fiscal  year  2002  budget  allowances 
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INTRODUCING  THE  xSERIES  300. 
IT  STACKS  UP.  YOUR  BILLS  WON'T. 


►  Space-efficient  1U  design 
means  instant  scalability 
(up  to  42  in  a  rack). 


►  IBM  Director  with  Capacity 
Manager  anticipates  bottlenecks 
and  recommends  solutions. 


►  Choice  of  processors, 
memory,  OS  and  storage 
means  ultimate  flexibility. 


IBM  @ server  xSeries  300 


Choose  from  the  high-performance,  ultra-reliable  Intel'  Pentium"  III 

processor  1GHz  or  the  value-based  Intel  Celeron™  processor  800MHz' 

Up  to  256MB  memory 

Up  to  256KB  L2  cache 

Dual  10/100MB  Ethernet  integrated  on  system  board 


Support  for  up  to  two  fixed  SCSI  drives  or  two  IDE  drives 

IBM  Director  Systems  Management  Software 

3-year  parts/1-year  onsite  labor  limited  warranty2 

90-day  IBM  Server  Startup  Support 

Runs  Microsoft1  Windows'1  2000,  Windows  NT*  and  Linux" 


starts  at  only  $1,296 


Success  Lease    lor  Small  Business 
$46/mo",  36  mos. 


SPECIAL  OFFER  -  LEASE  FOR  AS  LOW  AS  $46/M0NTH 

Get  it  now  at  ibm.com/eserver/6616  or  call  1-888-ShoplBM,  mention  code:  6616 


..    hi         Fo       i  intii    i      id ,:      boi  IBM  sends  a  i         a  ■■ 

ii 
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IBM  Corp.  All  rights  n 
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DIGITS  ARE  POPPING  UP 

everywhere       teens 

are — not     just     in 

instant-messaging 

shorthand  (where  "see 

you      later"      becomes 

"cul8r")  but  on  T-shirts, 

in    the    names    of   hot 

bands  (Matchbox  Twenty,  112,  D12, 

Sum  41,  98°,  Eve6),  on  messenger 

bags,  and  emblazoned  across  various 

fashion  items  for  the  youth  market. 

So  companies  such  as  Old  Navy  and 

Abercrombie  &  Fitch  have  gone  big  into  numbers  with  clothes 

aimed  at  the  tweenage  demographic.  Youngsters  are  flocking  to 

buy  their  number-emblazoned  T-shirts,  sweatshirts,  and  pants 

modeled  after  70s  colle- 
giate sports  uniforms. 
They're  "a  strong  part 
of  our  business,"  agrees 
an  Old  Navy  spokesman. 
Why  numbers,  why 
now?  Image-sawy  youth, 
it  seems,  are  sick  of  lo- 
gos and  brands  splashed 
across  their  chests,  says 
Janine  Lopiano,  whose 
Sputnik  group  tracks 
teen  trends.  A  fascina- 
tion with  digits  comes 
from  the  popularity  of 
"e-mail  speak,"  cell 
phones  and  text  messag- 
ing, in  which  thoughts 
are  converted  into  num- 
bers on  a  dialpad.  Plus, 
there's  the  age-old  baf- 
fle-the-parents  appeal, 
adds  Bruce  Tait  of  Fal- 
lon Brand  Consulting. 
"By  using  numbers  and 
symbols,"  he  says,  "you 
create  intrigue." 

Few  urban  teens  can 
resist.  Outside  mtv's 
New  York  studios,  Jes- 
sica Badolato,  14,  is 
wearing  a  tank  top  em- 
blazoned with  the  num- 
ber 81.  She  doesn't 
know  why.  "I  guess  we 
just  like  numbers,"  she 
says,  citing  blink-182  as 
a  favorite  band. 

Moms  and  dads:  Con- 
sider this  the  "411"  on 
this  teenage  fad. 

Julia  Cosgrove 


DIGITS:  Is 

that  your  IQ? 


AS  THE 
DOWNTURN  TURNS 


HOW  DO  YOU  COMFORT  SAGGING 

spirits  in  Silicon  Valley?  With 
Recession  Camp.  Since  its  first 
event  in  early  July,  about  15 
pink-slipped  dot-commers  have 
been  gathering  for  the  day  out- 
ings— long  hikes,  lingering  lunch- 
es, rounds  of  golf,  horseback  rid- 
ing, and  baseball  games — with 
fees  covering  only  actual  costs. 
Recession  Camp  was  founded 
by  Andrew  Brenner,  downsized 
from  a  wireless  company  in  June, 
and  Michael  Feldman,  CEO  of  a 
startup  that  closed  in  February. 
"It  always  helps  when  you  can 
see  someone  else  experience  the 
same  kind  of  pain,"  says  local 
employment  coach  Caity  Mc- 
Cardell.  Feldman  thinks  it  may 
be  even  more  simple.  "It  does 
help  to  find  others  like 
you,"  he  says.  "But  we 
also  don't  want  to  for- 
get the  healing  power 
of  getting  a  good 
tan."  Blair  Tlndall 


E2Z2 


PRODUCT  PEEK 

PALM  WARE 
FOR  CHEAP 


IF  YOU  VE  NEVER  HEARD  OF 
Cosmi,  don't  feel  bad.  While 
it's  among  the  top  10  soft- 
ware makers  in  the  U.S.  in 
terms  of  unit  sales,  it 
doesn't  get  much  at- 
tention. Revenue 
at  the  privately 
held  company  was 
estimated  at  just 
$25  million  last 
year.  Besides,  ceo 
George  Johnson 
doesn't  like  to 
spend  on  market- 
ing when  he  could  be  in- 
vesting in  new  products. 
His  tiny  operation,  which  has 
been  around  since  1982,  has 
one  of  the  industry's  fattest 
catalogs.  Programs,  from 
games  and  educational  pack- 
ages   to    legal    and    finance 


guides,  mostly  carry  el  cheal 
price  tags  of  just  $10  or  $1 1 
Now  Cosmi  is  coming  ol 
with   budget   programs   fl 
Palm,  Visor,  and  other  hart  I 
helds.  At  $14.95  apiece,  thl 
include  a  Travel  Companil 
with  hotel   phone   numbel 
around  the  world,  a  currenl 
converter,  and  a  phral 
translator  for  sever  I 
language| 
There's  alsoT 
financial  to 
manager, 
database,  ai 
a  Professio 
al      Invoici 
&  Estimate 
They're 
computer  and  offic 
supply  stores  und( 
the  Swift  Ware  brand. 

Cosmi,  with  its  othe 
brand  name,  Starshine, 
twinkling  with  profits.  It 
been  in  the  black  for  47  coi 
secutive  quarters.    Otis  Po 


i 


THE  BIG  PICTURE 


LOVE  THOSE  OPTIONS 

Corporate  execs  may  take  stock  options  for 
granted — if  they  work  in  the  U.S.  But  not  eveiy 
country  has  them  in  abundance.  Even  in  Europe, 
options  offerings  vary  widely. 


PERCENTAGE  OF  LARGE 

COMPANIES  THAT  OFFER 

STOCK  OPTIONS  IN: 


JAPAN      MEXICO 

Data:  lowers  Pernn 


Polls,  surveys,  and  other  items  for  consideration  should  he  soil  to  upfront("bu»lne*sweek.com 
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Want  to  make  your  business  more  productive?  Make  it  more  portable. 

access        The  Sprint  PCS  Wireless  Web"  for  Business  gives  your  employees  a  fast,  secure  connection 
:ompany  network 

to  your  company's  network,  even  when  they're  out  of  the  office.  With  their  wireless  Internet- 
sent/  report 

ready  Sprint  PCS  Phone',M  they  can  submit  reports,  check  inventory,  place  orders,  send  and  receive 
chedule  meeting 

e-mail  -  all  in  real  time.  Plus,  they'll  enjoy  crystal-clear  calls,  thanks  to  the  only  all-digital,  all-PCS 
read  corporate 

e-mail        nationwide  network  serving  more  than  300  major  metropolitan  areas  and  all  major  airports. 

To  start  making  your  business  more  productive,  call  1-888-214-1559  or  visit  sprintpcs.com. 


Sprint 


The  Sprint  PCS  Clear  Wireless  Workplace'  Because  business  can't  wait? 


Sprint   PCS 
Ulreleeo  Uet 
>E-.oll 
Directory 
Inventory 

Sprint  PCS 


■e  Sprint  PCS  Wireless  Web  Browser  is  not  available  while  roaming  off  the  Sprint  PCS  Network.  Subject  to  credit  approval.  Sprint  PCS  Wireless  Web  service  may  not  be 
•mediately  available  in  select  Affiliate  markets.  Terms  and  restrictions  for  Sprint  PCS  Wireless  Web  services  are  available  in  the  Wireless  Web  brochure.  Copyright  ©2001  Sprint 
lectrum  L.P  All  rights  reserved.  Sprint,  Sprint  PCS,  Sprint  PCS  Wireless  Web,  Sprint  PCS  Phone  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  LP 
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PLEASANTLY  SURPRISED 

BY  ADM'S  ALAN  ANDREAS 

I  was  quoted  in  "A  different  kind  of 
Andreas  at  adm"  (People,  July  9)  as 
having  said  of  the  promotion  of  Alan 
Andreas  to  ceo  of  Archer  Daniels  Mid- 
land: "I  thought  it  was  classic  nepo- 
tism." What  I  actually  said  was,  "I 
thought  it  was  classic  nepotism,  but 
have  been  pleasantly  surprised  by  the 
direction  he  has  provided  and  the  job  he 
has  done."  There  is  an  enormous  dif- 
ference between  the  two  statements  in 
both  content  and  intent.  We  continue 
to  be  stockholders  and  enthusiastically 
support  Andreas  and  the  leadership  he 
is  providing.  Obviously  at  some  point 
we  think  it  will  be  recognized  and  re- 
flected in  the  price  of  the  stock. 

Timothy  E.  McKinney 
Candia,  N.  H. 

GIVE  CHRIS  GALVIN 

HIS  DUE  AT  MOTOROLA 

How  could  you  write  a  story  about 
Motorola  and  omit  any  mention  of  the 
highly  successful  $15.4  billion  merger 
between  General  Instrument  and  Mo- 
torola, the  company's  largest  ever  ("Mo- 
torola," Cover  Story,  July  16)?  The 
merger  was  decided  upon  by  ceo  Chris 
Galvin,  approved  by  the  board,  and  fi- 
nalized in  less  than  two  months'  time. 

Likewise,  the  comments  on  Iridium 
ignore  the  complexity  of  this  project. 
It  was  essential  to  maintain  the  system 
in  order  to  secure  a  responsible  solu- 
tion [regarding  de-orbiting].  Within  90 
days  of  addressing  the  U.  S.  bankruptcy 
court  and  U.  S.  government  concerns, 
Galvin  reached  an  agreement  to  transfer 
the  system  responsibility  from  Motorola 
to  Boeing  Co.,  and  a  new  Iridium  ser- 
vice company  was  formed. 

Chris  Galvin  takes  full  responsibility 


for  the  results  at  Motorola,  but  at 
same  time  he  should  be  afforded 
and  proper  credit  for  many  parts  of 
job  which  have  been  well  done. 

Rusty  Brashd 
Senior  Vice-Presid^ 
Motorola  Co| 
Schaumburg, 

NAFTA  PUTS  A  DENT 

IN  THE  U.S.  AUTO  INDUSTRY 


The  shift  from  a  small  U.S.  surpll 
with  Mexico  in  1994  to  a  $24.2  billil 
deficit  last  year  makes  a  big  contribut:  | 
to  the  deterioration  in  the  overall  U, 
trade  balance  ("nafta's  scorecard: 
far,  so  good,"  Economics,  July  9).  This 
especially  true  for  trade  in  automoti 
products.  The  U.S.  deficit  with  Mex 
has  steadily  climbed  from  $3.6  billion 
1993  to  $23.3  billion  in  2000.  That 
nearly  twice  the  increase  in  the  U.I 
auto  trade  deficit  with  Japan  over  t 
same  period. 

The  United  Auto  Workers  understa 
the  importance  of  that  higher  tra 
deficit  in  the  loss  of  jobs.  Moreov 
U.S.  employers  routinely  use  the  naf 
card — i.e.,  the  threat  of  moving  to  M 
ico — at  the  collective-bargaining  ta 
and  in  union-organizing  drives. 

Stephen  P.  Yoki 

Preside 

International  Uni 

United  Auto  Worke 

Detn 


MEXICAN  TRUCKS  SHOULD  FOLLOW! 
THE  RULES  OF  THE  U.S.  ROAD 

"No  time  for  protectionism"  (EditoJ 
als,  July  23)  made  some  good  point 
But  with  37  years  in  the  trucking  if 
dustry  and  50  years  going  in  and  out 
Mexico,  I  disagree  about  Mexican  trucl] 
crossing  the  U.  S.  border.  The  rules  fo| 
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Anthony  Dapolito 
knows  his  customers 
by  name.  And  he 
knows  what  they  like. 
So  they  keep  coming 
back.  At  Siebel,  we 
understand  why.  We 
make  application 
software  that  lets  you 
know  and  understand 
your  customers.  So 
you  can  give  them 
personalized  service. 
Companies  like 
GE,  Bayer  and 
Nestle  USA  use  our 
technology. 
Companies  who 
believe  in  one  kind 
of  customer.  The 
loyal  one. 


SIEBEL 

Good  service 
is  good  business. 

www.siebel.com  1-800-356-3321 
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CORRECTIONS  &  CLARIFICATIONS 

In  "Driving  and  dialing"  (Up  Front,  July 
23),  data  about  cell  phone  use  should  have 
been  attributed  to  i.think  inc. 


American  trucks  and  truckers  are  very 
stringent  and  (after  taxes)  safety  is  fore- 
most. Canadian  truckers  and  trucks 
must  adhere  to  U.S.  rules  to  work 
across  our  border,  or  they  stay  home. 
Why  should  Mexico  be  safety-exempt? 
Tex  W.  Harris 
Scio,  Ore. 

WITHOUT  FACTORY  WORKERS, 
WHO  WILL  BE  THE  CONSUMERS? 

In  a  series  of  three  short  articles, 
"Brave  new  factory,"  "When  machines 
chat,"  and  "Even  the  supervisor  is  ex- 
pendable," (Industrial  Management,  July 
23  in  some  editions)  the  discussion  cen- 
ters on  new  technologies  that  will  even- 
tually reduce  the  need  for  factory  work- 
ers down  to  an  absolute  bare  minimum. 

If  this  "efficiency"  is  taken  to  the 
limits,  we  will  need  perhaps  5%  of  the 
current  manufacturing  workforce  to  run 
our  factories.  Where  will  the  other  95% 
go?  Who  will  buy  the  output  of  these 
factories?  What  will  eventually  happen 
to  the  major  "driver"  of  our  econo- 
my. . .  consumer  spending?  I  certainly  do 
not  advocate  returning  to  the  dark  ages 
of  manufacturing,  but  we  do  need  to 
think  seriously  about  how  far  we  should 
go  in  the  name  of  efficiency. 

Aaron  Gewirtz 
Ramstein-Miesenbach,  Germany 

TRY  THIS  ONE 

ON  FOR  SIZE 

In  "Getting  a  grip  on  consumer 
tastes"  (Up  Front,  July  16),  your  aver- 
age 6.44-ounce  gulp  means  downing  one 
quart  in  five  gulps.  I  dare  you! 

M.  Steinbach 
Banks,  Ore. 

STILL  SHIPPING 

WITH  FEDEX 

"Ground  wars"  (Industries,  May  21) 
might  make  readers  think  National 
Semiconductor  Corp.  no  longer  did  busi- 
ness with  FedEx  Corp.  In  fact,  Nation- 
al continues  to  have  positive  business 
relationships  with  Federal  Express, 
United  Parcel  Service,  and  other  leading 
logistics  providers  around  the  world. 

Second,  National  Semiconductor's  new 
warehouse  in  Singapore,  operated  by 


UPS,  opened  in  August,  2000,  not  "two 
years"  ago,  as  the  article  suggested. 

Jeff  Weir 

Director 

Worldwide  Public  Relations 

National  Semiconductor  Corp. 

Sunnyvale,  Calif. 

THANKS  FOR  GIVING  WOMEN 
THE  FINANCIAL  SAVVY  THEY  NEED 

Your  article  on  women's  need  for 
knowledge  of  investment,  pensions,  and 
financial  planning  was  excellent  ("A 
feast  of  financial  seminars,"  Business- 
Week Investor,  July  16).  As  your  article 
implied,  women  need  to  catch  up,  so 
that  girls  can  follow  their  lead. 

M.  Burch  Tracy  Ford 

Head  of  School 

Miss  Porter's  School 

Farmington,  Conn. 


YOU  CAN'T  PUT  A  PRICE 

ON  HUMAN  CAPITAL 

Robert  J.  Barro  contends  that  in- 
creasing the  life  expectancy  of  the  pop- 
ulation might  actually  worsen  the  AIDS 
epidemic  ("Why  would  a  rock  star  want 
to  talk  to  me?"  Economic  Viewpoint, 
July  16).  He  forgets  the  economic  im- 
pact of  having  people  live  longer.  They 
continue  to  work  and  contribute  to  the 
economy.  They  will  be  consumers  and 
purchase,  further  contributing  and,  last- 
ly, pay  taxes.  Almost  the  entire  middle 
class  in  some  African  countries  is  being 
wiped  out,  and  the  economic  devastation 
will  take  generations  to  recover  from.  It 
need  not  happen. 

Alan  Ennis 
Thornhill,  Ont. 

There  are  other  ways  of  counting 
passage  of  time  than  the  hours  Barro 
seems  to  believe  the  dustier  masses  can 
handle  for  medicinal  purposes.  People 
hang  on  to  life  not  for  the  sheer  plea- 
sure of  it  all,  but  primarily  for  those 
one  might  leave  behind — even  if  it  is  a 
life  filled  with  "ignorance"  and  disease. 
Rosemary  Ngwiri 
Takoma  Park,  Md. 

In  1999,  I  had  the  privilege  of  work- 
ing for  several  months  at  a  mission  hos- 
pital in  rural  Zambia.  Focusing  Western 


efforts  on  increased  availability  of  ai 
retroviral  agents  would,  by  itself,  bel 
fit  few  hiv  patients  in  rural  areas| 
sub-Saharan  Africa. 

Even  if  medications  were  affords 
and  distributed  to  health-care  facilitf 
people  in  outlying  villages  are  sor 
times  many  days'  walk,  bicycle  ride,| 
oxcart   ride   away,   if  they   are 
enough  to  make  the  journey. 

Dean  C.  Cauley, 
Chesapeake, 

LAYING  OFF  WORKERS  WONT 
GET  THE  ECONOMY  MOVING 

In  an  economy  that  is  increasing 
consumer-driven,  how  do  we  get 
economy  moving  if  more  and  more  p 
pie  are  laid  off  ("The  past  won't  be  p 
logue  in  this  recovery,"  Business  0 
look,  July  23)?  Business  must  fi 
another  answer  to  its  earnings  pn 
lems  if  the  economy  is  going  to  av 
sinking  into  a  big  black  hole. 

Lawrence  R.  Greenbt  | 
West  End,  N. 


BusinessWeek  online 


The  full  text  ot  BusinessWeek,  the  BusinessWeek 
Daily  Briefing,  and  five  years  of  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers.  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail:  BusinessWeek,  1221  Avenue  of  the  Americas, 

43rd  floor,  New  York,  NY  10020 

Fax:(212)512-6458 

Internet:  bwreader@businessweek.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptions, 

renewals,  changes  or  inquiries. 

Phone:  (800)  635-1200 

Fax:  (641)842-6101 

Internet:  bwcustomerservice@neodata.com 

Library  fee-based  services:  (212)  512-6704 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

Custom  Reprints  (minimum  order  1,000) 

Phone:(212)512-3148 

Fax:(212)512-2337 

Email:  reprints@businessweek.com 

Web  Site:  reprints.businessweek.com 

Photocopies  ($1.80  per  copy  for  commercial  use; 

$1.50  per  copy  for  classroom  use) 

Copyright  Clearance  Center 

Phone:  (978)  750-8400 

Fax:  (978)  750-4470 

Web  Site:  www.copyright.com 

Other  Permissions 

Phone:(212)514-4801 

Fax:(212)512-4938 

Email:  permissions@businessweek.com 

Web  Site:  www.businessweek.com/info/permis 


14  BusinessWeek  /  August  13,  2001 


Iexus.com 


NAV  and  VSC 


Search  and  Rescue. 


THE  RX  300  UNDERSTANDS  THAT  NOTHING  RUINS  A  WEEKEND  FASTER  THAN  THE  NEED  FOR  A  MEDEVAC 
UNIT.  FORTUNATELY,  THE  RX  300  HAS  THE  CAPABILITY  TO  TAKE  YOU  INTO  THE  GREAT  WIDE  OPEN  AND 
KEEP  YOU  FROM  GETTING  LOST.  THE  LEXUS  DVD  NAVIGATION  SYSTEM  (NAV)*  GIVES  DIRECTIONS 
ALONG  YOUR  CHOICE  OF  THREE  ROUTES  AT  THE  TOUCH  OF  THE  SCREEN.  IN  LESS  THAN  OPTIMAL 
ROAD  CONDITIONS.  THE  VEHICLE  SKID  CONTROL  (VSC)*  SYSTEM  SENSES  A  LOSS  OF  TRACTION  IN 
A  TURN.  SELECTIVELY  APPLIES  THE  BRAKES.  AND  REDUCES  THE  THROTTLE  TO  HELP  YOU  RETAIN 
CONTROL.  AND  WITH  ALL  ITS  LUXURIES.  IT'S  CERTAINLY  NICER  TO  RIDE  IN  THAN  A  RESCUE  HELICOPTER. 


THE  PASSIONATE  PURSUIT  OF  PERFECTION. 


)ptional  equipment  'Lexus  Vehicle  Skid  Control  (VSC)  is  an  electronic  system  designed  to  help  the  driver  maintain  vehicle  control  under  adverse  conditions.  It  is  not  a  substitute  (or  sale  driving 
ractices.  Factors  including  speed,  road  conditions  and  driver  steering  input  can  all  allect  whether  VSC  will  be  effective  in  preventing  a  loss  ol  control.  ©2001  Lexus,  a  Division  ol  Toyota  Motor  Sales, 
S.A..  Inc.  Lexus  reminds  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly.  For  more  inlormation.  call  800-USA-LEXUS  (800-872-5398) 
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FREE  FLIGHT 

From  Airline  Hell  to  a  New  Age  of  Travel 

By  James  Fallows 
PublicAffairs.  254pp.  $25 


AIR  TAXIS:  MORE  THAN 
A  FLIGHT  OF  FANCY 


Since  the  airlines  created  today's 
hub-and-spoke  systems  in  the 
1980s,  fares  have  plummeted — but 
so  has  the  effective  speed  of  air  travel, 
especially  for  trips  that  begin  or  end 
at  spoke  airports.  Indeed,  for  journeys 
of  500  miles  or  less,  door-to-door  travel 
by  car  is  almost  as  fast  as  flying,  ac- 
cording to  a  NASA  study.  Every  busi- 
ness traveler  knows  why.  Traffic  at  hub 
airports  is  now  so  heavy  that  if  storms 
or  mechanical  problems  delay  just  one 
flight,  the  effects  ripple  across  the  sys- 
tem, multiplying  the  delays  and  missed 
connections.  And  things  will  get  worse: 
The  Federal  Aviation  Administration 
expects  air  traffic  to  double  by  2010. 

Still,  there's  hope  for  the  decade  after 
that.  It's  laid  out  in  detail  in  Free 
Flight:  From  Airline  Hell  to  a  New 
Age  of  Travel  by  Atlantic  Monthly  cor- 
respondent and  former  U.  S.  News  & 
World  Report  editor  James  Fallows.  The 
solution  lies  in  a  new  generation  of 
small,  high-tech  planes  designed  to  fly 
into  thousands  of  local  airports,  thus 
bypassing  the  snarls  at  the  31  hubs  and 
700  spokes  now  served  by  scheduled 
airlines.  These  planes,  the  first  of  which 
is  already  flying,  would  put  an  air-taxi 
service  at  your  beck  and  call.  They 
would  buzz  from  the  airport  near  your 
home — and  98%  of  Americans  live  with- 
in a  30-minute  drive  of  a  small  airport — 
straight  to  a  local  airport  close  to  your 
final  destination.  This  approach  would 
slash  travel  time,  often  by  50%  or  more. 
Fallows  cites  a  NASA  estimate  that  local 
airports  can  handle  a  lot  more  traffic 
than  they  do  today.  The  5,400  best- 
equipped  ones  now  accommodate  37  mil- 
lion takeoffs  and  landings  annually,  but 
they  could  handle  500  million.  Any  op- 
position from  local  residents  should  be 
muted,  nasa  believes,  by  the  fact  that 
the  new  planes  will  be  much  quieter. 

Fallows  argues  his  case  with  author- 
ity. Not  only  is  he  a  licensed  pilot  and  a 


gifted  writer  but  he  also  owns  one  of 
the  new-generation  planes — an  SR20 
from  Cirrus  Design  Corp.  in  Duluth, 
Minn.  That's  probably  why  he  devotes 
much  of  Free  Flight  to  the  struggles  of 
Alan  and  Dale  Klapmeier,  the  two 
brothers  who  founded  Cirrus  and  built 
the  first  FAA-certified  plane  that  has  its 
own  parachute:  Should  the  plane's  piston 
engine  conk  out,  the  'chute  can  float  the 
$175,000  craft  gently  to  the  ground. 
New  features  like  this  are  central  to 
Fallows'  thesis:  Take  away  fear  of  crash- 
ing in  a  small  plane,  and  air 
travel  can  become  even 
more  pleasant  than  it  was 
before  deregulation  in  1978. 

The  Klapmeier  saga  res- 
onates with  human  interest, 
but  NASA's  aeronautical  en- 
gineers— especially  Bruce 
Holmes — are  the  real  he- 
roes of  the  book.  Holmes 
promoted  the  idea  of  a  na- 
tionwide air-taxi  service 
and  persuaded  NASA  to  fos- 
ter the  technical  develop- 
ments required  to  make 
small  planes  attractive  fo: 
trips  of  up  to  1,500  miles 
Foremost  among  these  is 
the  mini-jet  engine  from 
Williams  International  in  Walled  Lake, 
Mich.  About  the  size  of  a  bongo  drum, 
it's  a  scaled-up  version  of  the  engines 
Williams  developed  for  the  U.S.  Air 
Force's  cruise  missiles.  Two  of  these  en- 
gines will  power  the  Eclipse  500  from 
Eclipse  Aviation  Corp.  in  Albuquerque, 
which  should  take  to  the  air  next  July. 

A  major  breakthrough  in  small 
planes,  this  five-passenger  jet  will  zip 
along  at  400  mph,  cruise  above  the 
weather  at  41,000  feet  like  a  jumbo, 
coddle  passengers  in  seats  even  more 
luxurious  than  those  in  first-class  cab- 
ins— and  cost  only  about  $850,000,  or 
one-third  as  much  as  a  small  corporate 
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jet.  Jet  engines  are  crucial:  They'r  M?L 
faster  than  piston  engines  and  far  safe  j^jg 
As  Fallows  points  out,  airlines'  acciden 
rate  plunged  by  90%  after  the 
switched  from  props  to  jets. 

To    improve    safety    further,    nas 
helped  cook  up  electronic  systems  tha 
will  let  planes  such  as  the  Eclipse  50 
land  on  runways  obscured  by  fog  o 
rain,  even  at  airports  without  radar  o 
control  towers.  Eventually,  nasa  envi 
sions  an  age  of  "free  flight,"  when  ai 
traffic  will  no  longer  need  ground  cor 
trailers.  Instead,  smart  planes  will  cor 
municate  among  themselves  and  witll 
weather  computers  on  the  ground,  thei  I 
plot  a  course  to  avoid  traffic  and  storms  I 
Critics  of  air  taxis  charge  that  higl  I 
prices  will  relegate  it  to  a  perk  for  se  I 
nior  execs.  Eclipse  admits  to  Fallows  I 
that  hailing  an  air  taxi  will  probablj  ■ 
cost  almost  as  much  as  a  business-class  I 
ticket.  But  split  the  cost  between  jusl  M 
two  people  and  avoid  the  overnight  staj    ' 
that  hub-and-spoke  routing  of  I 
ten  necessitates,  and  the  tah  ' 
may    be    less    than    flying 
coach.   Eclipse  figures  aii  ifH 
taxis  could  grab  20%  of  the  ,,j... 
business  market  during  the  ^'" 
2010s — and  generate  sales  oi  mini 
perhaps  35,000  planes. 

If  you've  never  heard  ol  pg| 
Eclipse,  that's  by  design.  It 
was  founded  in  1997  by  Vern  If  \}\ 
Raeburn,  a  Microsoft  Corp.    . 
multimillionaire,    and    Sam  pK€ 
Williams,  chairman  of  Williams  i  . 
International.     Knowing     it  W 
would  take  years  to  create  a 
new  jet  from  scratch,  Raeburn 
didn't  want  to  tip  his  hand  and 
spark  competition  from  an  existing  busi- 
ness-jet builder.  So  he  raised  the  first 
$60  million  from  private  individuals,  in- 
cluding Microsoft  founders  Paul  Allen 
and  William  H.  Gates  III. 

I  learned  about  Eclipse  from  an  in- 
vestor who  saw  BusinessWeek's  story 
on  Britain's  Farnborough-Aircraft.com 
Ltd.,  founded  in  1998  with  the  same 
goals  as  Eclipse.  I  had  planned  to  write 
a  follow-up  story,  but  Free  Flight  has 
the  whole  lowdown.  It  will  make  you 
impatient  for  the  day  when  an  air-taxi 
service  sets  up  shop  near  your  home.  | 
BY  OTIS  PORT  L 
Senior  Writer  Port,  has  twice  persuaded  M 
his  nervous  wife  that  they  slwuld  cltarier 
private  planes  during  vacation  trips. 


SMALL  JETS  COULD  ZIP  YOU  TO  AND  FROM 
LOCAL  FIELDS,  AVOIDING  SNARLS  AT  AIRLINE  HUBS 
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t's  hardly  a  secret  that  the  wireless  Web 
has  been  a  flop  so  far.  No  wonder:  The  first 
.generation  of  mobile  data  phones  and  ser- 
vices introduced  last  year  suffered  from  a  lethal 
mix  of  immature  technology  and  vastly  overin- 
flated  expectations.  People  lured  by  ads  promis 
ing  them  the  Net  in  the  palm  of  their  hands 
struggled  instead  with  pokey 
connections,  cramped  screens, 
and  paltry  content.  Today,  only 
a  few  million  people  in  Europe 
and  the  U.S.  regularly  use 
wireless  application  protocol 
(wap)  services. 

Behind  the  scenes,  howev- 
er, phone  companies,  handset 
makers,  and  software  engi- 
neers have  been  steadily  bol- 
stering the  technology  behind 
the  wireless  Web.  The  first  j 
fruits  of  that  labor  are  coming 
to  market,  and  they  greatly 
improve  the  mobile  data  ex- 
perience. Being  in  Europe 
gave  me  the  chance  to  try  out 
the  new  Siemens  S45,  the  first 
phone  to  offer  a  better  brows- 
er and  other  software  en- 
hancements from  the  inventor 
of  wap,  Openwave  Systems 
Inc.  Equally  important,  the 
S45,  which  costs  about  $325, 
uses  faster  wireless  technolo- 
gy known  as  general  packet  ra- 
dio service,  or  GPRS.  This  tech- 
nology is  better  known  as  2.5G, 
a  waystation  between  today's  net 
works  and  the  media-rich  3G,  or  third-gen 
eration,  systems  expected  in  2003. 
LIVING  COLOR.  The  combination  of  a  snappier 
network  and  a  crisper  interface  makes  for  a  big 
improvement.  The  experience  still  is  nothing  like 
surfing  the  Net  on  a  pc;  the  screen  isn't  much 
larger  than  a  postage  stamp,  and  the  selection  of 
content  remains  limited.  But  the  S45,  whose  en- 
hancements will  likely  show  up  in  other  phones 
and  networks  this  summer,  could  be  the  harbin- 
ger of  real  benefits  from  anytime,  anywhere 
connectivity. 

The  better  network  is  the  crucial  difference. 
Until  now,  cellular  systems  handled  data  traffic 
in  the  same  way  they  handled  a  voice  call,  gob- 
bling up  an  entire  circuit  just  to  transmit  a  few 
bits.  When  you  clicked  on  a  link  or  switched 


from  one  wap  site  to  another,  the  phone  had  to 
dial  a  different  number — which  often  took  40 
seconds  or  more.  What  good  is  that  when  you 
need  an  instant  traffic  update? 

New  GPRS  networks  are  up  and  running  in 
major  European  countries,  and  they  should  hit 
the  U.S.  in  2002.  These  networks  use  advanced 
technology  that  separates  voice  and  data  into 
separate  channels.  The  benefit:  As  with  broad- 
band PC  connections,  the  data  channel  is  "always 
on,"  meaning  bits  flow  back  and  forth  continu- 
ously. In  my  tests,  that  meant  jumping  from  a 
tennis  story  to  a  train  schedule  as  quick  as  a 
wink.  Linking  from  one  wap  page  to  another 
seldom  took  longer  than  10  seconds  on  the  S45;  it 
often  took  three  times  longer  with  an  older 
Siemens  S35  mobile  phone  that  kept  having  to 
redial  the  network.  Likewise,  when  I  retrieved 
my  Yahoo!  e-mail,  the  S45  typically  fetched  a 
message  in  10  seconds,  vs.  the  S35's  30  seconds. 
Stock  quotes?  Including  tapping  out  the  request, 
one  minute  on  the  new  phone,  vs.  two  on  the  old. 

OpenWave  has  also  made  modest  improve- 
ments to  the  user  interface.  Higher-resolu- 
V,     tion  graphics  allow  more  lines  of  text 

LOUD  AND  CLEAR:  The  S^5's  new 
screen,  below,  is  a  big  improvement 
over  the  earlier  version,  left 


and  words  on 
the  sharper  screen. 
Navigation  is  somewhat 
better:  It  took  me  22  clicks 
and  scrolls  to  fetch  a  stock  quote, 
vs.  26  on  the  older  phone.  The  new 
browser  also  supports  color  screens,  which 
should  show  up  from  Siemens  and  others  before 
the  end  of  this  year,  making  information  more 
legible.  But  it's  still  too  difficult  to  find  your 
way  around  online,  due  to  limited  menus  and  oc- 
casional inconsistencies  in  the  software.  Some- 
times, for  instance,  the  "Back"  icon  appeared 
on  the  left  side  of  the  screen  and  sometimes 
on  the  right.  Dumb  stuff. 

No  question,  the  arrival  of  gprs  and  better 
software  is  a  big  improvement.  Now  it's  up  to 
content  providers  to  devise  sexy  new  sites  with 
radically  simpler  interfaces.  After  the  wap  fiasco, 
mobile  operators  will  have  to  work  even  harder 
to  get  customers  excited  about  the  wireless  Web. 
Steve  Wildstrom  is  on  vacation. 
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i  y  with  60,000  employees  and  29  million  customers.  Unfortunately,  they  also 

jiogy  systems.  Thanks  to  enterprise  software  from  Microsoft, 

ind  easily  bring  everyone— and  everything— together  as  one. 
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Enterprise  software  from  Microsoft  helps  different 

ie.  One  company.  Now  running  many 
different  systems.  Sounds  like  a  recipe  for  disaster.  Unless,  of 
course,  you're  running  flexible  business  software  like  the 
Microsoft®  .NET  Enterprise  Server  family.  This  software  makes 
cross-platform  sharing  a  reality.  It  also  makes  it  easier  for 
people  to  quickly  collaborate  across  organizational  boundaries, 
so  your  company  can  respond  to  changes  and  opportunities 
faster.  Now  if  we  can  just  figure  out  a  way  to  make  employees 
grudge-free,  we  might  really  be  onto  something.  To  find  out  how 
Microsoft  software  can  help  your  company  work  as  one,  visit 
microsoft.com/business  Software  for  the  Agile  Business. 
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With  remarkably  muted  outcry  from  the 
human-rights  community,  China  re- 
cently won  its  controversial  bid  to  host 
the  2008  Olympic  Games.  The  International 
Olympic  Committee  awarded  the  Games  to  Chi- 
na despite  relentless  pressure  from  Beijing  on 
disciples  of  the  Falun  Gong,  a  recent  crackdown 
on  newspapers,  and  the  high-profile  arrests  of 
foreign  scholars.  Does  the  ioc  decision,  like  the 
decision  to  grant  normal  trading  relations  to 
China  and  to  accept  China  into  the  World  Trade 
Organization,  mean  that  the  U.  S.  and  the  rest  of 
the  world  are  condoning  human-rights  violations 
in  China?  Are  moral  concerns  taking  a  backseat 
to  greed  in  foreign  policy  as  global  companies  vie 
for  a  share  of  China's  markets?  I  don't  think  so. 

Refusing  China's  Olympic  bid  might  have  been 
a  dramatic  expression  of  moral  outrage  over  the 
human-rights  abuses  of  China's  government.  Yet 
it  would  have  done  nothing  to  improve  either  the 
economic  or  political  prospects  of  average  Chi- 
nese citizens.  Paradoxically,  hosting  the  Games  is 
likely  to  be  a  boon  for  China's  citizenry  and  a 
headache  for  their  leaders.  Preparation  for  the 
Games  will  require  infrastructure  and  environ- 
mental upgrading  that  will  improve  the  lives  of 
millions  of  Chinese.  Indeed,  these  investments 
will  be  so  large  that  they  may  well  add  nearly 
half  a  percentage  point  to  China's  annual  growth 
rate  over  the  next  several  years.  The  timing  of 
this  additional  growth  couldn't  be  better,  as  it  co- 
incides with  the  painful  economic  adjustments 
confronting  China  upon  its  accession  to  the  WTO. 

But  hosting  the  Olympics  will  bring  more  than 
just  economic  rewards  for  the  Chinese  people.  In 
the  seven  years  of  preparation  before  the  Games 
and  during  the  Games,  the  Chinese  leadership 
will  find  itself  in  the  glare  of  the  international 
spotlight.  Thousands  of  journalists  from  around 
the  world  will  be  scrutinizing  all  aspects  of  life  in 
China,  including  human-rights  practices  that  vi- 
olate both  the  country's  laws  and  international 
norms.  Chinese  leaders  will  have  difficulty  hiding 
from  this  scrutiny,  and  if  they  try  to  do  so  they 
will  sacrifice  a  historic  opportunity  to  bolster 
China's  reputation  and  strengthen  its  links  with 
the  rest  of  the  world. 

Critics  of  the  IOC's  decision  to  award  China 
the  2008  Olympics  point  to  the  ill-advised  deci- 
sion to  award  Germany  the  1936  Olympics.  But 
this  is  misleading.  China's  current  leaders  are  re- 
formers who  sought  the  Olympics  to  promote 
economic  and  political  change.  A  better  com- 
parison is  the  IOC's  selection  of  South  Korea  for 
the  1988  Olympics,  which  proved  to  be  a  major 


catalyst  for  democratic  transformation  the 
Withholding  the  Olympics  from  China — 1: 
withholding  normal  trade  relations  or  wto  me 
bership  from  China — would  be  another  misgu 
ed  attempt  at  using  sanctions  to  alter  a  natio 
behavior  or  overthrow  its  leadership.  Care 
empirical  analysis  by  the  Institute  of  Interr 
tional  Economics  confirms  what  many  polic 
makers  know  from  experience:  Sanctions,  ev 
when  they  enjoy  multilateral  support  from 
number  of  nations,  rarely  achieve  their  obj< 
tives — and  unilateral  sanctions  almost  never  c 
But  politics  drive  the  U.  S.  government  to  ove 
look  this  lesson  in  the  case  of  Cuba,  anoth 
country  with  a  hateful  human-rights  record. 
BAD  LAW.  President  Bush  recently  announc 
that  he  will  follow  President  Clinton's  examj 
and  temporarily  waive  Title  III  of  the  Heln 
Burton  Act,  a  1996  law  that  allows  U.  S.  comj: 
nies  to  sue  foreign  companies  using  private  pro 
erty  seized  by  the  Castro  governmer 
Helms-Burton  is  bad  law.  It  explicitly  impos 
American  law  beyond  America's  borders  and 
abhorred  by  our  European  allies,  who  have 
peatedly  threatened  retaliation  if  it  is  enfore 
By  waiving  enforcement,  President  Bush  wise 
avoided  damaging  our  broad  strategic  relatio: 
with  Europe. 

But  in  a  move  to  appease  the  Cuban  voti 
bloc  in  Florida  just  days  before  his  Helms-Burti 
announcement,  President  Bush  ordered  strict 
enforcement  of  the  U.  S.  trade  embargo  to  co: 
bat  the  "tyranny  that  rules  Cuba  today."  T 
short-sighted  domestic  political  logic  behind  i. 
statement  was  apparent.  But  its  economic  logic 
flawed.  Like  most  unilateral  economic  sanctio: 
the  U.S.  trade  embargo  of  Cuba  is  neither  e 
fective  nor  fair.  Under  the  banner  of  hums 
rights,  it  undermines  the  rights  of  the  Cubs 
people  to  adequate  nutrition  and  health  car 
Meanwhile,  after  nearly  40  years  of  U.  S.  effor1 
to  topple  him,  Fidel  Castro  remains  firmly 
control.  In  the  process,  he  has  become  th 
world's  poster  child — or  old  man — for  the  faile 
logic  of  economic  sanctions. 

A  key  goal  of  U.S.  foreign  policy  should  k 
the  peaceful  and  stable  transition  of  such  cour 
tries  as  China  and  Cuba  to  more  democrat!) 
market-oriented  societies.  By  encouraging  th 
cross-border  flow  of  information,  fostering  ec< 
nomic  opportunity  for  average  citizens,  ;uul  bo 
storing  the  voices  of  reform,  the  iocs  decision  t 
award  the  2008  Olympics  to  China  serves  th 
goal.  America's  trade  embargo  of  Cuba  and  Pre 
ident  Bush's  pledge  to  strengthen  it  do  not. 
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With  Bristol-Myers  Squibb  research, 
tiny  pair  of  chromosomes  could  make  a  huge 
difference  to  this  pair  of  Armstrongs. 
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Two-time  Tour  de  France  winner 
Lance  Armstrong,  with  his  son  Luke. 
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Five  years  ago,  cyclist  Lance  Armstrong  was  diagnosed  with  testicular  cancer.  It  had  already 
spread  to  his  abdomen,  lungs  and  brain.  But  with  aggressive  treatments,  including  three 
Bristol-Myers  Squibb  medicines,  Lance  conquered  his  cancer.  He  went  on  to  w,n  the 
Tour  de  France  twice,  and  even  to  have  a  wonderful  son— Luke. 

Today  there  are  more  miracles  in  store  for  little  Luke  and  his  generation.  At  the 
Bristol-Myers  Squibb  Center  for  Applied  Genomics,  researchers  strive  to  unlock  the  genetic- 
secrets  of  breast  and  colon  cancer,  Alzheimer's,  and  diabetes.  Someday- perhaps  someday 
soon-mutant  cancer  genes  will  be  identified,  repaired,  even  "switched  off."  Imagine  the  hope 
this  brings  to  a  cancer  survivor  raising  his  young  son. 

At  Bristol-Myers  Squibb,  we're  leading  the  way  in  new  frontiers  against  disease.  And  little 
I  uke_c-,nd  all  of  us— could  ultimately  benefit. 

Bristol-MycrS  Squibb  Company     Hope,  Triumph,  and  the  Miracle  of  Medicine 
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Return   on    Intelligence: 

"With  live  eLearning,  we  get  the  latest  clinical 
research  and  product  information  to  our  field  reps 
and  customers  in  days,  not  weeks.  Now  that's  a 

powerful  competitive  strategy." 

i 

Tracy  Tinker,  Training  and  Design  Consultant 
DuPont  Pharmaceuticals  Company 


NASDAQ:  CTRA 


Return   on   Investment: 


more  time  with  customers.  Centra  doesn't  just 
reduce  our  costs  -  it  helps  us  create  incremental 
business  opportunities." 

/an,  Vice  President,  Cardiovascular  Hospital  Sales 


Redefining   eLearning   and   Collaboration: 

With  Centra,  DuPont  Pharmaceuticals  gives  their  sales  force  the  skills  and  information  they  need, 
without  compromising  time  spent  with  their  customers.  Centra  allows  them  to  deliver  regular 
updates  to  their  field  staff  -  online,  in  real-time  -  while  significantly  reducing  costs.  New  reps  get 
up  to  speed  faster,  managers  share  successful  selling  strategies  across  the  country,  and  clinical 
reports  are  dispersed  more  quickly  and  efficiently  than  ever  before. 

With  software  infrastructure  for  eLearning  and  collaboration  -  enabling  virtual  classrooms, 
Web  conferencing,  online  meetings,  and  learning  content  management-  Centra  delivers  a  more 
compelling  return  on  both  your  investment  and  intelligence.    Return  on  I  -  let  us  show  you  how  it 
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Economic  Trends 


BY  GENE  KORETZ 

AN  UPBEAT  VIEW 
OF  PRODUCTIVITY 

Why  its  decline  may  be  muted 

The  debate  over  the  sustainability  of 
America's  recent  productivity  gains 
won't  be  settled  anytime  soon.  But 
there's  no  doubt  that  the  first  quarter's 
1.2%  productivity  plunge  has  shaken 
true  believers  in  the  productivity  miracle 
of  the  late  1990s.  With  business  activity 
fading  and  IT  investment  in  a  tailspin, 
many  now  fear  that  productivity  will 
continue  to  hit  the  skids. 

Not  economist  Maury  N.  Harris  of 
UBS  Warburg,  however.  Even  with  the 
first  quarter's  scant  0.7%  growth  pace, 
he  notes,  a  decline  in  hours  worked  sug- 
gests that  quarterly  productivity  will 
still  be  positive.  More  important,  he  pre- 
dicts that  the  high-tech  slump  will  hurt 
productivity  and  economic  growth  less 
than  many  experts  expect. 

For  one  thing,  says  Harris,  there's 
no  slowdown  in  the  pace  of  technological 

NO  SLOWDOWN  IN 
THE  OUTPUT  OF  NEW  IDEAS 
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change  and  innovation.  He  points  out 
that  patent  activity,  which  slowed  in 
the  1970s  and  1980s,  took  off  in  the 
1990s — foreshadowing  the  hefty  pickup 
in  productivity  gains.  With  patent  grants 
up  sharply  this  year  (and  with  research- 
and-development  outlays  also  apparent- 
ly up),  innovations  leading  to  higher 
productivity  gains  remain  on  track. 

To  be  sure,  the  soft  economy  and  the 
capital-goods  slump  will  constrain  their 
adoption.  But  Harris  notes  that  spending 
on  computer  software  is  down  far  less 
than  outlays  for  hardware.  Moreover, 
the  full  productivity  potential  of  much 
recent  strong  capital  investment  hasn't 
yet  been  realized.  And  some  new  pro- 
ductivity-enhancing ideas  from  patents 
require  relatively  little  added  capital 
g  to  be  implemented,  he  says. 


In  addition,  the  surge  in  patent  ac- 
tivity is  leading  to  the  introduction  of  a 
constant  stream  of  compelling  products 
in  the  high-tech  and  health  sectors.  The 
continuing  appetite  for  such  products, 
says  Harris,  should  soften  the  economic 
impact  of  the  current  sharp  drop  in 
business-technology  investment. 

Indeed,  productivity  could  perk  up 
in  some  unexpected  areas.  A  recent 
analysis  by  economist  Steven  Wieting 
of  Salomon  Smith  Barney  observes  that 
productivity  growth  in  non-lT  manufac- 
turing industries  (which  have  presum- 
ably been  investing  in  technology)  has 
actually  improved  in  recent  years.  Since 
this  occurred  while  they  have  been  in 
recession,  they  should  show  even 
stronger  productivity  gains  once  their 
sales  start  to  recover. 


WHY  OPTIONS 
ARE  REPRICED 

The  usual  rationale  doesn't  hold  up 

During  the  stock  market  boom,  hefty 
stock  options  for  top  executives 
were  all  the  rage  as  a  way  of  encourag- 
ing management  to  build  shareholder 
wealth.  Then,  when  many  stocks  took  a 
dive,  leaving  options  strike  prices  way 
under  water,  many  companies  began 
repricing  such  options.  They  needed  to 
do  this,  they  said,  to  retain  valuable 
managers  and  keep  them  focused  on 
their  shareholders'  interests. 

If  you  think  all  this  sounds  a  bit  self- 
serving,  you'll  find  support  in  two  stud- 
ies slated  to  be  presented  this  month  at 
the  Academy  of  Management's  annual 
meeting  in  Washington.  In  the  first 
study,  Timothy  G.  Pollock  and  colleagues 
at  the  University  of  Wisconsin  at  Madi- 
son looked  at  options  repricing  among  a 
group  of  136  software  companies  in 
1998.  They  found  that  decisions  to 
reprice  a  ceo's  stock  options  were 
strongly  affected  by  both  the  ceo's  pow- 
er within  his  company  and  by  the  con- 
centration of  stock  ownership. 

Specifically,  companies  that  suffered 
sharp  stock  declines  were  far  more  like- 
ly to  reprice  the  ceo's  options  if  he  or 
she  were  also  the  board  chairman,  a 
sign  of  entrenched  executive  power.  But 
they  were  far  less  likely  to  do  so  if  in- 
stitutional owners  or  the  CEO  himself 
held  big  blocs  of  company  shares. 

In  the  second  study,  researchers  led 
by  ( "atherine  M.  Daily  of  Indiana  Uni- 
versity compared  companies  that 
repriced  executive  stock  options  in  1997 
and  1998  with  a  matched  group  of  com- 


HE 


panies  that  didn't  reprice.  They  four  [JAMES 
little  difference  in  the  two  groups'  ear 
ings  in  the  year  prior  to  repricing.  Bt 
in  the  following  year,  companies  th 
repriced  saw  much  higher  executn 
turnover  (and  sharper  stock  declines) 
In  sum,  although  powerful  ceos  ter 
to  favor  repricing  their  options,  insl 
tutions  that  hold  big  blocks  of  shar( 
seem  to  take  a  dim  view  of  the  pra) 
tice — as  do  ceos  themselves  if  they 
already  big  stockholders.  And  usi 
repricing  to  hold  on  to  top  execs  does: 
seem  like  a  very  effective  strategy. 


HOW  CANADA 
KEEPS  WARM 

Tax  cuts  are  buoying  consumers 


■! 

Notwithstanding  its  dependence  o  J  anrr 
the  U.S.,  Canada's  economy  is  lik<  M 
ly  to  continue  to  outperform  its  neigl  r 
bor  to  the  south  through  the  end  c 
next  year,  say  economists  Mark  Chanc  • 
ler  and  Jason  Daw  of  Goldman,  Sachs  <  I 
Co.  As  in  the  U.S.,  the  manufacturin  la','<' 
sector  is  mired  in  recession  and  th 
strength  of  the  consumer  is  the  mai  KUftC 
engine  driving  economic  growth. 

But  with  real  retail  sales  up  at 
healthy  3%  annual  rate  in  the  secon 
quarter,  Canadian  consumers  appear  t 
be  in  a  better  position  to  weather  th 
slowdown  in  employment  growth.  A  bi     i 
reason  appears  to  be  the  early  impact  c 
heating-tax  rebates  and  income-tax  cut 
that  took  effect  in  the  first  quarter.  Th' 
tax  cuts  alone  are  equivalent  to  somfv 
1%  of  gross  domestic  product  this  yea   | 
(vs.  roughly  0.5%  in  the  U.  S.). 

Income-tax  relief  may  also  have  mut 
ed  the  effect  of  Canada's  sharp  stocl   ^ 
market  decline  on  household  spending 
But  Chandler  and  Daw  spot  anothe  Hi! 
development  that  also  has  a  parallel  ii  I 
the  U.S.:  While  Canadian  stocks  wen 
down    17%    on    a 
year-over-year  ba- 
sis in  the  second 
quarter,    housing 
demand  is  robust, 
with     existing 
home  prices  up  by 
more  than  5%  at 
last  count. 

"Rising  housing 
values,"  says  Daw, 
"seem  to  be  pro- 
viding some  offset 
to  plunging  equi- 
ty values  in 
snoring  up  house- 
hold net  worth." 
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rIE  SECOND  HALF 
1H0ULD  BE  HEALTHIER 

ut  the  strength  of  the  rebound  depends  on  how  quickly  tech  recovers 


US.  ECONOMY 


ANUFACTURING  REMAINS 
MIRED  IN  RECESSION 


Life  with  a  broken  leg  is 
tough.  A  part  of  your  body 
s  a  painful  injury,  and  any  forward  movement  is  se- 
rely  impaired.  But  your  life  isn't  at  risk,  and  in  time, 
)  cast  will  be  removed. 

The  tech  sector  is  this  economy's  broken  leg.  The 
est  numbers  on  real  gross  domestic  product  show 
at  investment  on  information  technology  took  a 
;mendous  fall  in  the  second  quarter,  plunging  at  a 
%  annual  rate.  The  rest  of  the  economy,  meanwhile, 
bbled  along.  Real  GDP  grew  at  a  0.7%  pace  after  a 
5%  advance  in  the  first  quarter.  Although  revisions 
ly  change  the  numbers,  so  far  the  U.  S.  economy  has 
t  yet  contracted  for  one  quarter,  let  alone  two — the 
ual  definition  of  a  recession. 

Instead,  the  second-quarter 
data,  plus  revisions  to  data  go- 
ing back  to  1998,  augur  well 
for  the  outlook.  Consumers 
are  still  spending.  They  have 
more  income  and  savings  than 
was  previously  thought.  And 
businesses  drew  down  inven- 
tories for  the  second  quarter 
in  a  row,  setting  the  stage  for 
a  factory  recovery.  But  better 
economic  growth  in  the  sec- 
d  half  will  be  slow  to  take  hold.  In  particular,  the 
mufacturing  sector  is  still  stuck  in  recession  (chart). 
At  the  same  time,  the  cost  pressures  from  wages  and 
nefits  are  easing,  due  in  part  to  some  loosening  in  the 
)  markets.  That  will  give  the  Federal  Reserve  more 
;way  to  cut  short-term  interest  rates,  probably  at 
3ir  Aug.  21  meeting.  And  slower  wage  growth  may 
!m  some  of  the  recent  inflation  jitters  in  the  bond 
irket.  Even  so,  incomes  are  still  outpacing  inflation, 
waning  that  rising  household  buying  power  will  be  a 
^nificant  support  for  the  second-half  upturn. 

IE  REBOUND'S  STRENGTH  will  depend  on  how 

ickly  the  fractured  tech  sector  heals.  Overall  business 
vestment  on  equipment  dropped  at  a  14.5%  annual 
:e  last  quarter  and  subtracted  1.5  percentage  points 
•m  total  GDP  growth.  A  large  portion  of  the  falloff  was 
spending  on  information-processing  equipment  and 
ftware  as  companies  worked  down  their  huge  inven- 
"ies  of  computer  and  related  equipment. 
But  revisions  to  capital  spending  from  1998  to  the 
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THE  TECH  GLUT  LOOKS 

A  BIT  SLIMMER  NOW 
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REAL  SPENDING  ON 
TECH  EQUIPMENT - 


A  BILLIONS  OF  CHAIN-WEIGHTED 
DOLLARS.  ANNUAL  RATE 

Data:  Commerce  Dept 


first  quarter  of  2001  show  that  the  boom  in  tech 
investment  was  not  as  huge  as  first  thought.  Using 
the  Commerce  Dept.'s  new  numbers,  BusinessWeek 
economists  calculate  that  companies  invested  about 
$106  billion  less  in  info-processing  gear  over  the  past 
three  years,  or  about  2%  less  of  the  capital  stock. 
As  a  result,  the  glut  in  tech  capacity  is  not  as  big  a 
problem  as  previously  estimated  (chart). 

That's  good  news  for  manu- 
facturing, since  that  sector  will 
not  come  out  of  its  downturn 
until  capital  spending  perks 
up.  Another  welcome  develop- 
ment in  the  second  quarter: 
Inventories  fell  by  $27  billion 
for  the  second  consecutive 
quarter  on  top  of  downward 
revisions  to  inventory  growth 
in  2000.  For  businesses  out- 
side the  tech  sector,  stock  lev- 
els are  now  better  aligned  with  sales.  Industrial  orders 
and  production  should  bounce  back. 

But  not  just  yet.  In  June,  durable-goods  orders  fell 
2%,  suggesting  demand  hasn't  turned  around.  And  in 
July,  the  purchasing  managers'  index  indicated  that 
the  industrial  sector  continued  to  contract  at  the  start 
of  the  third  quarter.  The  pmi  fell  to  43.6%  in  July, 
from  44.7%  in  June,  dragged  down  by  declining  or- 
ders, production,  and  employment. 

THE  DOWNWARD  REVISIONS  to  both  tech  spending 

and  inventories  were  not  offset  by  upward  revisions  to 
other  sectors.  That  means  over  the  past  three  years, 
real  GDP  grew  at  an  annual  rate  of  4%,  instead  of  4.3%. 
Less  output  suggests  that  productivity  growth  over 
the  past  few  years  will  be  revised  down  when  the 
data  are  released  on  Aug.  7.  And  if  companies  were 
slightly  less  efficient  than  first  thought  but  compensa- 
tion still  grew,  then  unit  labor  costs  were  higher  and 
profit  margins  got  squeezed.  Little  wonder  then  that 
Commerce  lowered  its  figures  for  corporate  profits. 

But  Commerce  revised  up  personal  income  and  lifted 
the  savings  rate,  especially  in  2000.  The  saving  rate  is 
now  put  at  1%  for  last  year,  instead  of  -0.1%.  That 
means  consumers  have  more  of  a  cushion  than  analysts 
thought,  which  explains  why  consumers  keep  on  spend- 
ing even  in  light  of  rising  layoffs. 

Job  jitters  are  taking  a  toll  on  consumers'  psyches, 
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however.  The  Conference  Board's  consumer  confidence 
index  slipped  to  116.5  in  July  from  June's  118.9  (chart). 
Consumers'  assessment  of  current  economic  conditions 
fell  to  152  from  156.8  in  June.  The  gloomier  spirits 
probably  reflect  not  only  layoff  announcements  but 
also  disappointment  that  the  heralded  cut  in  tax  with- 
holding" did  not  show  up  in  many  workers'  paychecks. 

Expectations  for  the  economy  over  the  next  six 
months  fell  slightly  in  July  from  June,  but  last  month's 
reading  was  much  higher  than  the  average  for  the 
second  quarter.  The  board  says  that  "consumers  are 
cautiously  optimistic  that  the  economy  will  rebound 
later  this  year." 

Since  expectations  correlate  closely  to  growth  in 
consumer  spending,  optimism  about  the  future  means 
spending  should  contribute  to  economic  growth.  That's 
especially  likely  since  wages  and  salaries  continue  to 
rise.  Compensation  increased  0.9%  in  the  second  quar- 
ter from  the  first,  according  to  the  Labor  Dept.'s  tally 
of  employment  costs  for  civilian  workers.  That  pushed 
compensation  up  3.9%  above  its  year-ago  level.  The 
increase  worked  out  to  a  3.7%  gain  in  wages  and 
salaries  and  a  4.5%  boost  to  benefits. 

WAGES  AND  BENEFITS  are  both  growing  at  the 
weakest  pace  in  VA  years,  and  that  slowdown  should 
help  the  profits  outlook,  since  labor  costs  are  about 
two-thirds  of  total  business  expenses.  Going  forward, 


CONSUMERS  ARE  MOR 
CAUTIOUS  THIS  YEAR 


businesses  must  try  and  offset  the  rise  in  labor  cost: 
increasing  productivity  somehow. 

But  while  the  yearly  pace  in  wages  and  salaries 
slowed,  the  3.7%  increase  was  above  the  3.4%  ris 
consumer  prices,  so  real  wages  are  rising.  And  lo 
energy  costs  will  slow  inflation  further  in  com] 
months.  That  means  pay  gains  will  generate  big 
increases  in  buying  power  in  the  second  half. 

For  the  consumer  sector  as 
a  whole,  future  pay  raises  are 
likely  to  be  big  enough  to  off- 
set the  fall  in  personal  income 
due  to  layoffs.  And  with  tax- 
payers now  receiving  their  re- 
bate checks,  the  consumer  sec- 
tor looks  in  good  financial 
shape  to  keep  the  economy  ex- 
panding at  the  same  time  that 
inventory  adjustments  should 
be  less  of  a  drag  on  growth. 

That  leaves  capital  spending  as  the  biggest  imp 
iment  on  the  economy.  To  be  sure,  the  tech  recov 
process  will  be  painful,  and  the  economy  will  f; 
risks  in  carrying  along  a  sector  that  is  basically  d 
weight.  But  like  a  broken  limb,  the  tech  sector 
heal  eventually.  And  when  the  cast  is  finally  off, 
tech  to  work  with  the  rest  of  the  economy  to  m 
the  expansion  forward. 


CONSUMER 
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MEXICO 


CLINGING  TO  FRAYED  U.S.  COATTAILS 


Mexico  is  struggling  with  the 
drag  coming  from  the  slow- 
down in  the  U.S.,  its  biggest 
trading  partner.  For  the  second 
time  in  two  weeks,  the  Bank  of 
Mexico  said  on  July  31  that  it  was 
revising  down  its  2001 
forecast  for  real  gross 
domestic  product 
growth. 

The  bank  now  ex- 
pects the  economy  to 
grow  less  than  2%  this 
year,  a  significant  drop 
from  last  year's  6.9% 
expansion.  The  bank's 
survey  of  two  dozen 
private  economists  and 
analysts  shows  they  are  expecting 
just  1.7%  growth. 

In  an  effort  to  stimulate  the 
■only,  the  bank  eased  mone- 
poJicy  on  July  31  for  the  sec- 
!  irne  in  two  months.  The  bank 


THE  SLOWDOWN 
TAKES  HOLD 
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said  it  was  able  to  cut  interest 
rates  because  the  strong  peso  has 
kept  inflation  low.  Consumer 
prices  were  up  just  6.6%  in  the 
year  ended  in  June,  compared 
with  9.4%  in  June,  2000. 

Exporters  are  hop- 
ing the  move  will 
weaken  the  peso, 
which  has  appreciated 
some  5%  against  the 
U.  S.  dollar  so  far  this 
year,  making  Mexican 
goods  more  expensive 
in  the  U.S.,  which 
buys  88%  of  all  Mexi- 
co's exports.  Exports 
fell  4.4%  in  June  com- 
pared with  a  year  ago. 

But  imports  tumbled  by  a  larger 
5.6%,  because  domestic  demand 
is  sagging.  Retail  sales  in  May 
were  up  only  3.5%  from  a  year 
ago,  down  from  April's  4.6%  ad- 


vance and  March's  10.1%  rapid  clip 
Other  monthly  data  confirm  th| 
economy  is  very  weak.  The  gov- 
ernment's Indicator  of  Economic  I 
Activity,  a  monthly  proxy  for  GDJ 
growth,  fell  0.14%  in  May  from 
April,  or  0.4%  below  its  reading 
of  May,  2000  (chart).  Drops  in 
manufacturing,  construction,  min-| 
ing,  and  agriculture  offset  gains 
in  services  and  electric  power 
production. 

Also  in  May,  factory  jobs  fell 
for  the  seventh  month  in  a  row, 
due  largely  to  the  U.  S.  slowdownl 
A  number  of  exporters  have  idled| 
operations  for  periods  of  several 
days  or  weeks  to  cope  with  lag- 
ging U.S.  demand.  Maquiladoras, 
the  for-export  assembly  plants 
largely  clustered  along  the  Mexi- 
co-U.S.  border,  have  slashed  mor(^ 
than  60,000  jobs  so  far  this  year. 
With  Geri  Smith  in  Mexico  Gih\ 
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An  afternoon  sail. 

A  dinner  party  at  sunset. 
Digging  for  the  first  course. 


incoln  LS  |  Luxury  is  more  than  a  hood  ornament.  It's  a  feeling  you  get  when  you're  living  by  your 
wn  rules.  It's  knowing  that  sometimes  the  best  thing  about  a  3.9  litre  32-valve  V8  is  that  it  gets  you 
o  a  place  where  you  can  slow  down  faster.  For  more  information  or  to  schedule  a  test  drive, 
iisit  lincolnvehicles.com  or  call  800-688-8898. 
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News:  Analysis  &  Commentary 


AOL  VS.  MICROS* 


With  core  operations 
slowing,  both  see 
future  growth  in 
the  same  places 

On    July    26,    in    the 
heart    of    Microsoft 
Corp.'s       Redmond 
(Wash.)  campus,  top 
executives    at    the 
software  giant  were 
deep    into    a    presentation 
aimed  at  wowing  Wall  Street 
analysts.  They  started  ticking 
off  the  technological  triumphs 
in  their  upcoming  Windows  XP 
operating  system  and  their  new 
Xbox   game   player,   when   up 
popped  a  slide  entitled  "How  to 
Beat  AOL." 

Microsoft  has  had  many  formida- 
ble adversaries  through  the  years, 
including  Netscape  Communications, 
Lotus,  Borland,  and  IBM,  but  it  may 
have  finally  met  its  match,  aol  Time 
Warner  Inc.  is  the  first  company  in 
years  with  the  guts,  money,  and  staying 
power  to  match  the  giant  from  Red- 
mond. And  it's  gaining  ground  in  a 
struggle  that  grows  fiercer  by  the  day. 
In  recent  weeks,  skirmishes  between 
the  two  have  erupted  over  issues  as  di- 
verse as  control  of  the  computer  desk- 
top, AOL's  potential  bid  for  AT&T's  cable 
unit,  and  pricing  of  online  services. 
The  latest:  On  July  26,  the  industry 
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crosoft,"  says  aol  ceo  Barry  M.  Schuler. 
Separately,  aol  and  Compaq  are  ex- 
pected to  announce  an  expanded  strate- 
gic partnership  in  mid-August  in 
which  aol  will  buy  large  amounts 
of  Compaq  technology  while  the 
PC  maker  advertises  across 
aol  properties. 

Not  to  be  outdone,  Mi- 
crosoft is  insisting  that  all 
PC  makers  that  put  aol 
on  the  desktop  put  MSN 
there,  too.  "They're  try- 
ing to...  not  let  people 
have  the  choice  of  us- 
ing our  software,"  said 
Chairman   William   H. 
Gates  III  at  the  com- 
pany's July  26  analysts' 
f  meeting.  Privately,  the 
company   is    trying    to 
match  aol's  offers 


STEVE  CASE 

&0L  is  raring  to  put  Time 
Warner's  print,  film,  TV, 
and  music  content  on  the  Web 


discovered  that  aol  had  landed  a  cov- 
eted place  on  the  desktop  of  the  new 
Windows  XP  operating  system  that  will 
ship  with  Compaq  Computer  Corp.'s 
machines,  while  msn  was  relegated  to  a 
slot  on  the  Windows  start  menu.  "All 
we're  trying  to  do  is  let  consumers  find 
aol  instead  of  being  stuck  with  Mi- 


to  pc  makers,  in  hopes  they'll  promote 
msn  instead,  a  PC  exec  said. 

While  the  two  companies  started  in 
different  corners  of  the  tech  business — 
Microsoft  catering  to  PC  users  and  AOI, 
to  the  hordes  of  the  online  generation — 
they're  increasingly  on  a  collision  course. 
Why?    They're    both    facing    slowing 


ON  A  COLLISION  COURSE 


As  AOL  and  Microsoft  square  off  in  their  fight  for  Net  dominance, 
the  battle  lines  are  drawn: 


Thp  When  A0L  cut  a  deai 

with  Compaq  to  appear 

D6SktOD    as  the  Preferred  Internet 

"    service  provider  on  its 
machines,  Microsoft  countered  that  PC 
makers  must  also  carry  the  MSN  icon 
if  they  offer  a  competing  Net  service. 


PoKlp  AOL  is  exploring  an 

\jd,UlC  acquisition  of  AT&T 

SySteiTlS    Broadband's  cable 
systems.  Microsoft, 
which  has  already  invested  $5  billion  in 
AT&T  Broadband  and  $1  billion  in 
Comcast,  could  block  any  AOL  deal. 


Instant 


AOL  holds  the  lea 
in  the  instant-cha 
MeSSaging  business  Microso 
°  °  pushing  AOL  to  le 
rival  services  link  up  with  its  users.  N 
it's  bundling  messaging  software  into 
newest  version  of  Windows. 
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iILL  GATES 

licrosoft  hopes  to  lure  A(H  i 
ubscribers  with  a  single 
ign-on  to  a  raft  of  new  services 

rowth  in  their  core  businesses  and  see 
le  same  sources  of  long-term  salva- 
on:  anywhere,  anytime  Web  services — 
'oni  stock  quotes  to  online  music  to  in- 
;ractive  TV — delivered  lickety-split  to 
le  living  room,  office,  or  wireless  de- 
ice.  And  they're  using  their  respective 
rips  over  pes  and  online  users  to  cata- 
ult  into  this  new  world.  "Neither  will 
ede  dominance  in  any  market,"  says 
ohn  Corcoran,  Internet  analyst  at  cibc 
Vorld  Markets.  "They're  saying:  'I'm 
eeping  my  fingers  in  all  your  pies,  and 
ou're  keeping  a  finger  in  all  mine.' " 

Tensions  are  only  increasing  as  the 
cheduled  Oct.  25  launch  of  XP  draws 
loser.  In  June,  aol  tried  and  failed  to 
/in  a  permanent  slot  on  the  new  oper- 
ting  system  after  prolonged  negotia- 
ions  with  Microsoft.  That  was  a  big 
trategic  blow.  But  the  government's 
ntitrust  case  is  giving  aol  a  once-in-a- 
ifetime  chance  to  try  to  change  the 
ray  Microsoft  leverages  its  operating- 
ystem  monopoly.  According  to  industry 
ources,  AOL  supports  a  plan  to  force 
he  software  giant  to  license  Windows 
o  rivals  who  could  then  configure  it 
heir  own  way — an  idea  that  was  floated 


in  the  past  but  lacked  wide  support. 

Both  companies  have  big  arsenals  and 
little  choice  but  to  go  mano-a-mano  as 
they  pursue  the  same  markets.  At  its 
essence,  this  contest  will  be  a  duel  be- 
tween software  vs.  content.  Microsoft 
is  betting  that  its  ubiquitous  Windows 
operating  system  and  its  lock  on  the 
allegiances  of  software  developers  will 
win  the  race,  while  aol  is  just  as  sure 
that  its  control  over  content  and  online 
subscribers'  loyalties  will  triumph. 

Both  are  taking  whacks  at  each  oth- 
er's strongholds.  Microsoft  hopes  its  .Net 
technology,  which  lets  PC  software  pro- 
grams and  Web  sites  communicate  with 
one  another,  will  lure  PC  users  with  a 
single,  convenient  sign-on  to  a  raft  of 
new  services  on  the  Net.  With  one  click, 
consumers  will  be  able  to  order  their 
online  broker  to  buy  100  shares  of  a 
company,  transfer  $1,000  from  their 
bank  to  their  brokerage,  and  update 
their  personal  stock-portfolio  program. 
For  this  service,  Microsoft  will  levy  a 
small  charge. 

Meanwhile,  aol,  fresh  from  its  $103 
billion  acquisition  of  media  giant  Time 
Warner  this  year,  is  raring  to  tap  Time 
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Warner's  enormous  hoard  of  tradi- 
tional print,  film,  television,  and  mu- 
sic content  for  distribution  over 
the  Net.  aol  doesn't  need  to 
search  for  a  market:  It  already 
has  30  million  online  sub- 
scribers primed  to  be  guinea 
pigs  for  new  services.  When 
it  launches  potentially  lucra- 
tive new  offerings,  such  as 
online  music  or  interactive 
TV,  it  will  have  a  significant 
head  start  over  Microsoft. 
What's  more,  aol  is  trying 
to  skirt  Microsoft's  iron  grip 
over  the  PC  by  pushing  TV, 
Sony  Playstation,  and  other 
connected  devices.  Over  the 
long  term,  predicts  Mike  Homer, 
a  Netscape  veteran  and  ceo  of 
Kontiki,  a  Silicon  Valley  startup, 
each  is  likely  to  maintain  its  sphere 
of  influence,  "aol  will  win  in  the  living 
room,  and  Microsoft  will  continue  to 
march  forward  on  the  PC." 
PRESSURE  ON  CONGRESS.  Meanwhile, 
look  for  the  dogfight  to  move  into  new 
battlegrounds.  One  of  them  is  law  and 
policymaking,  aol  has  been  lobbying 
Congress  on  Microsoft's  business  plans 
and  has  talked  to  the  Senate  Judiciary 
Committee  about  the  competitive  issues 
surrounding  Windows  XP.  In  early 
March,  aol  also  briefed  staff  at  the  Na- 
tional Association  of  Attorneys  General 
on  the  new  operating  system. 

On  another  front,  aol  believes  that  a 
good  long-term  remedy  to  the  Microsoft 
antitrust  case  would  be  forcing  the  com- 
pany to  offer  a  version  of  the  operating 
system  to  PC  makers  or  other  rivals, 
according  to  industry  sources,  aol  de- 
clined to  discuss  the  idea.  Such  a  pro- 
posal, which  would  be  more  politically 
acceptable  than  a  breakup,  was  closely 
considered  by  trustbusters  last  year.  In- 
dustry reaction  to  the  idea,  which  would 
allow  PC  makers  to  load  up  their  own 
bundle  of  applications  rather  than  being 
forced  to  take  those  Microsoft  chooses, 
is  mixed.  "I  love  it,"  says  Gateway  Inc. 
CEO  Theodore  W  Waitt.  But  it's  not 
clear  that  other  PC  makers  agree.  One 
former  Dell  Computer  Corp.  manager 
who  has  experience  working  with  Mi- 
crosoft said  that  while  it  might  give  PC 
makers  more  choice,  it  would  also  make 


1T1P        When  AOL  raised  rates 
x^lc        to  $23.90  in  July,  MSN 

VT.C6S   nelcl  Pr'ces  steady  at 

$21.95  and  launched  a 
ting  blitz  to  win  over  AOL  sub- 
rs.  Still,  MSN  has  only  6.5  million 
•ibers,  vs.  AOL's  30  million. 


OnllTlP   ^<~"~  anc'  Microsoft  will  soon 
\J 111  11  It  compete  for  online  music- 
MllSiC     subscription  services.  AOL 

Time  Warner  has  teamed  up 
with  Bertelsmann  and  EMI  to  offer  Music- 
Net, and  Microsoft  is  allying  with  Vivendi 
Universal  and  Sony  to  push  PressPlay. 


IVTpHiq       Microsoft  tried  unsuccess- 
lVieUld       fu||y  t0  e]bow  aside  Rea[ 

PlciVGrS    Networks,  the  company 
that  provides  AOL  with 
audio  and  video  software.  It  wanted  AOL 
to  use  Windows  Media  Player  instead, 
but  AOL  refused. 
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configuring  systems  more  complex — a 
big  no-no  in  this  time  of  cost-cutting. 
"It  would  make  life  more  difficult  for 
any  PC  [maker],"  he  says.  Microsoft 
spokesperson  Vivek  Varma  would  not 
discuss  the  details  of  the  idea  and  dis- 
missed the  proposal  as  having  "no  cred- 
ibility and  no  weight." 

Broadband  is  another  arena  where 
the  combat  is  heating  up.  Both  compa- 
nies are  working  behind  the  scenes  in 
the  bidding  for  AT&T  Broadband  to  keep 
the  nation's  leading  cable  operator  out  of 
the  grasp  of  the  other.  Both  AOL  and 
Microsoft  are  betting  that  upgraded  dig- 


ital cable  lines  will  be  a  winning  conduit 
to  deliver  fast  Internet  services.  AOL, 
especially,  doesn't  want  to  lose  its  dom- 
inance in  Internet  access  when  con- 
sumers migrate  to  broadband.  And  Mi- 
crosoft wants  to  sell  the  software 
powering  the  set-top  boxes  that  bring 
broadband  services  to  the  living  room.  If 
too  many  cable  guys  fall  into  aol's 
camp,  its  market  shrinks  dramatically. 
The  battle  was  drawn  after  Comcast 
Corp.  made  a  bid  for  AT&T's  cable  assets 
in  early  July.  Within  two  weeks,  aol  ex- 
ecs met  with  AT&T  in  New  York,  accord- 
ing to  industry  sources.  Under  discussion: 


A  new  spin-off  combining  at&t  Broil 
band  with  AOL  Time  Warner's  cable  opl 
ations,  with  at&t  holding  a  40%  sha] 
Comcast  execs  believe  they  can  beat 
AOL  counteroffer  with  the  help  of 
crosoft,  which  owns  nearly  5%  of  Come 

No  doubt  about  it,  these  two 
are  going  to  collide  more  frequently 
they  rush  into  the  broadband  futui 
Consumers  watching  the  brawl  can 
hope  that  this  clash  of  the  titans 
mean  better  services  for  them. 

By  Catherine  Yang  in  Washingtc 
with  Jay  Greene  in  Seattle,  Andrt 
Park  in  Dallas,  and  bureau  reports 
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EXECUTIVE  SUITE 


SURPRISE!  BOB  LUTZ 
IS  HEADED  FOR  GM 

Chrysler's  ex-president  will  be  head  of  product  operations 

General  Motors  Corp.  may  finally  be 
catching  on.  After  years  of  churn- 
ing out  nondescript  cars  that  lost 
market  share,  GM  Chief  Executive  G. 
Richard  Wagoner  Jr.  has  embarked  on  a 
major  push  to  hire  some  of  his  rivals' 
top  designers.  In  the  process,  he  has 
sought  advice  from  retired  Chrysler 
President  Robert  A.  Lutz.  "I  have 
talked  to  Rick  a  number  of  times  about 
how  to  fix  the  problems,"  says  Lutz. 

Now,  Wagoner  has  snared  Lutz.  GM 
will  hire  him  as  head  of  product  opera- 
tions. Turns  out  that,  aside  from  giving 
advice,  Lutz — a  design  buff  who  is  cred- 
ited with  much  of  Chrysler  Corp.'s 
resurgence  in  the  1990s — has  been  has 
been  talking  to  Wagoner  about  a  job 
for  himself.  To  join  GM,  Lutz  has  handed 
the  ceo  job  at  Exide  Corp.,  the  bat- 
tery maker  that  he  went  to  in  1998  af- 
ter retiring  from  Chrysler,  to  company 
President  Craig  Muhlhauser,  but  will 
retain  the  chairman's  post. 

A    role    at    GM  might 
just  satisfy  the  restless 
executive,  who  oversaw 
the  development  of  such 
hits  as  the  Dodge  Viper 
and   the   ft  Cruiser  at 
Chrysler.  Since  retiring 
in  1998,  he  has  been  run- 
ning Exide  in  Ann  Arbor, 
Mich.  Still  Lutz,  69,  con- 
cedes that  managing  Ex- 
ide doesn't  tap  his  greatest   talent:  build- 
ing cool  cars.  "My  bag  of  tricks — knowing 
what  cars  to  do — is  an  ability  only  ap- 
le  to  the  car  business,"  he  says. 

actly  the  kind  of  talent  GM's 


PAST 
MASTER 

Lutz,  a  shrewd  judge 
of  car  design,  is  widely 
regarded  as  a  strong 
force  in  Chrysler's 
1990s  resurgence 


finance-heavy   top   ranks 
could  use.  The  company 
has  long  had  a  reputation 
for  stolid  design,  and  re- 
cent attempts  to  improve 
it  haven't  worked.    Last 
year's  aggressively  styled 
Pontiac  Aztek  spoi-t  utility, 
for  example,  was  derided  as  garish.  It 
sold  poorly.  "They're  taking  risks,  bul 
ju  I  can't  differentiate  between  v   i  neri 
ami  losers,"  says  Deutsche  Bank  Alex. 
Brown  analyst  Rod  Lache. 


Lutz  certainly  should  be  able  to 
offers  several  skills  gm's  design  t 
has  been  lacking:  a  keen  eye  for 
design  and  willingness  to  speak  out.  " 
still  has  too  many  bland,  me-too  ve 
cles,"  says  Saul  Rubin,  an  analyst 
ubs  Warburg.  "That's  where  Lutz  cou| 
make  a  difference." 
DROWNED  OUT?  Still,  bringing  pizza;] 
to  gm's  lineup  won't  be  simple,  even  ft 
Lutz.  Although  it  has  hire 
other  hot  designers,  GM 
huge  bureaucracy  is  resis 
tant  to  change.  Even  e 
Chrysler,  Lutz  had  a  har 
time  getting  the  pt  Chrysk 
approved  over  his  doubtin 
subordinates.  "Just  gettin 
a   product    guy   won't   b 


HIS 


enough,"  says  James 
Hall,  vice-president  of  Ai 
toPacific  Inc.  "The  structur 
of  the  business  won't  mak  | 
it  easy  to  get  things  done 
Still,  with  Wagoner's  back 
ing,  Lutz  must  see  a  chanci 
to  make  a  change 

Wagoner's  move  to  brinj 
Lutz  in  is  part  of  a  broade 
effort  to  shake  up  GM's  de 
sign  ranks.  Last  year,  Wag 
oner  tried  to  hire  formei 
Chrysler  design  chief  Ton 
Gale,  a  force  behind  the 
Dodge  Ram  pickup  anc 
Jeep  Grand  Cherokee.  Mor« 
recently,  he  also  made  ar 
offer  to  Kurd  product-development  host 
Richard  Parry-Jones,  says  one  source 
close  to  cm.  Likewise,  Wagoner  is  sai( 
to  have  had  his  eye  on  Wolfgang  Reit 
zle,  who  heads  Ford's  Premier  Automo- 
tive Group — its  luxury  unit.  And  he  was 
interested  in  Ford  chief  designer  .1  Mays- 
in  replace  Wayne  Cherry,  63,  the  de- 
sign chief  who's  expected  to  retire  in 
two  years.  So  far,  only  Lutz  is  biting 
But  Wagoner  clearly  has  gone  fishing.  * 
By  David  Welch 
ni  Detroit 
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MIGHTY  SHORT 
jJHRISTMAS  LIST 
THIS  YEAR 

J  Vbrried  retailers  are  putting 
ome  holiday  orders  on  hold 


& 


t  the  Port  of  Long  Beach,  Christ- 
mas usually  starts  in  July.  That's 
when  the  big  retailers,  from  Wal- 
lart  Stores  Inc.  to  Federated  Depart- 
lent  Stores  Inc.,  start  to  ship  in  thou- 
ands  of  containers  of  Asian-made 
merchandise  that  will  wend  its  way  to 
tore  shelves  during  the  holidays.  But 
here  has  been  little  Christmas  cheer  at 
he  Southern  California  port,  the  na- 
ion's  second-largest  behind  Los  Ange- 
bs:  Incoming  volume  in  July  was  flat, 
['hat's  not  very  good  compared  with 
he  last  several  years,  when  the  port 
acked  up  nearly  double-digit  gains  in 
uly,  notes  John  Favor,  the  port's  mar- 
king manager.  "Retailers  want  to  wait 
•ecause  they  are  worried  about  the 
economy,"  he  says.  "But  you  can't  wait 
oo  long." 

Faced  with  an  uncertain  economy  this 
loliday  season,  retailers  have  good  rea- 
son to  be  wary.  And  they're  scouring 
he  horizon  for  any  hints  of  economic 
trength.  On  July  31,  they  got  some:  The 
Commerce  Dept.  reported  that  personal 


consumption 
rose  0.4%  in  June.  Buoyed 
in  part  by  tax  rebate  checks,  that  was 
nearly  double  expectations. 

Will  that  upbeat  news  prompt  retail- 
ers to  bulk  up  on  shipments?  Or  will 
they  continue  to  hold  off,  waiting  for 
more  evidence  that  this  Christmas  isn't 
going  to  be  a  bust?  If  retailers  wait  too 
long,  they  could  wind  up  causing  them- 
selves more  harm  than  good:  A  late 
surge  in  shipments  could  cause  a  bad 
distribution  bottleneck  in  the  fall. 

Ultimately,  if  consumer  spending 
manages  to  hold  up,  retailers  could  be 
stuck  with  empty  shelves  during  the 
holiday  shopping  season.  "If  retailers 
delay  and  condense  the  shipping  sea- 
son, it  could  have  a  serious  impact," 
says  Peter  Mettra,  an  assistant  vice- 
president  at  Pacer  Stacktrain  Service,  a 
unit  of  Walnut  Creek  (Calif. )-based  Pac- 
er International  Inc.  that  operates  rail 
cars  that  transport  merchandise. 

NO  CLEAR  PICTURE 

So  far  this  year,  retailers 
4  have  faced  a  mixed  bag 
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GAMBLE 


If  stores  wait  too  long 
to  order  for  Christmas,  they 
may  come  up  short 


So  far  this  year,  it's  clear  that 
many  retailers   are  looking  for 
ways  to  delay  taking  hold  of  in- 
ventories as  long  as  possible. 
Many  of  the   nation's  largest 
chains  have  changed  their  or- 
dering   patterns,    notes    Dick 
Metzler,  ceo  of  APL  Logistics 
Ltd.,  an  Oakland  (Calif.)-based 
company  that  handles  shipping 
from  Asian  factory  floors  for  big 
U.S.  retailers  such  as  Kmart, 
Target,   and   Wal-Mart.    Rather 
than  place  big  orders,  many  have 
lined  up  smaller  ones  with  the  option 
to  back  off  later  orders  should  con- 
sumer demand  not  materialize.  "It  gives 
more  flexibility  to  order  later  and  meet 
in-store  dates,"  says  Metzler. 

But  flexibility  is  the  key,  because 
even  though  retailers  are  putting  off 
shipments  now,  they  may  very  well  be 
scurrying  to  speed  up  deliveries  a 
month  or  two  down  the  line.  This  is 
about  the  time  every  year  when  retail- 
ers, who  bring  in  nearly  80%  of  holi- 
day items  from  Asia,  begin  shipping  or- 
ders. But  this  year,  most  say  they're 
planning  for  flat  to  low-single-digit  sales 
gains  for  the  fourth  quarter,  so  analysts 
suspect  they're  limiting  their  orders. 
"Department  stores  and  discounters  are 
being  quite  cautious,"  says  analyst  Lin- 
da T  Kristiansen  of  ubs  Warburg. 
DERAILED.  But  the  supply  chain  is  easy 
to  upset,  shipping  executives  say.  In 
1999,  many  containers  waited  on  the 
docks  in  Asia  because  of  strong  Christ- 
mas demand  in  the  U.S.  that  stretched 
shipping  capacity.  "If  you  squeeze  time 
out,  you  start  to  change  the  equation," 
says  an  executive  for  a  big  transloading 
firm. 

For  now,  it's  a  waiting  game  for  re- 
tailers. As  containers  full  of  stuffed 
bears,  electric  trains,  video  games, 
scarves,  and  mittens  sit  on  Asian 
wharves  collecting  dust,  retailing  execs 
are  holed  up  in  their  offices  scouring 
store  sales  and  other  data  for  signs  of 
economic  life.  "If  buyers  don't  bring 
anything  in,  they  aren't  in  the  ball 
game,"  says  Thomas  Kessery,  vice-pres- 
ident for  Midwest  sales  at  "K"  Line 
America  Inc.,  an  ocean  freight  company 
that  carries  merchandise  for  retailers 
like  Target  and  Sears  &  Roebuck  Co. 
That's  one  good  reason  why  they'd  bet- 
ter not  wait  too  long. 

By  Robert  Berner  in  Chicago,  with 
Gerry  Khermouch  in  New  York 
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COMMENTARY 


By  Joseph  Weber 


DISCLOSURE, 
OR  DATA  GLUT? 


When  troubled  Yahoo!  Inc.  report- 
ed that  it  had  beaten  expecta- 
tions by  earning  a  penny  a  share 
in  the  second  quarter,  investors  grew 
positively  giddy.  They  hiked  the  Inter- 
net outfit's  stock  9%,  to  nearly  $19  on 
July  12,  the  day  following  Yahoo's  earn- 
ings release,  euphoric  that  Yahoo  hadn't 
just  broken  even — as  analysts  had  ex- 
pected. The  surge  seemed  way  out  of 
proportion.  The  news  of  that  penny-a- 
share  profit  came  after  analysts  had 
earlier  twice  lowered  their  estimates  in 
the  wake  of  management  warnings. 
More  to  the  point,  Yahoo's  second-quar- 
ter revenues  came  in  a  dismal  33%  low- 
er than  last  year's,  and  more  declines 
were  forecast.  All  common  sense  would 
dictate  that  Yahoo's  actual  performance 
was  weak — very  weak,  as  reflected  in 
its  shares'  93%  decline  since  January, 
2000.  So  why  the  sudden  surge  in  price 
in  July?  "Overreaction,"  says 
Leonard  C.  Soffer,  associ- 
ate professor  of  account- 
ing at  the  University  of 
Illinois  at  Chicago. 

It's  the  sort  of  over- 
reaction  that  is  increas- 
ingly common  these 
days.  With  profits  va- 
porizing amid  a  weaken- 
ing economy,  more  execu- 
tives at  more  companies 
have  more  bad  news  to  deliv- 
er to  investors  than  at  any 
time  in  recent  memory.  And  if 
that  weren't  challenge  enough, 
both  companies  and  investors  are 
simultaneously  grappling  with 
changes  in  how  companies 
are  required  to  report  un- 
der the  nine-month-old  Se- 
curities &  Exchange  Com- 
mission regulation  on  fair 
disclosure  of  financial  in- 
formation. Reg  fd,  as  it 
is  known,  requires  com- 


panies  to  disclose  important  information 
to  a  broad  public,  not  just  to  a  favored 
few  on  Wall  Street. 

The  combination  has  led  to  a  sea 
change  in  the  amount  of  information — 
useful  and  otherwise — now  flowing  to 
investors,  and  in  how  the  market  is  ab- 
sorbing that  information.  Indeed,  for  all 
the  complaints  by  Wall  Street  analysts 
that  Reg  FD  would  cause  the  financial 
information  released  to  investors  to  dry 
up,  the  opposite  seems  to  be  the  case. 
Reg  fd,  coinciding  as  it  has  with  the 
downturn,  has  prompted  a  torrent  of 
mid-quarter  earnings  "preannounce- 
ments"  as  companies  rush  to  get  their 
bad  news  out  as  early  and  widely  as 
they  can.  By  the  time  all  the  reports 
are  in  for  the  second  quarter,  U.  S.  com- 
panies will  release  more  than  1,300  pre- 
announcements,  says  Charles  L.  Hill, 
research  director  for  First  Call/Thomson 
Financial.  That's  up  from  just  555 
such  alerts  in  last  year's  second 
quarter.  "It  has  just  snow- 
balled," says  Hill. 

But  to  what  end?  Has 
Reg  FD,  and  the  avalanche 
of  information  it  has  un- 
leashed, helped  make  the 
market  more  efficient,  by 
getting  more  informa- 
tion out  in  a  more 
timely  man- 


ibue 


ner  to  a  wider  array  of  investors 
has  it  simply  created  a  new  earnl 
game  in  which  managers  are  skil| 
ratcheting  down  expectations  in 
to  minimize  the  damage  to  their 
While  companies  have  always  ma 
earnings  expectations  to  a  certaii) 
tent,  the  phenomenon  of  execs  nd 
down  the  corporate  goalposts,  thJ 
ing  rewarded  by  investors  for  bel 
the  lowered  goal  by  a  penny  or  s| 
seems  more  prevalent  by  the  daj 
Truth  be  told,  the  answer  to  b{ 
those  questions  is  probably  yes. 
little  doubt  that  in  these  days  of  i 
ing  profits,  Reg  FD  is  playing  a  h 
role  in  the  increased  speed  and  v    f, 
with  which  information  is  getting 
leashed.  But  there's  even  less  doi 
that  it's  increasing  the  stakes  for    I 
agement  that  mishandles  the  pro<  I 
"It  is  challenging  right  now  to  be  I 
nancial  executive  because  we're  d  I 
with  the  uncertainties  in  the  econ  I 
while  balancing  the  increasing  ne<  I 
from  shareholders  for  more  inforr 
tion,"  says  Janet  B.  Haugen,  chiel 
cial  officer  of  Unisys  Corp. 
HEFTY  BLOW.  Most  companies  ha\I 
quickly  realized  that  if  bad  news  1 
coming  down  the  pike,  they're  bef 
off  getting  it  out  as  fully  as  possil| 
rather  than  having  to  continually 
investors  that  more  bad  news  is  al 
Although  the  result  is  often  a  quid 
hefty  blow  to  the  stock  price,  the  [ 
native  may  be  worse.  According  tl 
study  of  some  250  companies  by  tl 
University  of  Illinois'  Soffer,  mana 
who  put  all  their  bad  new! 
at  once  in  preannouncemel 
generally  see  their  stocksf 
6%-7%  better  than  those 
dribble  out  the  gloomy  ne 
"If  you  piece  out  the  bad 
and  only  give  part  of  youi 
news  at  preannouncement 
study  would  suggest  you 
punished  severely,"  says  I 
ly  R.  Walther,  Soffer's  co- 
thor  and  an  associate  prof 
at  Northwestern  University's  Kc 
Graduate  School  of  Management 
Reg  fd  has  given  companies  p 
of  other  reasons  for  prean- 
nouncements.  If 
they've  giv- 
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earnings  projections  and  condi- 
Unge,  investors  now  have  the  le- 
ft to  promptly  know  about  the 
s.  "If  the  outlook  is  going  to  ma- 
(liffrr,  we  have  the  obligation  to 
i  that,"  says  C.  F.  "Chip"  Wo- 
*ka,  vice-president  for  investor  re- 
at  Cummins  Inc,  a  maker  of 
?ngines  in  Columbus,  Ind.  More- 
ith  investors  skittish  and  earn- 
isibility"  limited,  the  pressures  on 
o  prove  that  they  know  how  busi- 
faring  is  intense.  Says  Unisys' 
n:  "We  have  to  demonstrate  that 
lerstand  what's  going  on." 
n  Wall  Street  may  be  better  off 
.eg  FD.  A  new  University  of 
rn  California-Purdue  University 
study  indicates  that  Reg 
FD  has  not  hurt  the 
flow  of  information  to 
the  market.  After  re- 
viewing public  an- 
nouncements by  nearly 
1,600  firms,  the  study 
found  an  almost  150%  in- 
crease in  the  average  number 
of  disclosures  per  firm  in  the 
fourth  quarter  of  2000, 
compared  with  the  same 
period  a  year  before.  Nor 
has  it  contributed  to 
greater  price  whipsaw- 
ing.  "We  don't  find  any 
evidence  that  it  has 
been  the  big  bogey- 


f 
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man  that  people  seemed  to  think  it 
would  be,"  says  study  coauthor  Frank 
Heflin,  an  assistant  professor  of  manage- 
ment at  Purdue's  Krannert  Graduate 
School  of  Management. 

Still,  many  analysts  remain  uncon- 
vinced. Edward  M.  Kerschner,  global 
stock  strategist  for  ubs  Warburg,  for  in- 
stance, argues  that  rather  than  prompt 
the  release  of  helpful  information,  Reg 
FD  is  plaguing  the  market  with  "unfil- 
tered  disclosure."  As  a  result,  the  mar- 
ket is  reacting  to  every  bit  of  informa- 
tion without  knowing  if  it  is  important. 

Plenty  of  institutional  investors,  too, 
"prefer  the  old  way,"  says  Sally  Ander- 
son, a  portfolio  manager  at  Kopp  Invest- 
ment Advisors  in  Edina,  Minn.,  which 
manages  about  $3.5  billion.  "We  are  get- 
ting less  information  from  companies," 
says  Anderson,  who  specializes  in 
growth  companies.  "The  information  flow 
is  in  bits  and  pieces....  We  pick  up  less 
incremental  body  language 
than  before." 

But  that  is  precisely 
the  point.  Now  smaller 
investors  who  were 
shut  out  of  the  club  are 
clearly  getting  more  in- 
formation. A  study  by 
researchers  at  Harvard 
University  and  elsewhere 
found  that  as  companies  have 
opened  up  conference  calls, 
small  investors  have  stepped 


EXPECTATIONS: 

*0f  those  who  reported  by  July  30 

up  trading  while  the  calls  are  in 
progress.  "There's  no  doubt  that  the  in- 
cestuous relationships  between  company 
managements  and  favored  analysts  and 
investment  managers  has  mostly  been 
curtailed,"  says  Fred  Hickey,  editor  of 
The  High-Tech  Strategist,  an  investment 
newsletter  in  Nashua,  N.  H.  And  that's 
what  Reg  FD  is  all  about. 

With  Christopher  H.  Schmitt  i?i  Wash- 
ington, Susan  Scherreik  in  New  York, 
and  bureau  reports 


Reg  FD  makes  the  market 
more  efficient,  but  it 

Jso  encourages  managers 

lower  earnings  goalposts 
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HAVE  BANKS  BEEN 

GIVING  TEQUILA  TO  A  DRUNK? 

Fat  portfolios  of  high-risk  subprime  loans  could  spell  trouble 

Time  was,  if  you  missed  a  few  pay- 
ments on  your  mortgage,  defaulted 
on  a  credit  card,  or  declared  bank- 
ruptcy, most  banks  wouldn't  give  you 
a  loan.  But  lending  to  consumers  with 
poor  credit  scores,  or  subprime  lending, 
has  mushroomed  over  the  past  decade, 
with  banks  doing  the  bulk  of  the  busi- 
ness. Now,  warning  signs  are  flashing 
that  some  banks  may  be  getting  in  over 
their  heads. 

On  July  27,  the  Federal  Deposit  In- 
surance Corp.  seized  Superior  Bank  FSB 
in  Oakbrook  Terrace  (111.)  in  a  bailout 
that,  analysts  say,  may  cost  $500  million. 
Superior,  which  specialized  in  subprime 
loans,  failed  largely  because  it  overesti- 
mated the  value  of  such  loans  on  its 
books  and  became  insolvent.  It's  an  easy 
trap  to  fall  into.  More  than  a  dozen  non- 
bank-subprime  lenders  went  bankrupt 
in  the  late  1990s  after  they  had  over- 
valued their  loans. 

Banking  analysts  are  growing  worried 
that  as  the  economy  slows,  Superior  will 
prove  to  be  far  from  an  isolated  case. 
The  fdic  says  it  is  closely  tracking  150 
banks  that  have  sizable  subprime  portfo- 
lios. Critics  of  the  practice  say  that  banks 
are  being  irresponsible  by  lending  so 
much  to  debt-strapped  consumers  with  a 
history  of  not  paying  their  bills.  "It's  like 
giving  tequila  to  a  drunk,"  says  David 
W.  Tice,  president  of  economic  research 
firm  David  W.  Tice  &  Associates  Inc. 
RECORD  DEFAULTS.  Already,  subprime 
borrowers  are  having  trouble  paying 
back  their  loans.  In  June,  a  record  1-in- 
10  subprime-mortgage  borrowers  was 
in  arrears  by  60  days  or  more,  according 
to  Moody's  Investors  Service.  More  than 
6%  of  all  subprime  loans  are  seriously 
delinquent,  meaning  they  haven't  been 
paid  in  three  months  or  more,  says 
Mortgage  Information  Corp.,  a  San 
Francisco  research  outfit. 

As  if  that  weren't  enough,  banks  may 
soon  be  forced  to  lower  the  interest 
rates  and  fees  they  can  charge  on  sub- 
prime  loans,  cutting  their  profit  mar- 
gins. On  July  26  and  27,  the  Senate 
Banking  Committee  held  hearings  on 
predatory  lending  to  assess  the  scope  of 
roblem  in  the  subprime  market, 
nittee  Chairman  Paul  S.  Sarbanes 
is  among  legislators  urging  measures 
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to  cap  charges  on  subprime  lendin 
The  bad  news  comes  at  a  time  wh< 
banks  have  lent  more  money  than  ev 
to  consumers  with  poor  credit.  Last  ye; 
over  $160  billion  in  mortgage  loans,  tl 
bulk  of  subprime  lending,  was  advanc< 
to  borrowers  with  imperfect  credit,  i 
from  $25  billion  in  1993,  says  smr  Rl 
search  Corp.  Consumers  with  sketcnj 
credit  histories  took  some  $100  billion  I 
credit-card  and  auto  loans  in  2000.  Mol 
of  this  business  is  being  done  by  bank 
led  by  the  likes  of  Citigroup,  J.  P.  Morgj 
Chase,  and  Bank  of  America. 
STIFF  RATES.  Despite  record  consume 
debt  levels  and  a  rising  tide  of  layoff  a 
nouncements  from  companies,  ban! 
show  few  signs  of  curtailing  that  len< 
ing.  Indeed,  SMR  Vice-President  Geor 
Yacik  estimates  that  subprime-mortga! 
lending  alone  will  reach  $220  billion  th 
year.  The  attraction  for  banks  is  simpl 
Subprime  loans  earn  more  profit,  sine 
they  carry  interest  rates  as  much 
1.5  to  6  percentage  points  higher  tha 
traditional  loans.  Charge  cards  for  cor 
sumers  with  poor  credit  histories  ca 
carry  annual  fees  as  high  as  $100.  Th 
downside  is  that  loss  rates  are  als 
much  higher  than  on  traditional  loan 
"You  can  make  a  lot  more  money  i 
good  times  and  lose  a  lot  more  in  ba 
times,"  says  Richard  M.  Kovacevitcl 
ceo  of  Wells  Fargo  &  Co. 

So  far,  the  big  banks  aren't  feelin 

the  pinch.  Citigroup,  by  far  the  large 

bank  subprime  lendei 

SEIZED:  Vexed     had  $58  billion  in  sub 

customers  out-    prime  home  and  person 

side  Superior      al  loans  in  second-quar 

ter    2001    through    it 

CitiFinancial  subsidiary,  up  13%  from 
year  ago.  Its  credit  losses,  at  2.52%,  an 
up  just  barely  from  a  year  ago.  Chas' 
Manhattan  Mortgage  Corp.,  a  unit  o 
J.P.Morgan  Chase  &  Co.,  has  beei 
"slowly  but  steadily"  increasing  its  sub 
prime  business  since  1995,  says  Execu 
tive  Vice-President  Luke  Hayden.  H( 
acknowledges  that  the  softening  econo 
my  places  "greater  stress  on  higher-risl 
borrowers,"  but  adds  that  "banks  are 
good  at  making  credit-risk  decisions." 

Regulators  are  eager  to  quell  anj 
suggestion  that  banks  should  be  get 
ting  out  of  subprime  lending.  "We  havt 
no  doubt  that  this  is  a  business  that 
can  be  done  safely,  but  it's  more  1 1  it'll 
cult  to  do  right  [than  traditional  lend 
ing],"  says  Mark  Schmidt,  associate  di 
rector  of  the  PDIC'fl  division  ol 
supervision.  If  the  economy  doesn't 
start  to  pick  up  again  soon,  it  may  be- 
come painfully  obvious  who  has — anc 
who  hasn't     done  it  right. 

By  Heather  Tim  minis  in  AV/r  York 
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TELECOM 


ITS  DIRTY 
TRICKS- 
BIG  TIME' 

Are  Verizon  and  other  Bells 
cutting  off  rival  ISPs? 

Doug  Walford  can't  afford  to  lose  even 
one  of  his  300  small-business  cus- 
tomers. That's  why  the  ceo  of  tiny 
BritSys  Inc.,  an  Internet-service  provider 
in  Durham,  N.  C,  is  screaming  mad.  Wal- 
ford says  the  local  arm  of  Verizon  Com- 
munications has  exploited  its  control  of 
high-speed  Internet  lines,  randomly  cut- 
ting off  service  for  his  customers.  Once 
the  line  goes  dead,  he  claims,  their  rep- 
resentatives tell  customers  that  BritSys 
"seems  to  have  screwed  up,"  adding: 
"Why  don't  you  come  with  us?"  While  a 
spokesperson  for  Verizon  denies  such  al- 
legations, Walford  is  not  mollified.  "It's 
dirty  tricks,  big  time,"  he  says. 

Now,  he  is  out  to  do  more  than  com- 
plain. BritSys  and  a  growing  number 
of  other  ISPs  are  accusing  Baby  Bells 
such  as  Verizon  and  sbc  Communica- 
tions of  bully  tactics  meant  to  strong- 
arm  customers  into  their  camps.  On  July 
26,  the  California  ISP  Assn.,  which  in- 
cludes such  national  players  as  No.  3- 
ranked  EarthLink  Inc.,  filed  a  complaint 
with  the  state's  Public  Utilities  Com- 
mission accusing  sbc  of  abusing  its  con- 
trol over  the  local  telephone  infrastruc- 
ture to  kill  competition  in  the  high-speed 
Internet,  or  dsl,  market. 

The  Californians  aren't  alone.  From 
the  West  Coast  to  New  York  and  places 
in  between,  such  as  Kentucky  and  Illi- 
nois, the  din  of  complaints  about  mis- 
behaving Bells  is  growing  louder.  While 
no  courts  have  yet  looked  closely  at  the 
allegations  to  determine  if  they  are  true, 
state  regulators  are  reviewing  com- 
plaints. Meanwhile,  independent  ISPS 
clearly  feel  they  are  increasingly  threat- 
ened by  the  Bell's  behavior.  Scores  have 
gone  out  of  business  this  year,  margins 
are  razor-thin,  and  DSL  revenues  might 
be  the  key  to  staying  in  business. 


SHARKS  IN 
THE  WATER?" 

%eJBaby  Bella  deny- 
that  they  disc ri in  i- 
")-iffipi,  bill  fin; 
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dent  ISPs 
morfc  than  Bell 
affilia..      to   OSL 
access 


The  Bells  are 


Many  of  the  isps'  com- 
plaints focus  on  the  core 

of  their  business.  South-    „       ,  -       , 

ern   Internet  providers   niTlOUS  at  DeUlg 
say      BellSouth      Corp.    -  ,        .         n 

overcharges  smaller  isps  IOPCed  TO  M  lor S 
for  the  dsl  lines  they  -       ,     . . 

lease.  In  the  West,  oth-   USC  their  lllieS 

ers  claim  that  sbc  delib-  

erately  delays  installation 
of  dsl  lines  for  the  smaller  players  and 
is  slow  to  do  even  simple  repairs  on 
lines  used  by  rivals. 

Getting  and  keeping  billable  cus- 
tomers would  seem  to  be  the  object  of 
this  hardscrabble  fight.  According  to 
isps  such  as  OmSoft  Technologies  in 
Davis,  Calif.,  if  a  consumer  wants  to  re- 
place a  local  Bell  as  its  service  provider 
in  favor  of  another  isp,  certain  Bells 
shut  down  the  line  for  as  long  as  30 
days  before  turning  it  over.  The  Cali- 
fornia isp  Assn.  complaint  goes  so  far 


^o      Cut  service 
~*tl  to  rival 

**      ISPs' 
customers — and 
blame  the  ISPs 
for  the  shutoff 
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as  to  allege  that  sbc's  se 
vice  agreement  would  fore 
members  to  allow  sbc  t 
market  add-on  services  with1 
out  giving  the  ISPs  a  cut  o 
any  fee  earned.  "They  ar 
using  marketing  tactics  tha 
are  at  best  unfair  and  a 
worst  illegal,"  says  Lisa  Bick 
ford,  general  manager  of  th 
isp  InReach  Internet  LLC  i 
Stockton,  Calif. 

The  phone  companies  insis 
they  are  playing  fair,  sbc  offi 
cials  deny  they  have  discrim 
inated  against  or  taken  ad 
vantage  of  ISPs  in  Californi; 
or  anywhere  else.  The  com 
pany  says  it  delivers  DSL  line: 
to  ISPs  in  the  same  way  an 
with  the  same  speed  as  i 
does  to  its  own  internal  In 
ternet  branches.  All  of  th 
Bells — Verizon,  BellSouth 
Qwest  Communications,  and 
SBC — say  that  if  they  charge 
smaller  ISPs  a  higher  rate  for 
dsl,  it's  because  they  aren't 
ordering  enough  to  be  eligible 
for  bulk  discounts. 
PIGGYBACKING.  SBC  and  oth 
ers  are  also  furious  that  reg 
ulators  are  forcing  them  to 
open  their  networks  to  rivals. 
Bell  operators  have  spent  bil 
lions  upgrading  old  voice  sys 
terns  to  offer  dsl.  They  ar- 
gue that  competitors  should 
have  to  make  similar  invest 
ments — not  piggyback  on  the 
Bell  networks  as  regulations 
require.  "We've  got  state  and 
fed  regulators  trying  to  screw 
[dsl]  up,"  says  James  D.  El- 
lis, SBC's  general  counsel. 

Moreover,  some  Bells  still  aren't  giv- 
ing up.  In  April,  the  Kentucky  Public- 
Service  Commission  ruled  that  Bell- 
South favors  its  own  isp,  BellSouth.net, 
at  the  expense  of  competitors.  BellSouth 
had  charged  other  ISPs  that  order  less 
than  10,000  lines  $49.95  per  month  for 
each    line,   but   billed    its   own    Bell- 
South.net  only  $29.95  per  month.  Now 
Bell  South  is  trying  to  set  the  price  a! 
$33.  "They  want  to  control  the  entire 
pipe,"  says  Dannie  Gregoire,  co-founder 
of  IgLou   Internet 
Service  in  Louisville, 
Ky.   If  they  succeed, 
the    Bells''    "I  ricks" 

will  have  paid  off- 
big  time. 

By  Darnell  Little 
<i ml  Roger  O,  Crock- 
ett ni  Chicago 
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Do  repairs 
for  their 
own 
customers  far 
faster  than  for 
those  of  ISPs 
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Strategic  e-business  know-how  from  IBM,  allied  with  advanced  supply  chain  management  expertise 
from  i2,  gets  critical  nuts  and  bolts  where  needed,  when  needed.  Eliminating  inefficiencies.  Adding 
value.  Optimizing  processes  internally  and  with  suppliers  and  partners.  24x7,  at  ibm.com/solutions 


business  solutions 


News:  Analysis  &  Commentary 


COMMENTARY 


By  Stanley  Reed 


OPEC  CAN'T  KEEP  TIGHTENING  THE  SPIGOT 


The  July  25  announcement  of 
its  third  production  cut  this 
year  has  had  the  effect  that 
opec  desired.  Prices,  which 
were  moving  downward,  have  at 
least  temporarily  blipped  up  $2, 
to  $26  per  barrel.  Indeed,  there 
is  even  worry  that  opec's  gam-         ,.  _ 

bit,  headed  up  by  Saudi  Arabia's   |    |j§  WV\  ^■■V 

Oil  Minister  Ali  Al-Naimi,  could 
lead  to  $30-per-barrel  oil  again 
this  fall  if  refiners  in  the  U.  S. 
and  Europe  cannot  find  enough 
crude  to  make  heating  oil  for 
this  winter. 

But  over  the  longer  run,  opec 
could  be  shooting  itself  in  the 

foot.  The  slowing  world  economy   I  W®    Bp'      \\      /      Jfv        I 
is  crimping  demand  for  crude. 
Moreover,  the  high  prices  of  the 
last  two  years  have  encouraged 
development  of  new  supplies.  By 
raising  prices  at  this  crucial 
point,  opec  could  be  choking  off 
the  economic  growth  needed  to  M     K% 

keep  demand  robust.  Ultimately,  I  MflK\ 
it  may  be  forced  to  pare  produc-  I'llijI'ftl'IM'l 
tion  even  more  in  an  effort  to 

keep  prices  at  around  $25  per       Saudi  Oil  Minister  Naimi's  plan 
barrel.  That  would  make  it  diffi-    to  keep  oil  at  $25  a  barrel  may 

^sssssx"  be  c""^1"^  ^ 

problem,"  says  Adam  E. 

Sieminski,  an  analyst  at  Deutsche  about  2,300  drilling  rigs  op- 

Bank  Alex.  Brown  in  Baltimore.  erating  worldwide,  60% 

BIG  SQUEEZE.  Low  production  capac-      above  1999  levels.  Some 
ity  and  high  world  economic  growth      new  production  is  starting  to  hit  the 
worked  in  opec's  favor  for  the  last         market.  Sieminski  thinks  nearly  1 
two  years.  Now  those  fundamentals       million  barrels  a  day  of  new  non- 
have  turned  against  the  cartel.  Ac-        opec  oil  will  arrive  next  year  alone, 
cording  to  the  International  Energy      With  demand  only  expected  to  in- 
Agency,  growth  in  the  world's  thirst      crease  by  800,000  barrels  or  so, 
for  oil  will  slow  to  an  anemic  0.6%         opec's  share  looks  likely  to  be 
this  year,  vs.  0.9%  squeezed. 

last  year  and  1.9%  DRYING  UP  ^ne  organizati°n  's 

in  1999.  already  under  pres- 

At  the  same  time,  sure.  If  the  September 

OPEC's  success  in  CHoaoEMANDRLD  <ll,s  8°  through,  the 

ing  prices  high  H  I 11!  opec  countries,  ex 

timulated  I  eluding  maverick  Iraq, 

of  activity.  Drilling,  will  have  cut  about  3.5 

for  example,  has  l -I  million  ban-els  per  day 

soared.  Baker  I  ■  I      I H         '"""  tll<-n'  production 

Hughes  inc.,  the  ceiling  of  close  to  27 

0    '96      '97      '98      '99      '00      '01  million  ban-els.   Kill    as 

.-company,  A  EST  such  cuts  bite  into 

now  revenue  ,  l  hey  will  be 


increasingly  hard  to  enforce.  In 
fact,  some  estimate  OPEC  is  now 
producing  about  900,000  barrels 
per  day  above  its  existing  quota. 
Cash-hungry  countries  such  as 
Nigeria  and  Indonesia  are  un- 
likely to  start  paying  much  at- 
tention to  quotas  as  long  as 
there  is  a  market  for  their  oil. 

To  offset  such  a  scenario,  you 
might  think  opec  would  let 
prices  drift  lower,  in  order  to 
spur  economic  growth  that 
would  soak  up  that  excess  crude. 
But  the  cartel's  leaders  don't 
think  that  way.  opec  focuses  al- 
most exclusively  on  managing 
production  to  keep  prices  around 
$25  per  barrel.  If  prices  fall, 
they  tighten  supplies  even  more. 
"Everyone  criticized  us  the  first 
and  second  time  we  cut,  but 
they  proved  to  be  wrong,"  says 
a  Saudi  source. 

The  bad  news  for 
consumers — and  the 
global  economy — is  that 
opec  could  well  prolong 
the  high-wire  act  a  few 
more  quarters.  Roger 
Diwan,  senior  analyst 
at  consultants  Petrole- 
um Finance  Co.  in 
Washington,  D.C.  rates 
OPEC's  chances  of  keep- 
ing prices  in  the  mid- 
$20s  at  about  50%  in  2001.  Longer- 
term,  though,  he  thinks  it  will  be 
"next  to  impossible"  to  stave  off  a 
fall  to  $18-$21  per  barrel  in  2003. 

Certainly,  that's  what  the  futures 
market  is  predicting.  Yet  Diwan  says 
expensive  oil  has  already  done  its 
damage,  so  OPEC  has  little  to  lose  in 
trying  to  prolong  the  good  times: 
"They  are  like  an  alcoholic  who 
knows  he  is  going  to  Alcoholics 
Anonymous  soon,  but  says  'give  me 
one  more  drink.'"  Still,  this  drink 
could  be  one  too  many.  If  prices  do 
spike  up  to  $30  in  September,  the 
blow  to  the  struggling  economy  could 
depress  demand  for  the  cartel's  oil 
even  further  in  later  months. 

London  Bureau  Chief  Reed  covers 

OPEC. 
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ave  helped  thousands  of  companies  like  yours  turn  their  ideas  into  reality,  and  open  up  new  sources  of  revenue. 


o  if  you  want  to  make  the  jump  into  e-business  with  confidence,  ask  for  our  fact-filled  e-Business  Success  Kit. 


ist  visit  www.lawson.com/success708s  or  call  1-800-477-1357,  code  708s. 
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into  the  Internet  economy. 
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In  Business  This  Week 


EDITED  BY  MONICA  ROMAN 


GES  HUDSON  RIVER 
BLUES 

WITH  THE   BUSH   ADMINISTRA- 

tion  under  fire  for  its  envi- 
ronmental policies,  the  Envi- 
ronmental Protection  Agency 
ordered  General  Electric  to 
clean  up  pcb  pollution  from 
the  Hudson  River.  The  move, 
which  will  lead  to  the  biggest 
environmental  dredging  proj- 
ect in  U.  S.  history,  reaffirms 
a  plan  put  forth  in  the  wan- 
ing days  of  the  Clinton  Ad- 
ministration. The  project  is 
expected  to  cost  GE  more 
than  half  a  billion  dollars.  GE 
noted  in  a  statement  that 
over  the  past  20  years,  it  has 
spent  $200  million  on  re- 
search and  restoration  of  the 
Hudson  River.  The  company 
said  that  it  is  "disappointed 
in  the  epa's  decision,"  which 
"will  cause  more  harm  than 
good."  Environmentalists 
praised  the  move,  with  Sierra 
Club  Executive  Director  Carl 
Pope  calling  the  decision  a 
"monumental    step    toward 


CLOSING    BELL 


SMACKDOWN 

Investors  slammed  World 
Wrestling  Federation  Enter- 
tainment shares  on  July  31, 
after  the  company  released 
its  earnings  outlook.  The 
stock  fell  19%,  to  $10.50,  be- 
fore more  optimistic  buyers 
lifted  it  6%  the  next  day.  Al- 
though WWF  expects  8%-to- 
10%  growth  next  year,  it  cited 
softer  ad  revenues  and  uncer- 
tainty over  future  contracts. 
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protecting  New  Yorkers  from 
cancer-causing  pcbs." 

PRIGELINE  SHOCKER: 
BLACK  INK 

PRICELINE.COM  STUNNED  THE 

market  on  July  31  by  post- 
ing its  first-ever  profit.  The 
name-your-own-price  Web 
site  easily  beat  analysts'  ex- 
pectations with  a  net  of  $2.8 
million,  or  10  a  share,  com- 
pared with  a  loss  of  $11.7 
million,  or  7(2  a  share,  a  year 
earlier.  CEO  Richard  Braddock 
says  he  has  a  leaner,  hum- 
bler company  than  the  one 
that  expanded  into  every- 
thing from  groceries  to  gas. 
Now,  Priceline  is  more  fo- 
cused on  travel — with  airline 
seats,  hotel  rooms,  and  rental 
cars  fueling  the  bulk  of  $365 
million  in  sales  this  quarter. 

MORE  CALIFORNIA 
ENERGY  TROUBLES 

CALIFORNIA  GOVERNOR  GRAY 
Davis  is  coming  under  in- 
creasing fire  for  conflicts  of 
interest  among  his  energy 
staffers.  Seven  state  workers 
have  been  fired,  reassigned, 
or  have  resigned  after  filing 
disclosure  forms  showing  that 
they  owned  shares  of  energy 
companies  from  which  the 
state  was  buying  power.  Cal- 
ifornia Secretary  of  State  Bill 
Jones,  a  Republican  and  po- 
tential challenger  to  Davis  in 
2002,  alerted  state  officials  to 
the  need  for  the  filings.  Dow 
Jones  News  Service  report- 
ed that  the  Securities  &  Ex- 
change Commission  is  inves- 
tigating possible  instances  of 
insider  trading  among  state 
employees.  An  sec  spokes- 
woman declined  comment. 


A  SMILE  ON  THE  FACE 
OF  THE  TIGER 

AS  FAR  HACK  AS  1996,  .JULIAN 
Robertson  was  pushing  for 
the  sale  of  Xtra,  a  trans- 
portation-equipment lessor  in 


HEADLINER:   BILL   FORD 


A  FORD  WITH  BETTER  IDEAS? 


WILLIAM  C.  FORD  JR.  IS 

tightening  his  grip  on  the 
auto  maker  founded  by  his 
great-grandfather. 
Sources  say  Ford's 
chairman  began 
consulting  out- 
side directors 
this  spring 
about  the  com- 
pany's deepen- 
ing problems — 
worsening  quality, 
productivity,  profits, 
and  market  share — and 
the  dearth  of  information 
flowing  to  him  and  the  rest 
of  the  Ford  board. 

The  board  concluded 
that  Ford  ceo  Jacques 
Nasser  was  spreading 
himself  too  thin.  It  voted 
on  July  12  to  beef  up  the 
responsibilities  of  his  top 
managers.  Then,  on  July 


25,  it  created  an  office  of 
the  chairman  and  ceo. 
Nasser  is  now  required  to 
meet  twice  a  month 

with  Bill  Ford,  who 

is  not  involved 

in  day-to-day 

operations. 

Ford's  ex- 
panded role 
makes  him  both 
a  sounding  board 
for  Nasser  and  a 
conduit  of  informa- 
tion to  the  rest  of  the 
board.  He's  expected  to 
join  the  ceo  in  deciding 
how  to  fix  the  company's 
biggest  problems  and  deep- 
en its  management  bench, 
as  well  as  vetting  the  turn- 
around plans  of  new  North 
American  auto  boss  Nick 
Scheele. 

Kathleen  Kerurin 
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which  Robertson's  Tiger 
hedge  funds  then  owned  a 
24%  stake.  He  finally  got  his 
way.  On  July  31,  Warren  Buf- 
fett's  Berkshire  Hathaway 
agreed  to  pay  $55  a  share, 
or  $590  million,  in  cash  for 
the  Westport  (Conn.)  compa- 
ny. The  price,  a  5%  premium 
above  Xtra's  previous-day 
close,  works  out  to  about 
$160  million  for  the  Tiger 
funds,  which  now  own  27% 
of  the  company. 

THE  SEC'S  REPORT 
ANGERS  CONGRESS 

A  NEW  SECURITIES  &  Ex- 
change Commission  study  of 
Wall  Street  analysts  set  blood 
boiling  on  Capitol  Hill.  In  ex- 
amining nine  big  investment 
banks  that  dominate  initial 
public  offerings,  the  SEC 
found  that  10  of  57  analysts 
were  treated  to  cheap,  pre- 
ipo  stock  in  companies  thai 
later  covered — and  rec- 
ommended as  buys.   Worse, 


the  sec  found  that  three  an 
alysts  had  sold  or  shorted 
shares  that  they  were  recom 
mending  as  buys  to  the  pub 
lie.  Releasing  the  study  to 
the  House  Financial  Services 
Committee  on  July  31,  acting 
sec  Chairman  Laura  Unger 
said  the  agency  was  study 
ing  whether  those  analysts 
committed  fraud  under  secu- 
rities laws.  Lawmakers  said 
the  study  boosted  the  chance: 
that  Congress  would  step  in 
to  regulate  conflicts  of  in- 
terest between  Wall  Street's 
research  and  investment 
banking. 


ETCETERA... 


■  Danaher  bid  $7  billion  in 
stock,  cash,  and  assumed  debt 

for  Cooper  Industries, 

■  ( reneral  Motors'  DirecTV  is 

targeting  pirates  who  siphon 
off  its  satellite-TV  signal. 

■  The  federal  Trade  ( 'oni 
mission  approved  l'epsiCo.'s 
merger  with  Quaker  Oats. 


40  BusinessWeek  /  August  13,  2001 


<  A  PERSPECTIVE  ON  FRANKLIN  TAX-FREE  FUNDS  > 
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RESEARCHING    TAX-FREE    BOND    ISSUES    TAKES    TIME - 
WE'VE    GOT    WHAT    IT    TAKES- 


FRANKLIN 
TEI1PLETON 
ANALYSTS 
RESEARCH  OVER 
1500  NEU 
BOND  ISSUES 
EACH  YEAR. 


In  addition  to  analyzing  over  1500  new 
bonds  annually,  we  also  monitor  our 
current  holdings  of  8300  positions. 

Because  Franklin  Templeton  is  the 
largest  mutual  fund  manager,  our  team  is 
frequently  contacted  by  municipalities 
about  new  issues. 

Our  reputation  is  based  on  a  straight- 
forward investment  philosophy:  to  provide 
you  with  high  monthly  tax-free  income 
while  helping  to  preserve  your  capital.  Each 
of  our  37  tax-free  funds  seeks  to  pay  dividends 
exempt  from  regular  federal  and  state  person- 
al income  taxes,  depending  on  the  fund.1 


Enjoy  monthly  income  and  better 
liquidity  than  individual  bonds,  all  in  one 
professionally  managed  portfolio. +t 

To  gain  perspective  on  the  Franklin  tax- 
free  funds,  call  your  investment  representative, 
visit  our  website  at  franklintempleton.com 
or  call  1-800-FRANKLIN  Ext.  F882. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN    PERSPECTIVE™  > 


Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  CA  94403  Call  for  free  prospectuses  containing  more  complete  fund  information  including  sales  charges,  expenses  and  risks.  Please  read  them 
carefully  before  you  invest  or  send  money.  fFor  investors  subject  to  federal  or  state  alternative  minimum  tax,  all  or  a  portion  of  these  dividends  may  be  subject  to  such  tax,  depending  on  the  fund.  Distributions 
of  capital  gains  and  of  ordinary  income  from  accrued  market  discount,  if  any,  are  generally  taxable.  ttFunds  incur  management  fees,  which  are  not  applicable  to  individual  bonds. 

BWK8/01 


The  sooner  we  see  it,  the  less  chance  it  has  to  disrupt  a  person's 
life.  More  than  ever,  design  engineers  are  helping  to  solve  our  most 
compelling  problems.  At  Synopsys,  we  have  a  responsibility  to 
engineers:  to  develop  IC  design  tools  that  inspire  breakthroughs 
in  chip  design.  And  open  new  directions.  Whether  it's  improving 
medical  imaging,  advancing  wireless  technology  or  enhancing 
computing  power,  Synopsys  tools  and  services  help  engineers 
find  the  right  answers  to  critical  questions.  Fortunately,  many  of 
them  believe  there  are  no  limits  to  what's  possible. 


www.synopsys.  com 


Can  I  see  cancer? 
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|M&jnc  Synopsys  and  the  Synopsys  logo  are  'gist. 
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Once  again  this  year,  home  runs  are  going  to  help  save  lives.  Thanks  to  the  CaP  CURE  Home 
Run  Challenge,  home  runs  hit  in  the  major  leagues  from  June  13th  to  June  20th  will  raise  money  to 
help  find  a  cure  for  prostate  cancer.  Your  favorite  players  will  supply  the  power,  but  we  need  you 
to  make  them  count.  Please  make  a  pledge  for  each  home  run  or  make  a 
single  donation  and  one  day  we  can  say  that  prostate  cancer  is  •  •  •  l£OllC  • 
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.EASE  MAKE  CONTRIBUTIONS  FROM  MAY  15th  TO  JULY   Is',  CALL   1  -800-547'CURE 

For  more  information  visit  YaHoo!  at  http://sports. yahoo. com 

Sports 


Serious  features.  Serious  expandability. 

HandEra  brings  true  innovation  to  the  easy-to-use  Palm  OS® 

Stunning  screen  resolution  in  portrait  and  landscape.  Two  slots  -  CF™  and  SD/MMC. 

Excel,  Word  and  email  compatibility  out  of  the  box.  Capable  of  1  GB  data  storage  at  your  fingertips. 

The  new  HandEra™  330  handheld  computer  means  serious  business. 

See  why:  www.HandEra.com 

KHanB)Era 

©2001  HandEraT  Inc.  HandEra"  is  a  trademark  of  HandErar  Inc.  HandEra,"  Inc.  is  an  authorized  licensee  of  the  CF"  trademark. 
Palm  OS'  is  a  registered  trademark  and  Palm  Powered"  logo  is  a  trademark  of  Palm,  Inc. 
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THE  CREPE  MYRTLE  GROWS  TO  AN 
AVERAGE   HEIGHT  OF  8  FEET. 

YET  ANOTHER  REASON  TO  MOVE  YOUR  BU5INE55  TO  CONCORD. 


What,  one  may  ask,  does  the 

growing  pattern  of  Lagertsroemia 
indicia  have  to  do  with  the  serious 
business  of  corporate  relocation? 
Take  a  tour  of  Concord,  and  see 
for  yourself.  For  upon  entering 
our  city  it's  immediately  appar- 
ent how  we've  made  it  the 
Bay  Area's  most 
attractive  business 
environment.  Here  lush 
landscaping  adorns  city 
streets.  Even  in  the 
midst  of  busy  boulevards,  the 
aforementioned  crepe  myrtle 
blooms  in  colorful  profusion.  Day  lilie 
flourish.  The  scent  of  roses  wafts.  And 
of  this  impressive  botanical  display  is  o 
Because  you  can  see  the  effort  we've 
taken  to  make  our  city  a  beautiful 
place  in  which  to  live  and  work.  But 
beauty,  especially  in  business,  is  also  found 


process  makes  it  possible  to  approve 
most  requests  that  same  day. 
And  our  performance- 
based  budgeting  and 
focused  ten-year  strategic 
plans  have  been  lauded  by 
business  leaders  as  a  model 
of  efficiency. 

Naturally,  we 
could  go  on 
about  why  you 
should  move  your 
business  to  Concord.  And  we  hope 
that  in  further  discussions  we'll 
have  the  opportunity  to  do  so. 
But  now,  if  you'll  excuse  us,  we 
have  some  pruning  to  attend  to. 


CONCORD 


TO    CONTACT  US  ABOUT   BUSINESS   OPPORTUNITIES,    PLEASE   CALL   1-800-727-2254 

WWW.CONCORDFIRST.COM 


I  200I  City  of  Concord.  All  Mollis  reserved. 
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IY  RICHARD  S.  DUNHAM 


PRIVATIZING  SOCIAL  SECURITY: 
DESPITE  THE  SLUMP,  SUPPORT  IS  SOLID 


Since  taking  office,  George  W.  Bush  has  systematically 
worked  his  way  through  his  campaign  checklist,  doing  ex- 
actly what  he  promised  on  issues  from  tax  cuts  to  school 
•eform.  Now,  he's  trying  to  budge  the  big  boulder  of  Ameri- 
can politics:  Social  Security.  His  plan:  allow  workers  to  divert 
i  portion  of  payroll  taxes  into  "personal  investment  accounts." 
The  timing  couldn't  seem  worse.  The  market  is  in  a  swoon, 
vorkers'  401  (k)  accounts  are  in  the  red,  and  Democrats  are 
Towing  that  the  downturn  illustrates  why  folks  shouldn't 
isk  their  retirement  on  stock  market  roulette.  Still,  the 
Bushies  are  convinced  that  public 
:onfidence  in  Social  Security  pri- 
/atization  has  not  been  shaken  by 
he  slump.  Bush  economic  adviser 
Lawrence  B.  Lindsey  says  that  "a 
lig  reason  for  the  popularity  of 
Dersonal  accounts  is  [that  they  al- 
ow for  portfolio]  diversification." 
DIE  GOOD  NEWS.  Indeed,  a  new 
Business  Wieeft/Harris  Poll  lends 
credence  to  the  White  House 
view.  By  56%  to  39%,  Americans 
favor  a  partial  privatization  of  So- 
cial Security.  Among  two  key  vot- 
ing blocs,  the  news  is  good  for 
Bush,  with  59%  of  independents   ~ 

and  60%  of  workers  earning  $35,000  to  $50,000  a  year  en- 
dorsing the  accounts.  If  anything,  the  slump  has  solidified  pub- 
lic opinion:  38%  say  the  downturn  has  made  them  more  like- 
ly to  support  privatization,  35%  are  more  strongly  opposed, 
and  20%  say  it  has  made  no  difference  in  their  thinking,  ac- 
cording to  the  July  20-25  poll  of  1,022  adults. 

Still,  private  accounts  are  not  a  sure  bet  for  the  GOP  in 
2002.  While  they  are  popular  in  the  already  Republican 
South,  there  is  strong  opposition  from  low-income  elderly  in 
the  industrial  Midwest  and  from  the  West  Coast,  where  the 
tech  collapse  has  spooked  investors. 


MOYNIHAN  AND  PARSONS  WILL  BACK  BUSH'S  PLAN 


What's  more,  a  huge  generation  gap  could  come  back  to 
bite  the  gop.  While  70%  of  Americans  under  age  25  support 
the  concept,  just  40%  of  seniors  do.  Historically,  the  over-65 
set  votes  with  much  greater  regularity  than  do  the  young. 
"The  intensity  is  with  the  [Social  Security]  recipients.  It's  not 
with  the  young,"  concedes  National  Republican  Congression- 
al Committee  Chairman  Thomas  M.  Davis  III  (R-Va.).  This 
could  help  Democrats  in  states  with  concentrations  of  elder- 
ly voters,  including  Florida,  Arizona,  Pennsylvania,  and  Iowa. 
But  Democrats,  who  have  never  shied  away  from  a  scare- 
the-elderly  approach,  could  over- 
play their  hand.  If  they  try  to  con- 
vince seniors  that  Bush's  plan  will 
leave  them  bankrupt  and  bereft, 
they  may  alienate  swing  voters. 
Argues  Will  Marshall  of  the  cen- 
trist Democrats'  Progressive  Poli- 
cy Institute:  "It's  a  serious  mis- 
take for  Democrats  to  look  like  a 
reactionary  party  opposing  a  re- 
tirement policy  that  empowers 
people  to . . .  build  wealth." 

That's  not  likely  to  stop  the 
Dems  from  trying.  Al  Gore's  sup- 
port among  seniors  surged  in  the 
closing  weeks  of  the  2000  campaign 
amid  a  Democratic  ad  blitz  about  Bush's  risky  scheme  for  So- 
cial Security.  "The  70-plus  vote  ended  up  with  Gore  after  being 
with  Bush  for  a  year,"  says  independent  pollster  John  Zogby. 
Undeterred,  the  Bushies  intend  to  launch  an  all-out  PR 
offensive  in  the  fall  after  a  handpicked  Presidential  commis- 
sion led  by  aol  Time  Warner  co-coo  Richard  D.  Parsons 
and  former  New  York  Senator  Daniel  Patrick  Moynihan  for- 
mally endorses  Bush's  approach.  The  stakes  are  huge.  Both 
parties  know  that  toying  with  Social  Security  is  like  investing 
in  high  tech:  a  big  risk  for  a  potentially  huge  payoff. 

With  Lee  Walczak 


CAPITAL  WRAPUP 


PRIVATIZING  THE  MILITARY 

►  U.S.  Army  Secretary  Thomas  E. 
White  figured  that  the  Pentagon  could 
save  up  to  $30  billion  a  year  by  out- 
sourcing services  such  as  day  care  and 
groceries  on  military  bases.  The  sav- 
ings could  then  bankroll  new  weapons. 

A  top  target:  privatizing  utilities. 
Trouble  is,  nobody  wants  the  business. 
White's  former  employer,  Enron  Corp., 
was  the  only  bidder  for  such  a  con- 
tract with  Port  Hamilton  in  New 
York.  A  spokeswoman,  citing  regulato- 
ry snafus,  says  Enron  isn't  looking  for 


any  similar  deals.  Unless  the  process 
is  overhauled,  White  may  have  to  look 
elsewhere  for  savings. 

A  BIG  PIS  FOR  DICK 

►  Dick  Cheney's  job-approval  rating 
has  dipped  to  a  record  low  of  39%  pos- 
itive and  52%  negative,  according  to  a 
July  20-25  Harris  Poll.  Usually,  the 
Veep's  popularity  is  tied  to  his  boss's. 
Yet  while  Cheney  dropped  10  points  in 
a  month,  Bush's  favorable  rating  rose 
by  six  points,  to  56%.  Cheney's  prob- 
lem: His  outspoken  conservatism 
hurts  him  with  the  center. 


TAX-CUT  FALLOUT 

►  Liberals  continue  to  wage  statistical 
war  on  the  big  tax  cut  of  2001,  which 
they  blame  for  the  vanishing  federal 
surplus.  One  think  tank  contends  that 
the  tax  cut  will  hobble  long-term  ef- 
forts to  keep  Social  Security  solvent.  A 
new  study  by  the  Center  on  Budget 
and  Policy  Priorities  calculates  that  the 
tax  cut  will  drain  $7.7  trillion  (in  cur- 
rent dollars)  from  federal  coffers 
through  2075.  That's  more  than  twice 
the  projected  $3.2  trillion  Social  Securi- 
ty shortfall  over  the  same  period. 
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TRONCHETTI'S  COUP 

How  Pirelli's  chief  took  over  Telecom  Italia 
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Pirelli  Chief  Executive  Marco 
Tronchetti  Provera  had  been 
scouring  global  markets  for 
months  for  the  right  deal.  Hav- 
ing grossed  $5.6  billion  in  cash  from 
the  sale  of  two  technology  units,  he 
considered  nabbing  part  of  Lucent 
Technologies  Inc.'s  fiber-optic  business 
but  passed  it  over  as  too  pricey.  Then 
in  July,  a  tantalizing  opportunity  ap- 
peared in  Tronchetti's  own  backyard: 
Telecom  Italia.  He  had  made  a  failed 
pitch  for  taking  the  state-owned  com- 
pany private  in  1994  and  missed  again 
when  a  takeover  battle  for  the  telco 
erupted  in  1999.  This  time,  Tronchetti's 
timing  was  impeccable. 

Disgruntled  investors  and  bankers 
who   financed   the   $45  billion  hostile 


A  MINNOW  SWALLOWS  A  WHALE 
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takeover  of  Telecom  Italia  by  Roberto 
Colaninno  two  years  ago  were  threat- 
ening mutiny.  It  didn't  take  long  for  Mi- 
lan's financial  circles  to  leak  news  of 
Chief  Executive  Colaninno's  frantic  ef- 
forts to  find  fresh  investors.  Tronchetti's 
moment  had  arrived.  On  July  27,  he 
made  an  irresistible  friendly  bid:  a  $6.4 
billion  buyout  of  a  big  stake  in  Olivetti, 
the  holding  company  that  controlled 
Telecom  Italia.  The  offer  represented 
an  80%  premium  on  Olivetti's  stock. 

The  behind-the-scenes  sto- 
ry of  Tronchetti's  coup  re- 
veals how  deals  in  Eu- 
rope's  third-largest 
economy  ;  till  depend 
more  on  old-world  al- 
liances than  on  the 
rough-and-tumble 


justice  of  open  markets.  Pirelli,  togeth- 
er with  ally  Benetton  and  two  banks, 
took  control  of  an  empire  with  a  market 
value  of  $99  billion  for  only  $6.4  bil- 
lion, thanks  to  the  complex  chain  of 
holding  companies  created  by  Colaninno. 
The  80%  premium  goes  to  the  handful 
of  investors  who  own  23%  of  Olivetti. 
And  Telecom  Italia's  outside  sharehold- 
ers? They  get  nothing. 
LEAN  AND  SIMPLE.  If  there's  a  silver 
lining,  it's  that  the  old-style  deal  was 
clinched  by  a  new-style  executive  fo- 
cused more  on  profits  and  innovation 
than  power.  Tronchetti,  54,  the  son  of  a 
Milanese  industrialist,  turned  around 
the  near-bankrupt  tire  and  cable  maker 
Pirelli  in  the  early  1990s,  then  trans- 
formed it  into  one  of  Italy's  few  success- 
ful global  technology  players. 
"Pirelli  is  managed  as  a  lean 
and  simple  company,"  says  Gian 
Luca    Braggiotti,    a    former 
Pirelli  manager  who  now  heads 
myCube,  a  Milan-based  invest- 
ment fund.  Tronchetti's  crown- 
ing success  was  the  sale  last 
year  of  Pirelli's  90%  stake  in  its 
optical  components  business  to 
Corning  for  $3.6  billion. 

But  managing  Telecom  Italia 
will  be  a  challenge  of  a  differ- 
ent magnitude.  It's  lagging  in 
new  technologies,  customer-unfriendly, 
and  overstaffed.  Together,  Telecom  Italia 
and  Olivetti  have  $34  billion  of  debt, 
and  Pirelli  is  taking  on  $2.7  billion  of  its 
own  to  finance  the  takeover.  Meanwhile, 
analysts  forecast  net  profit  at  Telecom 
Italia  will  decline  by  14%  this  year, 
to  $1.5  billion,  as  competition  heats 
up.  Tronchetti  has  already  said 
he'll     spin     off 
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Pirelli's  truck  tire  and  en- 
ergy cable  businesses  for 
ibout  $1.75  billion  and  fu- 
nis on  telecom.  Neverthe- 
ess,  investors  drove  Pirelli 
»hares  down  17%,  to  $2.25, 
he  first  trading  day  after 
;he  deal  was  announced. 

But  Tronchetti  will  have 
Bore  room  to  maneuver 
han  Colaninno.  He  used  a 
.•ompany  he  controls  as  the 
/ehicle  for  the  takeover, 
ind  isn't  dependent  on  a 
:lutch  of  financial  backers.  Colaninno 
itarted  to  lose  his  grip  in  March,  when 
narkets  were  pounding  the  shares  of 
Olivetti  and  Telecom  Italia.  Foiled  in 
their  expectations  of  a  quick,  spec- 
ulative gain,  both  the  Brescia- 
based  investors  and  their 
banks — Chase  Manhattan 
and  Banca  Antonvene- 
ta — were  angry  at 
Colaninno's  repeated 
requests  for  capital 
increases  and 
frightened  by  the 
sliding  stock 
prices.  "They 
had  lost  confi- 
dence," says  a 
1  Milan  banker. 
In  early 
sJuly,  Tronchet- 
pj  broached 
IB  buyout , 
but  Colaninno 
Irefused.  Near  the 
jsame  time,  Banca 
■A.  n  t  o  n  v  e  n  e  t  a 
approached       the 


Italian  deals 
depend  more  on 
old-world  alliances 
than  the  rough-and 
tumble  justice  of 
open  markets 

COLANINNO:  FORCED  OUT 


Benetton  family,  the  Veneto-based  clan 
that  built  a  $5  billion  industrial  group 
out  of  a  retail  clothing  business.  The 
Benetton  group's  holdings  include  a 
stake  in  Blu,  Italy's  fourth-largest  mo- 
bile phone  operator.  Benetton  board 
member  and  financial  head  Gilberto 
Benetton  offered  Colaninno  a  capital  in- 
jection in  exchange  for  co-management 
of  Telecom  Italia,  but  investors  feared  a 
dilution  of  their  stock  and  Colaninno 
didn't  want  to  share  control. 

The  pressure  kept  mounting.  Colanin- 
no's own  effort  to  restructure  Olivetti's 
debt  through  a  complex  share  conver- 
sion and  buyback  plan  stalled.  So  a  pan- 
icked Colaninno  embarked  on  a  frenzy  of 
negotiations  in  mid-July  with  dozens  of 
potential  investors.  Interested  parties  in- 
cluded Spanish  power  utility  Endesa, 
media  mogul  Rupert  Murdoch,  merchant 
bank  Mediobanca,  Saudi  Prince  Alwaleed, 
and  Spanish  rival  Telefonica,  according  to 
executives  close  to  the  deal.  Endesa  was 
ready  to  make  an  offer,  insiders  say,  but 
when  Colaninno's  team  quietly  sought  a 
green  light  from  the  government,  which 
still  holds  a  golden  stake  in  Telecom 
Italia,     the     response 


MARCO  TRONCHEmPRS 

.JWromBoccon,  University  Milan." 


from  Rome  was  chilly. 
Catching  word  of  Colanin- 
no's effort,  Tronchetti  made 
his  move.  In  late  July,  he 
offered  the  Brescia  investors 
$3  per  Olivetti  share.  They 
countered  with  $3.95  and 
talks  broke  off.  Then,  on 
Friday,  July  27,  halfway 
through  a  Telecom  Italia 
board  meeting  in  Milan, 
Colaninno's  partner  Emilio 
Gnutti  walked  out  of  the 
room  to  see  Tronchetti  sev- 
eral blocks  away  at  Pirelli  headquarters. 
Tronchetti  upped  the  price  for  Olivetti 
shares  to  $3.65 — 80%  above  that  day's 
share  price — and  the  two  men  shook 
hands  on  the  deal.  Gnutti  then  dined 
with  Colaninno  to  inform  him  that  his 
investors  wanted  to  accept  the  buyout. 

To  work  out  a  deal,  Colaninno,  in- 
vestment bankers,  industrial  backers, 
and  investors  converged  on  Pirelli  HQ  on 
Sunday.  Chaos  reigned  as  Colaninno 
tried  to  impede  the  sale  for  three  hours. 
Meanwhile,  Spain's  Telefonica  bombard- 
ed Colaninno's  investors  on  cell  phones 
with  a  higher  offer.  "The  air  conditioning 
went  out.  Food  was  scarce,  and  no  one 
slept  that  night — including  Tronchetti," 
says  one  banker. 

Despite  the  prospect  of  richer  offers 
from  foreign  bidders,  the  group  pre- 
ferred an  all-Italian  deal.  "Many  others 
were  interested,  but  no  one  made  writ- 
ten offers,"  says  Ettore  Lonati,  an  in- 
dustrialist from   Brescia  and  one  of 
Colaninno's  original  backers. 
QUICK  WORK.  But  Colaninno  continued 
to  delay,  demanding  a  more  lucrative 
golden  handshake  for  a  swift  exit.  Those 
close  to  the  deal  said  his  former  allies 
agreed  to  pay  him  an  extra  $100  million 
dividend,  plus  $30  million  more  in 
bonus  payments.  On  July  30  at  9 
a.m.,  Colaninno  resigned.  A  sleep-de- 
prived Tronchetti  faced  analysts  and 
the  press  as  the  chairman-in-waiting 
of  Telecom  Italia,  pending  a  30-day 
antitrust  review  by  European  Union 
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competitive  company.  "He's  decisive  and 
transparent  and  doesn't  compromise," 
says  Gilberto  Benetton,  who  took  a  6% 
stake  in  Pirelli  several  years  ago  because 
he  believed  in  Tronchetti.  If  Tronchetti 
can  turbocharge  Telecom  Italia  and  treat 
all  shareholders  fairly,  he  will  go  a  long 
way  toward  changing  Italy  Inc. 

By  Gail  Edmondson  in  Milan 
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ALL  THAT 
GLITTERS . . . 

European  banks  muff  their  U.S.  buys 


Few  things  are  more  alluring  to  big 
European  financial  institutions  than 
U.  S.  banks,  brokerages,  and  mon- 
ey-management firms.  The  Euro- 
peans gaze  longingly  at  the  huge,  pros- 
perous customer  base  in  the  U.S. — the 
single  market  that  is  still  a  dream  at 
home — and  at  the  expertise  of  its  finan- 
cial institutions.  Yet  U.  S.  acquisitions 
have  largely  been  a  disappointment  for 
European  financial  firms:  Just  ask  outfits 
like  Zurich  Financial  Services  Group  or 
any  of  a  half-dozen  German  banks  and  in- 
surance companies,  all  of  which  have  ei- 
ther botched  their  U.S.  buys  through 
mismanagement  or  watched  them  suc- 
cumb to  misfortune. 

The  most  recent  casualty  is 
Deutsche  Bank,  which  on  July  30  an- 
nounced it  was  selling  the  online  arm 
of  New  Jersey-based  National  Discount 
Brokers  Group  to  Internet  brokerage 
Ameritrade  just  a  year  after  it  bought 
it  (page  71).  ndb's  business  has  plunged 
since  the  U.  S.  dot-com  and  tech  crash, 
taking  part  of  the  German  giant's  $888 
million  investment  with  it.  Deutsche's 
move  came  four  days  after  Frankfurt 
rival  Dresdner  Bank,  which  was  re- 
cently bought  by  insurance  giant  Al- 
lianz  Insurance,  unveiled  plans  to  lay 
off  250  members  of  its  investment- 
banking  staff  in  the  U.S.,  partly 
because  its  purchase  of  merger-and- 
acquisition   powerhouse   Wasserstein 


Perella  Group  last  year  hadn't 
generated  as  much  new  business  as 
expected. 

Europeans  come  to  the  New  World, 
Europeans  buy  big  operations,  Europeans 
lose  buckets  of  money.  For  the  Conti- 
nent's financial  giants,  especially  the 
Swiss  and  Germans,  the  pattern  is  get- 
ting depressing — and  the  losses  have  im- 
plications. The  European  financial-ser- 
vices industry  has  been  betting  big  on  its 
U.S.  gambits  as  a  path  to  growth.  Be- 
cause of  delays  in  pension  reform  at 
home,  asset  management  and  stock  in- 
vestment have  still  not  taken  off,  while 
traditional  banking  in  Europe  is  a  very 
mature  industry. 

DAMAGE  CONTROL.  That  leaves  the  U.  S. 
as  the  only  place  to  go.  And  the  Euro- 
peans do  have  a  long-term  vision.  They 
don't  just  want  to  diversify  their  rev- 
enues in  the  next  few  quarters.  They 
want  to  import  U.S.  expertise  in  asset 
management  and  stock  investment  so 
they'll  be  ready  when  the  European  re- 
tirement market  boom  hits.  But  if  the 
Europeans  can't  profit  from  their  Amer- 
ican adventures  in  the  meantime,  they 
will  have  plenty  of  trouble  satisfying 
their  increasingly  demanding  investors. 

To  achieve  their  American  dream,  the 
Europeans  will  have  to  recover  from 
their  current  missteps.  Some  firms  have 
already  undertaken  major  damage  con- 
trol.   Germany's     No.  4    bank,    Com- 


merzbank,  declared  on  July  24  that  it 
wants  to  sell  all  or  part  of  U.  S.-based 
Montgomery  Asset  Management  in  ex- 
change for  a  partnership  with  a  stronger 
U.S.  firm.  "[The]  U.S.  business  is  to  be 
reorganized  by  means  of  a  strategic  al- 
liance with  a  major  asset  manager,"  ex- 
plains Commerz  management  board 
member  Heinz  Hockmann.  "As  a  result, 
Commerzbank  will  become  a  European 


UGLY  AMERICANS 


European  financial  companies  are  seeking  growth  in  the  U.S.  while  waiting  lor  their 
own  market  to  reform.  But  they  have  found  their  American  assets  hard  to  manage. 
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asset  manager  with  global  competence." 
Giant  insurer  Zurich  Financial,  mean- 
while, thought  it  had  stolen  a  march  on 
its  European  rivals  when  it  spent  $2  bil- 
lion to  buy  Chicago  asset  manager  Kem- 
per Corp.  in  1996.  A  year  later,  Chair- 
man and  CEO  Rolf  Hiippi  doubled  his 
bet  by  swallowing  Boston-headquartered 
Scudder,  Stevens  &  Clark  Inc.  for  $1.6 
billion.  But  the  money  manager,  now 
called  Zurich  Scudder  Investments,  with 
$290  billion  in  assets,  has  caused  a  good 
deal  of  trouble  for  its  Swiss  masters. 
The  clashing  cultures  of  Scudder  and 
Kemper — Scudder  sold  no-load  funds  di- 
rectly to  clients,  while  Kemper  marketed 
load  funds  via  brokers — sparked  a  mass 
exodus  of  money  managers,  particularly 
from  Kemper,  and  many  customers  went 
with  them.  Last  year  alone,  institutional 
and  retail  clients  yanked  $5  billion  out  of 
the  fund.  That  helped  pull  Zurich's  over- 
all earnings  down  by  5.5%  in  2000 — a 


year  in  which  most  of 
its  rivals  flourished. 
Now,  Hiippi  may  be 
ready  to  sell  out  to 
Anglo-American 
fund-management  gi- 
ant Amvescap  or  its 
U.  S.  competitors 
Franklin  Resources 
and  T.  Rowe  Price. 
"Zurich's  experience 
clearly  has  implica- 
tions for  other  Euro- 
pean financial  groups 
that  have  moved 
deep  into  U.S.  mon- 
ey management," 
says  Ralf  Dibbern,  a 
finance  sector  analyst 
at  Hamburg-based 
private  bank  M.  M. 
Warburg  &  Co. 

To  be  sure,  some 
European  financial- 
services  companies 
are  doing  very  nicely 
across  the  pond.  At 
Dutch  bank  ABN- 
Amro,  first-quarter 
profits  for  its  U.S. 
holdings  were  up 
19%  over  the  same 
period  last  year. 
That's  partly  because 
the  group  successful- 
ly restructured  ear- 


With  no  room  to 
grow  at  home,  the 
U.S.  was  the  only 
place  to  go.  But  myriad  mis- 
steps and  plain  old  bad  luck 
have  laid  the  Europeans  low 


lier  this  year,  selling  off  European 
American  Bank,  a  New  York  based 
commercial  bank,  to  Citigroup  and  us- 
ing the  money  to  buy  Alleghany  Asset 
Management,  Michigan  National  Bank, 
and  the  U.  S.  investment-banking  op- 
erations of  ing  Barings.  France's  bnp 
Paribas  is  also  doing  well  after  merging 
its  two  U.  S.  retail  subsidiaries,  Bank  of 
the  West  and  First  Hawaiian  Bank,  in 
1998.  Integrating  the  two  banks'  IT  sys- 
tems helped  bnp  Paribas  to  sharply  cut 
costs;  profits  in  the  first  quarter  were 


up  40%  over  the  same  period  last  year. 
For  every  financial  firm  that  is  doing 
well  in  the  U.S.,  however,  there  seem 
to  be  two  that  are  doing  badly.  In  some 
cases,  the  cause  is  sheer  bad  luck.  It  was 
the  downturn  in  the  markets,  rather  than 
bad  management,  that  caused  Deutsche's 
problems  at  ndb — although  some  com- 
petitors point  out  that  the  stock-trading 
slump  had  already  started  last  October 
when  the  acquisition  was  completed.  The 
economic  slowdown  in  the  U.  S.  has  hurt 
the  performance  of  many  investment 
banks,  money  managers,  and  retail  banks. 
STILL  COMING  OVER.  More  often  than 
not,  though,  the  European  institutions 
have  made  ill-considered  acquisitions  or 
mismanaged  the  ones  that  did  make 
sense.  Take  Dresdner  Bank.  It  bought 
Wasserstein  shortly  after  its  planned 
mergers  with  Deutsche  Bank  and  Com- 
merzbank  collapsed.  "We  were  on  the 
rebound  and  desperate  to  prove  we  could 
make  it  as  an  investment-banking  pow- 
erhouse on  our  own,"  says  one  former 
corporate  finance  specialist  for  Dresdner. 
"But  it  was  quickly  obvious  that  we 
couldn't.  We  should  never  have  struck 
that  deal." 

Zurich's  purchase  of  Scudder  and 
Kemper,  by  contrast,  made  good  strategic 
sense,  but  merging  them  under  mainly 
Scudder  management  didn't.  Scudder's 
senior  staff  had  little  experience  with 
the  load  funds  that  Kemper  sold.  Ac- 
cording to  insiders,  the  situation  was 
made  worse  by  Huppi's 
unwillingness  to  delegate 
authority  over  the  asset 
management  operations 
to  an  underling. 

You  would  think  that 
the  Europeans  would 
know  now  to  be  wary  of 
dreams  of  a  land  of  milk 
and  honey.  Not  so  far. 
On  July  30,  Swiss  Rein- 
surance Co.,  the  world's 
second-largest  reinsurer, 
announced  that  it  would 
acquire  the  reinsurance 
operations  of  Philadel- 
phia's Lincoln  National 
Corp.  for  $2  billion  in  cash.  Then,  on  July 
20,  Providence-based  Citizens  Financial 
Group,  which  is  owned  by  Royal  Bank  of 
Scotland,  offered  $2  billion  for  Mellon  Fi- 
nancial Services'  345  retail  bank  branch- 
es. Allied  Irish  Banks  PLC,  which  has 
struggled  to  make  its  Maryland  sub- 
sidiary a  success,  still  wants  to  expand 
further  in  the  mid-Atlantic  states.  You 
have  to  have  an  American  presence,  the 
thinking  goes.  The  trouble  is,  you  also 
have  to  make  a  profit. 

By  David  Fairlamb  in  Frankfurt 
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Executive  Education  That  Works 


Executive  Development  Program 

September  9-21,  2001 
November  4-16,  2001 
January  20-February  i,  2002 

Finance  and  Accounting 

for  the  Non-Financial  Manager 

October  21-26,  2001 
January  6-11,  2002 
April  7-12,  2002 

Critical  Thinking: 

Real-World,  Real-Time  Decisions 

November  18-21,  2001 

Essentials  of  Management 

November  25-30,  2001  (week  one  of  two) 
January  6-n,  2002  (week  two  of  two); 

May  19-24,  2002  (week  one  of  two) 
June  23-28,  2002  (week  two  of  two) 

Strategic  Alliances 

November  25-30,  2001 
24,  2002 


Our  course  consultants  can  answer  any  ques- 
tions and  provide  information  on  additional 
dates  and  programs.  Please  call: 

215.898.1776  or  800.255.3932  ext.  2759  phone 
215.898.2064  fax  (attn.  2759) 
execed@wharton.upenn.edu  e-mail  (subject  2759) 
http://wh-execed.wharton.upenn.edu/2759.cfm  web 
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NORTHERN  IRELAND: 

THE  CLOCK  IS  TICKING  FOR  BLAIR 


It's  the  moment  of  truth  for  the  Northern  Ireland  peace 
process.  The  much-hailed  Good  Friday  Agreement  of  1998 
is  in  danger  of  falling  apart.  The  pact  spelled  out  a  settle- 
nent  to  end  three  decades  of  strife  and  establish  a  power- 
haring  agreement  between  the  Catholic  and  Protestant  com- 
nunities  in  the  province.  Its  collapse  would  set  back  years  of 
areful  negotiating  by  the  British  and  Irish  governments. 

A  halt  to  the  peace  process  would  also  raise  the  specter  of 
enewed  violence  in  Northern  Ireland,  and  possibly  on  the 
Jritish  mainland.  Already,  rioting  and  sectar- 
an  shootings  are  again  becoming  common- 
>lace.  "It  is  a  very  dangerous  situation — the 
wo  communities  are  more  polarized  than  they 
vere"  before  the  agreement,  says  Billy 
iutchinson,  a  former  paramilitary  leader  who 
iow  sits  in  the  Northern  Ireland  Assembly, 
he  regional  legislature  elected  as  a  result  of 
he  Good  Friday  pact. 

MPASSE.  The  crisis  is  coming  to  a  head. 
British  Prime  Minister  Tony  Blair  faces  an 
Vug.  12  deadline  for  a  decision  on  the  future 
»f  the  Northern  Ireland  government — unless 
•here's  a  breakthrough  in  the  standoff  that 
las  developed  between  the  Ulster  Unionists, 
he  province's  largest  party,  and  Sinn  Fein, 
he  political  arm  of  the  Irish  Republican 
\rmy.  At  issue  is  whether  the  IRA  will  hand 
>ver  its  hidden  caches  of  arms  or  at  least  ~ 
>ermanently  disable  them.  Northern  Ireland's  top  politician, 
^irst  Minister  and  Ulster  Unionist  leader  David  Trimble, 
sparked  the  crisis  by  resigning  his  government  post  on  July 
'.  to  protest  IRA  delays  in  handing  over  its  weapons. 

Blair  and  his  Irish  counterpart,  Bertie  Ahern,  have  been 
struggling  to  come  up  with  a  formula  that  could  end  the 
standoff.  Otherwise,  Blair  will  either  have  to  reimpose  direct 
mle  by  Britain  or  call  new  Northern  Ireland  Assembly 
elections.  Neither  of  those  options  is  attractive:  Blair  is  ea- 


BELFAST:  The  violence  is  back 


ger  to  lower  Britain's  profile  in  Northern  Ireland,  not  boost 
it.  And  calling  new  elections  risks  lifting  the  fortunes  of 
hard-line  parties  on  both  sides  of  the  political  divide — Ian 
Paisley's  Democratic  Unionist  Party  and  Sinn  Fein.  That 
would  make  forging  political  compromises  in  a  new  gov- 
ernment even  more  difficult. 

But  Blair's  and  Ahern's  proposals  may  be  rejected.  Un- 
veiled on  Aug.  1,  they  look  bound  to  disappoint  the  unionists 
because  they  skirt  the  issue  of  weapons.  Instead,  they  focus 
mainly  on  measures  designed  to  appeal  to 
the  IRA,  such  as  reform  of  the  largely  Protes- 
tant police  force  and  dismantling  British  army 
posts.  The  hope,  say  insiders,  is  that  the  ira 
will  now  respond  with  a  statement  on  how  it 
is  going  to  disarm. 

Trimble  is  also  gambling  that  his  threat  to 
scuttle  the  regional  government  will  shame 
the  IRA  into  making  concessions.  But  without 
such  a  gesture,  says  a  Trimble  aide,  the  Ul- 
ster Unionist  leader  will  soon  push  for  a  re- 
view of  the  Good  Friday  agreement.  He  is 
likely  to  press  for  Sinn  Fein,  which  now  holds 
two  posts  in  the  regional  government,  to  be 
barred  from  such  positions  as  long  as  the  IRA 
refuses  to  disarm. 

If  the  Good  Friday  agreement  does  come 
apart,  that  would  dash  the  best  hope  for 
~  peace  in  the  province  in  decades.  What  is 
troubling  about  this  contretemps  is  that  the  province's  lead- 
ers are  putting  their  constituents'  welfare  at  risk  to  achieve 
their  own  political  aims.  Not  only  do  the  residents  of  the 
province  fear  more  shootings  and  violence,  but  the  prospect  of 
more  strife  could  hit  the  local  economy,  which  has  prospered 
as  businesses  welcomed  peace  with  investment.  Blair  had 
hoped  to  count  peace  in  Northern  Ireland  as  one  of  his  great 
achievements.  He  has  a  long  way  to  go. 

By  Stanley  Reed  in  London 


GLOBAL  WRAPUP 


FIXING  RUSSIAN  SCHOOLS 

►  Without  a  fresh  infusion  of  funds, 
Russia's  tattered  educational  system 
threatens  to  collapse,  warns  a  top-level 
working  group  directed  by  President 
Vladimir  V.  Putin  to  produce  a  rescue 
plan.  It  will  take  some  $18  billion  just 
to  bring  the  basement-level  salaries  of 
school  teachers  up  to  the  $100-per- 
month  average  wage  of  all  Russian 
workers.  Dealing  with  other  problems, 
such  as  rundown  schools  and  shortages 
of  resources,  could  take  billions  more. 
One  idea  to  raise  money:  sell  uni- 


versity slots  to  overseas  students  to 
bring  in  as  much  as  $3  billion  annually. 
The  most  promising  target  is  China. 
The  number  of  Chinese  students  at- 
tending Russian  universities  is  expect- 
ed to  increase  from  the  current  level 
of  10,000  to  100,000  within  the  next 
three  years.  Putin  himself  is  expected 
to  decide  soon  whether  to  levy  new 
taxes  to  provide  additional  support  for 
Russian  education. 

AIR  FRANCES  BIG  PAYOUT 

►  It  was  a  record  settlement  for  an 
airplane  crash  in  Europe:  Air  France 


has  agreed  to  pay  $150  million  to  the 
families  of  the  100  passengers  who 
were  killed  when  its  Paris-to-New 
York  Concorde  flight  crashed  on  July 
25  a  year  ago.  The  company  settled 
with  the  families  after  their  lawyers 
threatened  to  file  suit  in  the  U.  S., 
where  a  jury  might  have  been  expect- 
ed to  award  an  even  bigger  payout  for 
pain  and  suffering. 

The  settlement  comes  as  Air  France 
prepares  to  resume  Concorde  flights  in 
October.  British  Airways,  which  also 
grounded  its  Concorde  flights,  plans  to 
start  up  service  again  in  September. 
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The  coveted  five  nines.  In  the  past, 

only  a  precious  few  were  allowed  to  see  them. 

99.999%  uptime.  For  a  server  operating  system,  it's  a  measure  of  reliability  that  translates  into  just 
over  five  minutes  of  server  downtime  per  year*  For  your  business,  that  means  servers  are  up  and 
running  when  people  need  them.  Of  course,  rumors  of  this  99.999%  uptime  usually  start  under  idea 
lab  conditions.  But  where  are  these  five  nines  when  your  business  needs  them?  If  you're  using 
Microsoft"  Windows®  2000  Server-based  solutions,  they  may  be  closer  than  you  think.  Today 
Starbucks,  FreeMarkets  and  MortgageRamp,  an  affiliate  of  GMAC  Commercial  Mortgage,  are  using 


widows  2000 
Server  Family 


dent  on  many  factors  outside  ol  the  operating  system,  Including  other  hardware  and  software  technologies,  mission-critical  operational  procosses  and  professional  services,  ©  2001  Microsoft  Corporation.  All  rights  reserved.  Microsoft, 
i,  in  the  United  States  and/or  other  countries.  The  names  of  actual  companies  and  products  mentioned  herein  may  be  the  trademarks  ol  then  respective  owners 
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Windows  2000  Server-based  systems  designed  to  deliver  99.999%  server  uptime.  Of  course,  not  all 
installations  require  this  level  of  reliability,  but  one  thing  is  for  sure:  The  Windows  2000  Server  family 
can  help  you  get  to  the  level  of  reliability  you  need.  In  fact,  industry  leaders  such  as  Compaq,  Dell, 
Hewlett-Packard,  IBM,  Unisys,  Stratus  and  Motorola  Computer  Group  can  work  with  you  to  deliver 
solutions  with  up  to  five  nines  uptime.  To  learn  more  about  server  solutions  you  can  count  on,  visit 
microsoft.com/windows2000/servers  Software  for  the  Agile  Business. 


Microsoft 


Government 


THE  WHITE  HOUSE 


THE  WORKINGMAN'S 
PRESIDENT? 

How  Bush  is  wooing  union  Democrats  who  backed  Reagan 


With  Democrats  and  moderate 
Republicans  increasingly  call- 
ing the  shots  on  Capitol  Hill, 
President  Bush  is  eager  to 
score  a  clear  legislative  victory  for  his 
national  energy  plan.  The  White  House 
and  energy  lobbyists  are  leaning  hard 
on  wavering  House  members  to  back 
Vice-President  Dick  Cheney's  blueprint. 
But  most  surprising  is  the  plan's  blue- 
collar  support.  Teamsters  President 
James  P.  Hoffa  has  been  making  the 
rounds  on  Capitol  Hill,  telling  lawmak- 
ers that  more  oil  drilling  means  jobs, 
jobs,  jobs  for  his  union. 

The  Bush-Hoffa  partnership  is  an- 
other sign  that  the  White  House  is  lay- 
ing the  groundwork  to  increase  the 
President's  share  of  the  labor  vote  from 
the  paltry  32%  he  received  last  year. 
The  goal  is  to  isolate  the  afl-cio  lead- 
ership, who  are  firmly  tied  to  the  De- 
mocratic Party,  both  from  their  rank 
and  file  and  from  targeted  unions  that 
share  common  cause  with  the  Bush  Ad- 
iration  on  a  handful  of  issues. 
That  means  handing  out  favors  to 
anions,  including  the  Teamsters, 
ted     1    ie   Workers,  and  the 


Steelworkers.  It  also  means  focusing 
on  issues  with  meaning  for  union  mem- 
bers in  key  swing  states  such  as  Penn- 
sylvania, Wisconsin,  and  Michigan — 
from  opposing  the  Kyoto  global 
warming  pact  to  clamping  down  on 
steel  imports.  When  it  comes  to  finding 
blue-collar  sweet  spots,  "this  Adminis- 
tration is  politically  savvy,"  says  Steel- 
workers  President  Leo  W.  Gerard. 

There's  good  reason  for  Bush  to  focus 
on  union  voters.  While  just  13.5%  of 
the  workforce  belongs  to  unions — down 
from  35%  in  the  1950s— 26%  of  last  No- 


UNION  TURF:  vember's  voters  hailec 

Stumping  in  from  labor  households 

West  Virginia        Labor  made  8  millioi 

in  October,  2000     phone  calls  to  mem 

bers,  sent  out  12  mil 

lion  pieces  of  mail,  and  spent  more  thai 

$43  million  to  defeat  Bush.  On  Elec 

tion  Day,  the  afl-cio  delivered  for  A 

Gore,  giving  him  63%  of  the  union  vote 

and  tipping  at  least  a  half-dozen  swinj 

states — including  the  battlegrounds  o: 

Michigan,  Pennsylvania,  Wisconsin,  anc 

Iowa — his  way. 

MODEST  GOAL.  Team  Bush  isn't  hopin 
to  duplicate  Ronald  Reagan's  impres 
sive  feat  in  the  1984  Presidential  elec 
tion,  when  The  Gipper  came  close  tc 
capturing  a  majority  of  union  votes  or 
the  strength  of  his  macho  aura  and  ap 
peal  to  socially  conservative  blue-collar 
workers — the  soon-to-be-famous  Reagan 
Democrats.  Bush's  more  modest  goal 
to  win  just  enough  additional  votes  from 
the  rank  and  file  to  nudge  big  industri 
al  states  into  the  gop  column  in  2004.  "I 
don't  think  anyone  harbors  pretensions 
that  when  we  talk  to  groups  about 
building  pipelines  or  drilling  for  oil  that 
they  will  set  up  pacs  for  us,"  says  one 
White  House  official. 

There  was  no  hint  in  the  first  days  oi 
the  Bush  Presidency  that  the  White 
House  would  be  talking  to  labor  at  all 
Soon  after  taking  office,  Bush  signed 
four  Executive  Orders  that  were  not 
exactly  labor-friendly.  One  forbids  fa- 
voring unionized  companies  when 
awarding  publicly  financed  building  pro- 
jects; another  makes  it  harder  for  unions 
to  use  dues  for  political  purposes. 

Soon  afterward,  the  President  en- 
couraged Congress  to  overturn  worker- 
safety  ergonomics  rules  and  adopted  a 
strong  pro-management  stance  during 
contentious  contract  negotiations  be- 
tween several  major  airlines  and  their 
unions.  "At  the  beginning  of  the  Ad- 
ministration, there  was  a  general  prem- 
ise that  having  a  relationship  with  la- 
bor was  across  the  board  a  bad  idea," 
says  Andy  Stern,  president  of  the"Ser- 


BLUE-COLLAR  OUTREACH 

HIGH  ENERGY  Cheney  is  working  with  Teamsters  President  Hoffa  to  sell  the 
Administration's  energy  plan  as  a  job-creator  for  union  members. 

MAN  OF  STEEL  Bush  sided  with  the  steel  industry— and  the  United  Steel 
Workers — in  a  global  trade  dispute  over  cheap  steel  imports.  It  could  pay 
dividends  in  swing  states  such  as  Pennsylvania,  Ohio,  and  West  Virginia. 

TALKING  TO  JOE  SIX-PACK  The  White  House  believes  that  AFL-CIO  brass 
are  hopelessly  tied  to  the  Democrats.  But  Bushies  think  that  rank-and-file 
unionists  are  not  nearly  as  liberal,  particularly  on  social  issues.  Working 
with  the  NRA  and  other  groups,  I  hey  hope  to  peel  off  union  members  by 
appealing  to  them  on  issues  such  as  guns  and  abortion. 
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Hertz  saves  me  time  and  money. 

That's  big." 


Hertz  offers  a  special  low  rate  for 
small  businesses.  Like  yours. 

(I)ong  hours.  Crazy  deadlines.  Tight 
budgets.  You  know,  business  as  usual. 
Hertz  understands  small  businesses. 
That's  why  we're  offering  you  a  special 
low  rate  on  a  variety  of  vehicles  that 
are  just  right  for  your  business.  Just 
mention  CDP#  1188888  when  making 
your  reservation. 

Plus,  when  you  book  at  hertz.com 

you  can  enjoy  benefits  like 

double  #1  Awards  or  double  frequent 

traveler  miles  or  points. 

(j)ust  click  on  hertz.com  to  book 
a  qualifying  rental  in  the  U.S.  or 
Canada  between  now  and  8/31/01  with 
PC#  919575,  and  you'll  get  your  choice 
of  double  frequent  traveler  miles  on 
most  major  U.S.  airlines,  double  points 
with  our  two  hotel  partners,  or  double  #1 
Awards.  You'll  find  a  list  of  participating 
airlines  and  hotels  on  hertz.com. 
For  reservations,  visit  us  on  the  web 
or  call  your  travel  agent  or  Hertz  at 
1-800-654-3131  (double  #1  Awards 
and  miles/points  offers  available  on 
the  web  only).  Big  deals  for  small 
businesses.  Another  reason  nobody 
does  it  exactly  like  Hertz. 
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vice  Employees   International   Union. 

The  initial  iciness  began  to  thaw  as 
Cheney  gave  representatives  of  the 
Teamsters,  the  hmw,  the  Carpenters, 
and  the  Boilermakers  an  advance  peek 
at  the  Administration's  energy  plan, 
which  he  pitched  as  a  jobs  program  op- 
posed by  overzealous  environmentalists. 
The  Teamsters  estimate  that  the  plan 
could  create  as  many  as  25,000  new  jobs 
for  its  members.  The  President  also 
made  preliminary  moves  to  block  im- 
ports of  cheap  foreign  steel. 
NIMBLE  FOOTWORK.  That  Bush  is  selec- 
tively reaching  out  to  some  unions  does 
not  mean  he  is  bending  his  ardently  pro- 
business  ideology.  While  some  labor  lead- 
ers were  invited  to  an  energy  briefing 
two  days  before  the  plan  was  unveiled, 
industry  reps  worked  closely  with  the 
White  House  to  craft  the  blueprint.  And 
steel  companies — which  contributed  over 
$2  million  to  Republicans  in  the  2000 
election  cycle,  according  to  the  Center 
for  Responsive  Politics — have  lobbied 
hard  for  a  clampdown  on  steel  imports. 

The  White  House  strategy  also  re- 
quires some  nimble  footwork,  and  no 
one  knows  whether  Bush  will  prove  as 
smooth  a  ballroom  stylist  as  his  role 
model,  Reagan.  Even  while  Bush  and 
Hoffa  dance  in  step  on  oil  drilling,  they 
are  sharply  at  odds  when  it  comes  to 
permitting  Mexican  trucks  to  cross  the 
U.S.  border.  The  Administration  also 
differs  with  laborites  on  policy  initia- 
tives ranging  from  patients'  rights  to 
further  trade  liberalization. 

That's  not  to  say  the  Administration 
won't  have  any  luck  picking  up  union 
votes:  Bush's  plainspoken  style  and  social 
conservatism  appeal  to  many  rank  and 
filers.  Says  Charles  Craver,  professor  of 
labor  law  at  George  Washington  Uni- 
versity: "There's  probably  more  support 
for  Bush  among  working  people  than 
the  AFL-CIO  would  care  to  admit."  Bush's 
ace  in  the  hole  could  be  his  opposition  to 
gun  control,  an  issue  that  alienates  many 
gun-owning  unionists  from  the  Democ- 
rats. The  strategy  worked  in  West  Vir- 
ginia, where  Bush's  stand  on  guns  and 
support  for  the  coal  industry  put  the 
historically  Democratic  state's  five  elec- 
toral votes  in  the  Republican  column. 

Staying  true  to  a  business-centric  phi- 
losophy while  appealing  to  working  stiffs 
is  a  tough  line  to  walk,  though.  And 
unlike  Reagan,  Bush  can't  count  on 
charisma  to  woo  union  members.  True, 
his  targeted  courtship  of  unions  could  win 
the  loyalty  of  some,  but  it  won't  neutralize 
the  political  muscle  that  the  AFL-CIO 
showed  in  the  last  election.  And  if  the 
President  doesn't  incorporate  more  of 
ollar  America's  priorities  into  his 
leadership  could  be  out 
for  blood  in  2004. 

By  Alexandra  Starr  in  Washington 
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Explosive  growth  can  be  a  mixed  blessing.  When  Enbrel,  Immunex  Corp.'  to( 
drug  for  rheumatoid  arthritis,  took  off,  it  caught  the  company  off  guard.  Withou  m 
adequate  manufacturing  capacity,  it  was  forced  to  pull  the  drug  from  the  marke  p 
while  it  retooled  its  factories.  Immunex  lost  market  share  it  may  never  regain  w 
Genzyme  Corp.  was  more  fortunate:  When  demand  soared  for  its  dialysis  drug  j  ill 
Renagel,  the  company  was  able  to  quickly  correct  manufacturing  problems  befor  h  I 
demand  outstripped  supply. 

IMMUNEX:  A  LOST 
OPPORTUNITY 

Immunex  Corp.,  Seattle's  most  promi- 
nent biotech  company,  celebrated  its 
20th  anniversary  on  July  13  with  a 
night  at  the  baseball  park.  As  the  home- 
town Mariners  battled  the  San  Fran- 
cisco Giants,  a  sea  of  1,200  Immunex 
employees  in  bright  yellow  T-shirts 
cheered.  But  the  Mariners  lost,  5  to  3. 
The  Mariners'  Friday  the  13th  loss 
in  an  otherwise  blowout  season  was  an 
all-too-appropriate  symbol  for  Im- 
munex, a  former  highflier  whose  good 
fortune  with  a  blockbuster  drug  has 
unraveled  into  a  string  of  bad  breaks. 
Sales  of  its  rheumatoid  arthritis  drug, 
Enbrel,  jumped  from  $367  million  in 
1999  to  $652  million  last  year — breaking 
records  for  a  biotech  drug  in  its  first  24 
months  after  launching,  according  to 
market  researcher  IMS  Health  Inc.  But 
this  year  Immunex  can't  manufacture 
enough  of  the  drug,  forcing  thousands 
of  patients  onto  a  waiting  list  and  leav- 
ing the  door  open  for  competitors. 
What's  more,  Immunex'  near-term 
pipeline  has  been  decimated.  Clinical 
tests  of  Enbrel  for  chronic  heart  failure 
were  so  ineffective  that  Immunex 
pulled  the  plug  on  the  studies  in 
March.  And  in  two  out  of  three  studies 
of  Nuvance,  a  highly  anticipated  asth- 
ma treatment,  the  drug  failed  to  help 
patients  breathe  easier. 

Unless  it  regroups  fast,  Immunex 
could  end  up  a  one-drug  wonder.  It 
could  also  be  a  cautionary  talc  tor  all 
the  small  biotechs  that  count  on  a  part- 


nership with  a  pharmaceutical  giant  to 
help  them  avoid  the  many  pitfalls  of 
making  and  marketing  ;i  new  drug.  It 
didn't  help  Immunex:  American  Home 
Products  Corp.  owns  41%  hut   was  also 

caught  f>i'\'  guard  by  the  big  demand 
for  Enbrel.  Analysts  criticize  a i i r  for 
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lot  doing  more  to  correct  the  situation. 
powever,  an  \ni'  spokesperson  says  the 
ompany  is  doing  everything  possible 
o  increase  supply,  and  Immunex  says  it 
<  satisfied  with  the  help  it  has  received. 
iHF'  refused  to  comment. 

Immunex  is  retrofitting  a  factory  to 
loduce  more  Enbrel  and  is  boosting 
■search  and  development  spending  on 
ie\v  drugs  by  5%,  to  $208  million.  But 
rasters  are  still  leery.  Immunex  shares 
re  down  to  around  $15  each,  from  a  52- 
veek  high  of  $50.  "The  pressure  is  on," 
ays  CEO  Edward  V.  Fritzky  as  he 
jrabs  his  gut,  "and  I  feel  it." 

It's  a  far  cry  from  the  euphoria 
•Yitzky  felt  two  years  ago  when  he  first 
•ealized  Enbrel  would  be  a  hit.  Im- 
nunex  created  the  drug  by  engineer- 
ng  a  protein  that  blocks  one  of  the  pri- 
nary  culprits  in  inflammatory  disease, 
mother  protein  called  tumor  necrosis 
actor  (TNF).  In  November  1998,  Enbrel 
>ecame  the  first  biotech  drug  approved 
>y  the  Food  &  Drug  Administration  to 
reat  the  painful  joint  swelling  and  de- 
erioration  caused  by  rheumatoid  arthri- 


chemotherapy,  and  antivirals,  yet 
she  was  still  in  pain.  "Every  morn- 
ing my  husband  would  have  to  lift 
me  out  of  bed,"  says  Fukumoto,  a 
business    planning    manager   for 
Southern  California  Gas  Co.  The 
day  after  her  first  Enbrel  injection, 
she  got  out  of  bed  on  her  own, 
then  froze  in  amazement  when  she 
realized  she  felt  no  pain.  Now  she's   ENBREL: 
a  frequent  runner,  swimmer,  and   The  drug 
cyclist.  "Without  this  drug,  I  would   broke 
be  in  a  wheelchair  at  this  point,"  records 


versity  of  California  at  Los  Ange- 
les medical  school.  And  in  mid-Au- 
gust an  FDA  advisory  committee  is 
expected  to  recommend  approval 
of  a  new  drug  from  Amgen  Inc., 
Anakinra.  Amgen's  compound 
blocks  interleukin-1,  another  ma- 
jor culprit  in  inflammatory  disease. 
Even  though  studies  show  Anakin- 
ra will  primarily  treat  patients  who 
fail  other  therapies,  physicians  will 
surely  be  tempted  to  try  it  if  En- 
brel isn't  available.  Doctors  are  al- 


says  Fukumoto. 
CAUGHT   NAPPING. 
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for  growth  ready  buzzing  about  D2E7,  an  Ab- 
bott Laboratories  drug  that  could 
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BREWING 
!  DRUG  BATTLE 

Sales  of  rheumatoid  arthritis  drug 
Enbrel  nearly  doubled  to  $652  million 
last  year,  but  supply  shortfalls  are 
opening  doors  for  Immunex'  rivals 


JOHNSON  &  JOHNSON'S  REMICADE 

Like  Enbrel,  Remicade  blocks  the  inflam- 
*\  matory  agent  TNF.  With  Immunex'  drug 
in  short  supply,  many  physicians  are  pre- 
scribing Remicade,  even  though  it  must 
be  taken  with  the  harsh  chemotherapy 
drug  methotrexate. 

AMGEN'S  ANAKINRA  Expected  to  be 
approved  by  yearend,  Anakinra  blocks 
interleukin-1,  another  culprit  in  rheuma- 
toid arthritis.  Early  data  suggest  it's  not 
as  effective  as  Enbrel — but  with  few 
good  alternatives  on  the  market,  Amgen 
is  likely  to  grab  market  share. 

ABBOTT  LABS'  D2E7  Although  this 
drug  also  blocks  TNF,  like  Enbrel,  its 
structure  is  closer  to  naturally  occurring 
antibodies.  That  means  patients  could 
get  the  same  benefit  with  lower  doses — a 
prospect  that  enthralls  drug  analysts.  Ab- 
bott should  file  for  approval  next  year. 


tis.  Enbrel  mops  up  tnf  without  the 
help  of  toxic  chemotherapy  drugs  com- 
monly used  to  treat  the  disease. 

That  has  made  a  world  of  difference 
for  patients  such  as  Maye  Fukumoto. 
Prior  to  starting  Enbrel  in  1996,  she 
was  on  a  harsh  cocktail  of  steroids, 


such  as  Fukumoto's  make  the  shortage  of 
Enbrel  all  the  more  frustrating.  Only 
75,000  of  the  1  million  patients  who 
might  benefit  from  the  drug  can  get  their 
hands  on  it,  limiting  sales  to  $750  million 
this  year — at  least  $200  million  less  than 
expected,  analysts  say.  Immunex'  initial 
sales  estimates  focused  on  the  25%  of 
rheumatoid  arthritis  patients  who  failed 
traditional  therapies,  so  when  the  FDA 
approved  the  drug  for  children  in  April, 
1999,  and  then  as  a  first-line  defense  for 
early-stage  patients  in  June 
2000,  Immunex  was  unpre- 
pared for  the  flood  of  de- 
mand. It  had  contracted 
Boehringer  Ingelheim  Phar- 
ma  of  Germany  to  manu- 
facture Enbrel — but  that 
wasn't  enough. 

In  1999,  Immunex  and 
AHP  started  remodeling  a 
drug  plant  in  Rhode  Island, 
at  a  cost  of  $450  million. 
When  it  will  come  online  is 
open  to  question,  however. 
Immunex  says  the  plant 
should  start  by  mid-2002,  but 
AHP  has  said  publicly  that  it 
may  take  until  the  third 
quarter  of  next  year  to  get 
the  facility  approved  by  the 
FDA.  That  makes  some  on 
Wall  Street  nervous.  "I 
wouldn't  be  surprised  to  see 
the  time  line  slip,"  says 
Rachel  Leheny,  a  Lehman 
Brothers  analyst  and  one  of 
many  biotech-watchers  who 
are  flabbergasted  that  AHP 
didn't  move  earlier  to  boost 
Immunex'  manufacturing  ca- 
pacity. "It's  really  remarkable 
how  this  just  fell  through  the 
cracks,"  she  says. 

Leheny  estimates  that 
Immunex  could  lose  out  on 
an  additional  $200  million  in  sales  next 
year.  Much  of  that  will  go  to  Johnson  & 
Johnson's  Remicade,  a  TNF-blocking  drug 
that  was  approved  a  year  after  Enbrel. 
"With  Immunex  unable  to  deliver,  Rem- 
icade is  the  only  (tnf)  alternative,"  says 
Ernest  Brahn,  a  professor  at  the  Uni- 


reach  the  market  in  2003.  It  appears  to 
block  TNF  with  less  frequent  dosing  than 
Enbrel's  twice-weekly  injections. 

To  reduce  its  reliance  on  Enbrel,  Im- 
munex is  conducting  human  trials  of 
new  drugs  for  cancer,  stroke,  and  os- 
teoporosis. In  the  meantime,  Immunex 
launched  educational  ads  in  July  about 
rheumatoid  arthritis,  prepping  the  mar- 
ket for  the  day  when  Enbrel  will  be  in 
plentiful  supply.  Fritzky  hopes  the  on- 
slaught of  TV,  print,  and  Web  ads,  which 
describe  the  disease  and  encourage  suf- 
ferers to  seek  treatment,  will  help  spike 
Enbrel  sales  when  the  new  plant  is  up 
and  running  next  year.  By  then,  he  pre- 
dicts, there  could  be  as  many  as  80,000 
patients  on  the  waiting  list. 

Analysts  say  the  Rhode  Island  plant 
should  clear  up  that  waiting  list.  But 
at  Immunex,  the  realization  of  what 
might  have  been  still  resonates.  "No- 
body dreamed  this  would  work  so  well 
for  so  many  people,"  Fritzky  admits.  "If 
we  could  recreate  history,  we  would 
prepare  more  aggressively."  That's  a 
history  lesson  other  biotech  executives 
should  take  to  heart. 

By  Arlene  Weintraub  in  Seattle 


GENZYME:  ON  THE 
GROWTH  TRACK 

For  years,  life  was  fairly  simple  at 
Genzyme  Corp.  It  sold  its  key  drug 
to  just  3,200  patients  with  a  rare  genetic 
disorder — a  select  enough  market  that 
the  company  needed  only  a  small  sales 
force.  There  was  little  reason  to  believe 
that  much  would  change  when  Genzyme 
teamed  up  with  a  small  biotech  company 
to  produce  what  it  expected  to  be  a 
modest  kidney  drug.  But  then  lightning 
struck,  turning  this  new  offering  into  a 
potential  blockbuster.  Today,  Genzyme  is 
adjusting  to  the  world  of  megadrugs. 

The  new  drug,  Renagel,  which  helps 
dialysis  patients  without  raising  calci- 
um levels,  has  transformed  the  20-year- 
old  Genzyme  into  one  of  the  hottest 
biotech  outfits  in  the  country.  Renagel's 
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sales  are  growing  dramatical- 
ly: from  $56  million  in  2000  to 
what  analysts  expect  will  be 
$160  million  this  year  and  at 
least  $250  million  next  year. 
The  Cambridge  (Mass.)  com- 
pany believes  Renagel  could 
reap  $1  billion  in  sales  by  the 
end  of  the  decade.  Genzyme  General — 
which  produces  Renagel  and  is  by  far 
the  largest  of  the  company's  three  divi- 
sions— earned  $121.5  million  last  year 
on  sales  of  $752.5  million,  and  expects  to 
earn  $247  million  this  year  on  sales  of 
$950  million.  Overall,  Genzyme  Corp. 
expects  $1.2  billion  in  sales  this  year. 

Renagel  also  is  fueling  the  General 
unit's  stock  price.  It  has  risen  24%  this 
year,  to  about  $56,  while  the  American 
Stock  Exchange  Biotechnology  Index 
has  fallen  17%.  That  makes  Genzyme 
Corp.  the  third-largest  U.S.  indepen- 
dent biotech  company  by  market  cap. 
"For  a  long  time,  we  were  identified  as 
having  a  niche  strategy,"  says  Henri  A. 
Termeer,  Genzyme's  chairman  and  chief 
executive.  "That  sells  us  short." 
PLANT  GROWTH.  But  Renagel's  fast 
growth  is  testing  the  company's  mar- 
keting and  manufacturing  operations. 
Genzyme's  first  big  product,  Cerezyme — 
aimed  at  victims  of  a  genetic  disorder 
called  Gaucher  disease — accounted  for 
70%  of  the  company's  sales  before  Re- 
nagel and  it  essentially  sold  itself.  But 
Genzyme  must  aggressively  market  its 
new  kidney  drug  while  fighting  an  es- 
tablished, lower-cost  competitor  that's 
aging  Renagel's  claims.  And  de- 
1  for  the  medication  has  been  so 
high  that  the  company  had  to  take  its 
most  popular  form  of  the  drug  off  the 


RUNNING  HOT 

CEO  Termeer 
is  spending  big 
on  new  plants 
and  marketing 


market  for  four  months  this 
year  while  it  retooled  its 
plants  to  boost  volumes. 
This  slowed  Renagel's 
growth  from  79%  in  the  last 
quarter  of  2000  to  just  20% 
in  the  first  quarter  of  this 
year  and  29%  in  the  second. 
So  far,  though,  Termeer  appears  to 
be  keeping  the  growing  pains  to  a  min- 
imum. The  55-year-old  Dutchman  says 
the  global  distribution  and  regulatory 
networks  set  up  for  Cerezyme  have 
been  easily  adapted  for  Renagel.  Gen- 
zyme did  need  to  create  a  Renagel  sales 
force,  though,  and  since  1998  it  has 
hired  100  salespeople  in  the  U.S.  and  50 
in  Europe.  Now  it's  in  the  middle  of 
vastly  expanding  its  manufacturing  ca- 
pacity, spending  several  hundred  mil- 
lion dollars  on  three  new  plants  in  Mass- 
achusetts, Britain,  and  Ireland.  "[The 
growth]  hasn't  changed  our  strategy. 
It's  accelerated  it,"  says  Termeer,  who 
was  an  executive  vice-president  at  med- 
ical-supply giant  Baxter  In- 
ternational Inc.  before  he 
joined  Genzyme  in  1983 
president. 

Renagel,  meanwhile,  is  up- 
ending the  conventional  wis- 
dom about  dialysis.  The  drug 
helps  patients  get  rid  of  ex- 
cess phosphate,  which  can 
cause  heart  disease.  But 
while  other  treatments  also 
eliminate  phosphate,  they  use 
calcium.  Renagel  doesn't.  In 
fact,  it  was  developed  for  a 
small  pool  of  patients  who  al- 
ready had  dangerously  high 
calcium  levels.  But  new  stud- 


ies made  Genzyme  suspect  that  all  diaK|j 
ysis  patients  taking  calcium  treatment** 
faced  a  higher  risk  of  heart  disease 
Because  of  the  calcium,  "their  heart  ^ 
literally  were  turning  to  stone,"  say 
Michael  Raab,  a  company  senior  vice 
president.   Suddenly  Renagel  had  i 
vastly  enlarged  market. 
Rx  KING.  Once  Termeer  realized  th  (I 
drug's  potential,  he  bought  out  his  part 
ner,  GelTex  Pharmaceuticals  Inc.  o    | 
Waltham,  Mass.,  paying  $1.3  billion  las    | 
fall.  That's  when  the  stock  skyrocketed 
and  Genzyme  came  under  fire  from  ;  .1^ 
tiny  rival.  Privately  held  Braintree  Lab  i! 
oratories  Inc.  manufactures  the  calci  |to 
um-based  drug  Phoslo,  which  costs  jus   ''u 
one-tenth  of  Renagel's  more  than  $3,00( 
annual  price  tag.  Braintree  complaine(  ij- 
to  the  Food  &  Drug  Administration  las  fa 
year  that  Genzyme's  ads  were  mislead  ■ 
ing;  the  FDA  is  still  weighing  the  com  ■ 
plaint.  Braintree  insists  that  calcium  i  [to 
not  a  problem  for  dialysis  patients.  And  p 
claims  ceo  Harry  Keegan,  "Renage  pi 
doesn't  control  phosphate  as  well  a;  ti» 
lower-priced  alternatives  do." 

So  far,  Genzyme  is  winning  the  bat  1 
tie.  In  June,  2000,  just  24%  of  new  pre  M 
scriptions  for  the  two  medications  wen  U 
written  for  Renagel.  A  year  later,  Re  •; 
nagel  had  raised  its  market  share  t(  Uj 
48%.  And  the  overall  market  is  bal   It 
looning:  1.7  million  patients  are  ex  fa 
pected  to  be  on  dialysis  treatmenl  :. 
worldwide  in  2009,  up  from  1  millior  m 
last  year.  Genzyme  is  now  studying  b; 
whether    patients    on    Renagel    liv( 
longer  than  those  relying  on  calcium  lie 
an  earlier,  small-scale  study  showec 
mortality  was  33%  lower  for  kidnej  t 
patients  taking  Renagel  than  for  those  ' 
on  calcium  medicines.  If  tests  show  Im 
lives  are  extended,  "they'll  take  ovei 
the  market,"  says  Robert  J.  Alpern 
dean    of   the    Southwestern    Medica   fe 
School  in  Dallas. 

The  verdict  should  be  in  within  twe  ■- 
or  three  years.  Odds  are  that  kidnej 
treatments — and  the  company — will  nev| 
er  be  the  same. 

By  Rochelle  Sfiarpe  in  Bostcni 
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Science  &  Technology 


THE  WORKFORCE 


RUST  BELTS? 
TRY  TECH  BELTS 

\  new  report  reveals  "hot  spots"  in  some  surprising  places 


I 


PORTLAND  l//v 


hiladelphia  probably  doesn't  spring 
to  mind  when  you  hear  the  words 
"high  tech."  But  maybe  it  should. 
?hilly — along  with  Chicago,  Detroit,  and 
Vew  York — was  one  of  the  biggest  em- 
iloyers  of  high-tech  workers  in  the 
1990s,  according  to  a  new  study  about 
;o  be  released  by  the  University  of 
Minnesota.  Many  other  rankings  of 
ligh-tech  "hot  spots"  simply  tally  up 
jmployees  at  chip,  computer,  and  soft- 
ware companies.  This  report  takes  stock 
rf  all  industries  that  employ  more  than 
;hree  times  the  national  average  of  sci- 
entists, engineers,  and  computer 
orofessionals — including  systems 
analysts  and  database  adminis- 
trators. By  this  criterion, 
Chicago  and  Washington  jump 
right  to  the  top  of  the  list — 
followed,  in  third  place,  by 
Silicon  Valley. 

Produced  by  Anne  R. 
Markusen,  director  of  the  uni- 
versity's Project  on  Regional 
fe  Industrial  Economics,  the 
report  is  good  news  for  Rust 
Belt  regions,  and  has  big  im- 
plications for  universities  and 
government  planners  in  those 
states.  If  the  local  economy  is 
strong  in  chemicals,  drugs,  or  biotech, 
for  example,  then  state  schools  should 
be  sprucing  up  offerings  in  organic 
chemistry — even  if  it's  at  the  expense 
of  computer  science.  Cultural  and  en- 
tertainment amenities  also  matter  in 
high-tech  meccas.  So  instead  of  splurg- 
ing on  trade  schools  to  spawn  more 
software  jocks,  city  planners  might 
want  to  build  up  ski  resorts,  bicycle 
paths,  or  museums  and  music  halls,  to 
encourage  tech-minded  graduates  to 
stay  in  the  state.  "Where  skilled  people 
want  to  live  and  work  makes  much 
more  difference  than  anybody  ever 
thought,"  Markusen  contends. 
A  BROAD  NET.  The  report  doesn't  pre- 
tend to  be  a  snapshot  of  cities  in  2001. 
Indeed,  much  of  the  raw  data  analyzed 
by  Markusen  and  her  colleagues  are 
from  1997 — the  last  year  in  which  cer- 
tain types  of  regional  employment 
information  was  gathered.  But  that 


doesn't  dilute  the  impact  of  her  find- 
ings, according  to  Edward  W  Hill,  ed- 
itor of  the  journal  Economic  Develop- 
ment Quarterly.  "The  1997  economic 
census  is  the  best  source  of  data  we 
have,"  he  says.  "The  trends  were  firm- 
ly established." 

In  one  sense,  the  Minnesota  findings 
are  unsurprising.  Chipmakers  and  soft- 
ware vendors  obviously  aren't  the  only 
ones  who  create  and  use  sophisticated 
technology.  Manufacturers  of  paints, 
polymers,  and  textiles  depend  on  com- 
puter simulations  to  design  their  prod- 
ucts, from  silk-thin  surfing 


hot-spot  rankings,  however,  once  an  in- 
dustry was  classified  as  high-tech,  all 
workers,  from  secretaries  to  CEOs,  were 
included  in  the  regional  data. 

The  upshot:  Services  from  architec- 
ture to  finance  were  represented  in  the 
final  count — and  so  were  petrochemi- 
cals and  autos.  "Our  first  impulse  was 
to  throw  out  these  greasy,  dirty  jobs," 
Markusen  says.  But  after  talking  to  en- 
gineering experts,  the  team  realized  it 
was  foolish  to  exclude  techies  who  de- 
velop a  "smart"  dashboard  for  a  car  or 
a  pollution-control  system  for  an  oil  rig. 
RUFFLED  GURUS.  The  Minnesota  team 
took  some  other  novel  steps.  Unlike 
some  rankings,  this  one  looked  at  the 
absolute  number  of  high-tech  jobs — 
rather  than  focusing  on  tech-industry 
employment  as  a  percentage  of  the 
workforce.  Why?  Researchers  believed 
the  usual  analysis  penalizes  Rust  Belt 
cities  with  diversified  economies. 

The  results  don't  sit  well  with  some 
New  Economy  gurus,  such  as  AnnaLee 
Saxenian,  a  University  of  California  at 
Berkeley  planning  expert  and  author 
of  books  on  high-tech  develop- 
ment. While  con- 


RANKING  TNE        

HIGH-TECH  MECCAS  <3flSBr*> 


DETROIT  13/139. 


[BOSTON  4/282 


NEW  YORK  5/250 


RANK  /  THOUSANDS  OF  WORKERS 
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PHILADELPHIA  6/223 
"WASHINGTON  2/322 


ORANGE  COUNTY  11/152 


PHOENIX  14/1 16] 


SAN  DIESO  15/115 


suits 

to  antiglare  wind- 
shields and  graffiti 
proof  ceramics.    Ditto 
many  innovators  of  complicat- 
ed   financial    services.    What's 
more,  software  power  users  who  pop- 
ulate the  research  labs  and  project  de- 
velopment teams  at  such  companies  of- 
ten hand-tailor  their  own  applications 
programs. 

Nonetheless,  Markusen's  findings  are 
bound  to  be  controversial — largely  be- 
cause of  the  methodology  adopted  by 
the  director  and  her  colleague,  Karen  D. 
Chappie.  Relying  on  Bureau  of  Labor 
Statistics  and  Commerce  Dept.  data, 
they  cast  a  broad  net  over  employment 
of  highly  skilled  workers  from  1991  to 
1997.  When  running  the  numbers,  they 
were  careful  to  exclude  lower-level  com- 
puter support  specialists.  As  in  other 


TAMPA  19/ 


Data:  University  of  Minneapolis 


ceding  that  the  report's  assess- 
ment of  tech's  broad  diffusion  is  "an  im- 
portant finding,"  she  takes  issue  with 
the  definition.  "If  you  call  everything 
high-tech,  the  term  loses  its  meaning," 
Saxenian  contends. 

Other  academics,  however,  embrace 
the  findings.  "Industrial  cities  have  been 
pretty  successful  and  pretty  vibrant 
over  the  '90s,"  says  Michael  D.  Oden,  a 
University  of  Texas  planning  expert. 
Scratch  the  surface,  and  you'll  find  that 
many  of  these  regions  are  big  technolo- 
gy innovators.  And  if  Markusen's  find- 
ings sink  in,  they  won't  all  be  looking 
West  for  their  future  inspiration. 

By  Stan  Crock  in  Washington 


BusinessWeek  /  August  13.  2001  55 


o  profit 
tuts  t-CMfltftrct  dat * 


A  \  N 


:  W- 


, 


^m 


Boom!  Just  when  you  thought  that  your  company's 
information  systems  couldn't  get  any  more  com- 
plicated, along  comes  the  e-commerce  revolution. 
And,  with  it,  an  explosion  of  new  data  about  online 
customers  and  supply  chains.  As  the  world  leader 
in  data  warehousing  and  e-Intelligence,  SAS  trans- 
forms this  data  into  the  knowledge  you  need.  To 
optimize  customer  and  supplier  relationships.  To 
reveal  unseen  opportunities  for  cross-selling  and 
enhancing  customer  loyalty.  Ultimately,  making 
your  e-commerce  operation  an  e-profit  machine. 
For  more  details  on  e-Intelligence  solutions  from 
SAS,  call  1-9 1 9-677-8200  or  stop  by  www.sas.com. 
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You  Don  t  Need 
I     To  Be  Huge  to  Become 
i      A  Household  Name . 
Here's  How  to  Do  It 


It's  like  having  a  print-fold-stuff-stamp-mail 
button  on  your  personal  computer. 


Fly  Like  an  Eagle] 


Introducing  NetPost " 
Mailing  Online  from 
the  U.S.  Postal  Service®. 

Now  you  can  create  a 
'I  piece  on  your  personal 
iputer,  load  it  to  our 
b  site,  and  our  profes- 
lal  print  shops  will  do 
...  rest.  We'll  print,  collate, 

fold,  stuff,  address,  stamp, 

sort  and  have  it  in  the  mail 

in  just  24  hours. 

Start  mailing  online  today 
and  find  out  about  our  free 
offer  at  www.usps.com 
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'POSTAL  SERVICE 


www.usps.com 


ONLINE 


Prison  Power 

Small  businesses  in  100 
industries  are  losing  rev- 
enue to  federal  prisons.  By 
law,  U.  S.  agencies  have  to 
shop  first  at  Federal  Prison 
industries,  which  makes 
everything  from  furniture 
to  textiles.  Small-business 
advocates  are  pushing  a 
bill  to  end  the  advantage. 

Net  Loss 

Silicon  Valley  isn't  the 
worst  hit  by  the  tech 
wreck.  Scores  of  Chinese 
internet  companies  are 
calling  it  quits,  too.  The 
problem:  China's  tiny  $40 
million  online-ad  market 
can't  support  the  industry. 

Men  vs.  Women 

A  new  survey  by  the 
National  Foundation  for 
Women  Business  Owners 
shows  that  36%  of  women 
had  mentors,  compared 
with  42%  of  men.  But  49% 
of  women  turn  to  family 
with  business  problems, 
vs.  36%  of  men. 
For  the  full  stories, 
visit  smallbiz. business- 
week. com 
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In  gauging  the  economy, 
putting  an  ear  to  the  ground 
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ONE  IOTA 


Percentage  rise 
in  the  number  of 
minority-owned 
businesses  from 
1992  to  1997,  vs. 
7%  for  all 
companies. 


Glitz  vs.  Grit 

WHAT  STARTUPS  REALLY  LOOK  LIKE 

THE  WORLD  OF  STARTUPS  is  a  glitzy  one  of  fast-growth,  high-tech 
companies  pounding  in  the  heart  of  New  York  and  San  Francisco. 
That's  what  the  hype  would  have  us  believe.  But  a  new  study  by  the 
National  Commission  on  Entrepreneurship  says  IT  JUST  AIN'T  SO:  Only 
4.5%  of  startups — and  fewer  than  1  in  20  of  all  businesses — are  high- 
growth  companies  with  an  annual  employment  growth  rate  of  15%. 

So,  do  the  fast  growers  at  least  live  up  to  their  image  as  national  play- 
ers? Nope.  The  largest  group  among  them,  44%,  serves  only  local  markets. 
And  JUST  31%  ARE  FOUND  IN  THE  BIGGEST  CITIES.  "We  spend  so  much  time 
talking  about  the  Silicon  Valleys  of  the  world,"  says  Patrick  Von  Bargen, 
the  commission's  executive  director.  "Now  we  find  a  serious  concentra- 
tion of  growth  companies  in  the  Rust  Belt."  New  myths  die  hard. 


SO  THEY  SAY 


"I'm  seeing  a  lot  more 
stiff  drinks  being  poured.' 

— RYAN  MINOR,  CEO  ofOncydium  Corp.  in  Boston,  on  what  he  sees 
as  an  indicator  that  the  economy  is  getting  worse  (page  SB  18) 

Don't  Go  Postal 
Over  Rate  Hikes 

Planning  a  big  direct-mail  campaign?  You 

might  want  to  reconsider.  Postal  rates  went  up 

by  1.5%  to  5%  on  July  1 — the  second 

hike  this  year.  Bob  Wientzen, 

president  of  the  Direct 

Marketing  Assn.,  suggests 

using  more  targeted  lists  to  mail 

smarter.  And  talk  to  your  local 

post  office  to  see  if  you  qualify 

for  any  bulk  discounts. 


: 


Yburv 

m 

leseai 


v 

I. '■■.': 

tins 


i 

i 

ft  st 

I  ■ 


week  Small  biz  August  13, 2001 


Saras  Sarasvathy, 

entrepreneurship 

professor,  University 

of  Washington,  on 

MARKET 

RESEARCH 

Your  work  shows  that 
successful  entrepre- 
neurs don't  rely  on 
traditional  market 
research,  why? 
They  don't  believe  in 
It.  They  have  their  own 
approach  that's  more 
hands-on.  instead  of 
using  focus  groups  to 
predict  a  market,  they 
take  the  product  or 
the  idea  out  and  try  to 
sell  it  to  one  person. 
And  then  they  general- 
ize that  into  a  cus- 
tomer segment. 

It's  still  a  form  of  prod- 
uct testing.  How  is  this 
method  different? 
It's  a  completely  differ- 
ent system  of  reason- 
ing. The  way  you 
define  the  problem  is 
different:  You're  not 
setting  a  goal  and  say- 
ing "how  do  l  get 
there?"  You're  starting 
with  who  you  know 
and  what  you  know 
and  looking  at  how 
you  can  use  that. 

What  are  the  benefits 
of  using  this  method? 
It  costs  very  little,  so 
you're  reducing  your 
cost  of  failure.  With 
market  research, 
you're  spending  a  lot 
of  money,  and  things 
don't  always  work.  And 
then,  unexpected  sur- 
prise markets  come  up 
when  you  don't  start 
with  "the  market." 


Sprawl  Biz? 

LOANS  MAY  BE  ENVIRO-UNFRIENDLY 


FROM  BANKERS  TO  ENTREPRENEURS,  everyone  seems 
to  have  a  beef  with  the  U.  S.  Small  Business  Administra- 
tion. Now,  add  environmentalists  to  the  list.  Friends  of 
the  Earth  and  the  Forest  Conservation  Council  are 
suing  the  agency,  alleging  violations  of  the  National 
Environmental  Policy  Act  from  1997  to  2000.  The  groups 
charge  that  by  backing  $400  million  in  loans  to  businesses 
like  gas  stations  and  minimarts,THE  SBA  CONTRIBUTED 
TO  SPRAWL  in  the  Washington  (D.C.)  area.  "It's  the  cumu- 
lative impact  of  hundreds  and  hundreds  of  these  loans,"  says 
John  Talberth,  president  of  the  Forest  Conservation  Coun- 
cil. The  sba  counters  that  small  business  follows,  rather  than 
leads,  urban  development.  "Small  businesses  go  to  PLACES 
WHERE  THERE  ARE  CUSTOMERS  for  their  goods,"  says  Jane  P. 
Buder,  the  sba's  associate  administrator  for  financial  assistance. 

Settlement  talks,  which  started  in  February,  have  reached  a  stale- 
mate. Meanwhile,  the  enviros  are  analyzing  sba  activity  in  Vermont 
and  New  York.  It  could  turn  out  to  be  a  sprawling  battle. 


CAPITAL  CRUSH: 

Did  $400  million 
for  small  biz 
cause  over- 
development? 


it's  a  Dangerous  World. 
Don't  Forget  Your  Umbrella 

YOUR  BUSINESS  MAY  BE  GLOBAL,  but  your  insurance  probably  isn't.  That's 
a  problem  if  the  goods  you  ship  fall  victim  to  political  unrest.  Or  if  your 
employees  traveling  abroad  are  hit  by  crime.  Or,  worse  still,  if  your  product 
sample  makes  people  sick.  Now,  the  Hartford  Steam  Boiler  Inspection  & 
Insurance  Co.  (860  722-1866)  offers  a  single  product  for  small  companies 
that  covers  all  global  risks,  from  travel  accidents  to  kidnap  and  ransom. 
The  OneSource  policy  works  in  130  countries,  but  it  isn't  cheap.  Annual 
premiums  range  from  $2,500  to  $40,000.  Still,  it  could  take  some  of  the  peril 
out  of  your  global  adventures. 


What  Do  Women  Want? 

WOMEN  SALES  AND  MARKETING  EXECUTIVES  MAKE 

LESS  THAN  THEIR  MALE  COUNTERPARTS.  AND 

THE  SMALLER  THE  COMPANY,  THE  LARGER  THE  GAP. 


T  At  companies  with  revenues  of: 

$l-10b     |  $io-50m  |  $1-I0m    |  under $lm 

This  is  how  much  less  women  earn  than  men: 

13% 

28%  1 31%  1 35% 

Oata:  Sales  &  Marketing  Management 


BusinessWeek  Small  Biz  August  13, 2001  5 


of  small 
businesses 
laid  off 
employees 
in  tne  past 
three  months 


of  small 
companies 
now  purchase 
supplies  on 
the  Internet 
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of  venture 
capital  last 
year  went 
to  women 
entrepreneurs 


HEALTH  CARE 


Tough  Medicine 

HEALTH  CARE  COSTS  UP?  SHARE  THE  PAIN   BY  JOSHUA  KENDALL 


FOR  THE  PAST  THREE  YEARS,  corporate  travel 
agent  Anne  Schimmel  has  had  a  simple  strate- 
gy for  coping  with  soaring  health-care  costs. 
When  costs  went  up,  the  president  of  Travel 
Connections   Inc.   in   Denver  jumped   to   a 


cheaper  plan.  It  was  a  nuisance,  but  in  a  tight 
labor  market,  Schimmel  was  afraid  to  pass  the 
bill  on  to  her  40  employees. 

This  year,  Schimmel  overcame  her  fear. 
When  her  health-care  costs  leaped  16%  in 
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SCHIMMEL: 

To  her  surprise, 
workers 
accepted 
paying  more 
for  health  care 


June,  she  raised  employ- 
ee deductibles  from  $0 
to  $250  for  individuals 
and  $500  for  families. 
She  didn't  lose  a  single 
worker  in  the  process. 
"To  keep  a  quality  plan," 
she  says,  "we  have  to 
pass  on  some  costs  to 
employees." 

When  the  economy 
was  booming  and  un- 
employment was  at  a 
near-record  low,  busi- 
ness owners  struggling 
to  hold  on  to  employees 
had  little  choice  but  to 
absorb  steep  hikes  in 
health-care  costs.  Not  so 
in  today's  looser  labor 
market.  "Employers  are 
in  the  driver's  seat,"  says 
Tom  Swift,  a  senior  vice-president 
with  Marsh  Advantage  America,  a 
benefits-consulting  firm  in  Des 
Moines.  For  the  most  part,  that  means 
raising  employee  deductibles  and  co- 
payments.  According  to  William  M. 
Mercer  Inc.,  16%  of  small  companies 
increased  such  costs  in  2000,  com- 
pared with  8%  in  1999.  Experts  pro- 
ject a  threefold-to-fourfold  increase 
this  year. 

Consider  Dean  Smith,  CEO  of 
Specialty  Heat  Treating  Inc.,  a  Grand 
Rapids  (Mich.)  manufacturer  with  90 
employees.  Last  year, 
when  health-care 
costs  jumped  28%, 
Smith  raised  co-pay- 
ments from  zero  to 
10%  and  slapped  a 
$100  deductible  on 
his  self-insured  plan. 
This  year,  with  costs 
expected  to  soar  46%, 
Smith  plans  to  start 
deducting  about  $15 
a  week  from  his 
employees'  paychecks. 
How  can  he  get  away 
with  it?  Sales  are 
down  5.5%,  he  says,  and  employees 
understand  that  the  move  is  a  reflec- 
tion of  tough  times.  "A  top-notch 


In  this  job 
market, 
"employers 
are  in 
the  drivers 
seat" 


health  plan  used  to  be  mandatory,"  he 
says.  "Now  it's  negotiable."  It's  the 
same  story  at  Schimmel's  Travel  Con- 
nections, where  revenues  are  down 
16%  this  year.  "I'm  angry  that  rates 
keep  going  up,"  says  travel  agent 
Donna  Marshall,  a  single  mother  of 
two  who  says  her  health-care  costs  will 
rise  30%  this  year.  "But  the  company  is 
doing  what  it  can." 

CUTS  IN  COVERAGE 

some  entrepreneurs  are  taking  even 
more  drastic  measures.  Several  small- 
business  purchasing  alliances —  such 
as  the  140,000-member  PacAdvan- 
tage  in  California — have  added  plans 
with  deductibles  as  high  as  $3,000, 
which  cost  employers  half  as  much  as 
standard  coverage.  "If  the  labor  market 
stays  where  it  is,  small  companies  may 
be  able  to  remain  competitive"  without 
offering  standard  managed-care  cover- 
age with  relatively  low  deductibles, 
says  Jamie  Amaral,  a  health-care  ana- 
lyst at  the  National  Federation  of 
Independent  Business.  With  no  long- 
term  solutions  on  the  horizon,  there 
may  be  no  choice  but  to  keep  passing 
the  buck. 


iKRTON 


Lgaam 


For  more  on  how  entrepreneurs  are 
coping  with  the  health-care  crisis,  click  Online 
Extras  at  smallbiz.businessweek.com 


LEGAL  LAYOFFS 

"Fire  at  will"  may  be 
a  sound  military 
strategy.  But  if 
you're  laying  off  in 
this  downturn, 
you're  better  off 

with  a  battle  plan  that  carefully 

follows  the  law. 

CASE  IN  POINT 

When  business  plunged  10%  in 
March,  Stephen  Peplin,  president 
of  Talan  Products  Inc. ,  a 
Cleveland  metal-stamping  plant, 
was  forced  to  let  go  about  15%  of 
his  40-person  shop.  He  carefully 
reviewed  each  of  the  cuts  to  be 
certain  they  were  based  on 
business  concerns,  not  personality 
or  other  intangibles.  He  then 
consulted  his  attorney  to  make 
sure  there  were  no  unintentional 
impacts  on  protected  groups  of 
workers.  "You  have  to  deal  with  the 
potential  liability,"  Peplin  says.  "If 
you  don't,  you  could  expose  the 
company  to  a  heap  of  trouble." 

RESOURCES 

Quicken.com  tells  you  what  you 
need  to  do  before  firing  someone 
(quicken.com/small_business) . 
The  HR  Guide  to  Internet 
Resources  (hr-guide.com)has 
dozens  of  links  to  consultants, 
books,  and  software;  hrtools.com 
offers  downloadable  "toolkits"  on 
termination.  Employment  Law  for 
Business,  by  Dawn  D.  Bennett- 
Alexander  and  Laura  Pincus 
Hartman  (McGraw-Hill,  2000, 
$90),  covers  everything  from 
discrimination  to  privacy  rights. 
—JOAN  RAYMOND 
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imminent  Domains 

WEB  SITE  PROPRIETORS  WELCOME  .INFO  AND  .BIZ 


CHERYL TRZCINSKI  had  a  serious  poach- 
ing problem.  Trzcinski,  a  partner  at 
the  Original  Mattress  Factory  in 
Cleveland,  learned  late  last  year  that  a 
North  Carolina  rival  of  her  four-year- 
old  Web  site,  originalmattress.com, 
was  operating  a  site  called  "original- 
mattressco.com" — and  developing  a 
new  one  called  "originalmatress.com." 

It  took  four  months  and  $10,000 
in  legal  fees,  but  in  April  an  arbitrator 
ruled  that  the  disputed  names  had 
been  registered  to  mislead  customers  of 
Trzcinski 's  75 -person  company. 

That  doesn't  mean  Trzcinski's 
problems  are  over.  Millions  of  new 
Internet  addresses  are  becoming 
available,  as  seven  new  suffixes  are 
added  to  the  original  trio  of  .com, 
.net,  and  .org. 

The  first  two — .info,  for  general 
use,  and  .biz,  for  businesses — are 
accepting  registration  requests  and 
become  operational  this  fall.  For  busi- 


ness owners,  it's  a  good  time  to  think 
about  both  grabbing  the  domain  of 
their  dreams — and  defending  names 
they  already  have. 

ON  THE  OFFENSIVE 

the  internet  corp.  for  Assigned 
Names  8c  Numbers,  which  adminis- 
ters Web  addresses,  is  allowing  busi- 
nesses to  pre-register  selections  in  the 
.info  domain  before  opening  it  to  the 
general  public  on  Aug.  27.  It  costs 
about  $35  a  name  at  any  accredited 
domain-name  registrar. 

In  the  .biz  domain,  businesses  can 
file  an  intellectual  property  claim  to  a 
certain  Web  address  without  having  to 
actually  register  the  name  or  pay  annu- 
al fees.  You  can  do  it  through  Neulevel 
Inc.  (www.neulevel.com),  the  company 
that  will  be  administering  the  .biz 
database,  for  a  one-time  fee  of  $90. 
The  deadline  is  Aug.  6. 

In  both  .info  and  .biz,  if  more 


LTEHgB 


1  How  do  I  determine  startup 
I  costs  for  a  health  club? 

— C.P.,  DAVENPORT,  IOWA 

Accurately  forecasting  startup 
costs  is  crucial.  The  problem  is, 
entrepreneurs  tend  to  be  unreal- 
istic about  their  prospects  and  naive 
about  expenses.  Studies  show  that 
the  average  business  owner's  actual 
first-year  revenues  are  a  full  40% 
below  projections. 

To  increase  your  accuracy,  use  your 
most  pessimistic  estimates  for  income 
and  expenses,  and  come  up  with  the 
date  when  you  will  achieve  positive 
cash  flow.  Amass  enough  operating 
capital  to  cover  your  losses  up  to  that 
point.  Then  add  a  safety  net  of  at  least 
six  months'  worth  of  fixed  costs  to  carry 
you  in  case  something  unforeseen 
occurs. You  might  find  an  accountant, 
consultant,  or  partner  who  knows  the 
health-club  industry.  Even  better,  get 
a  job  at  a  club  yourself  to  learn  the 
business  from  the  inside  out. 

—KAREN  E.  KLEIN 


than  one  applicant  is  found  to  have 
a  legitimate  right  to  a  particular 
address,  the  winner  will  be  selected 
randomly. 

Unlike  Trzcinski,  Lonnie  Rad- 
ford, director  of  online  services  at  Invi- 
sion  Advertising  in  Dallas,  is  on  the 
offensive.  In  March,  2000,  the  30-per- 
son  company  settled  for  "invisionad- 
vertising.com"  when  the  pithier  "invi- 
sion.com"  was  already  taken  by  a 
Commack  (N.  Y.)  Web  developer.  So 
Radford  has  applied  for  www.invi- 
sion.biz.  "It  makes  a  lot  of  sense,"  he 
says.  "But  what  happens  if  they  add  27 
new  domains?"  As  long  as  the  Internet 
keeps  growing,  the  domain  name 
game  may  never  end. 

ELIZABETH  WASSERMAN 


For  more  advice  on  how  to  cope  with 
the  flood  of  new  domain  names,  click  Online 
Extras  at  smallblz.buslnessweek.com 
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What  do  I  wish?  That  they  always  be  this  happy. 


There's  a  place  we  all  want  to  be.   Go  there." 


We  all  have  moments  when  our 

lives  are  in  perfect  balance,  when  our 

loved  ones  are  happy,  when  all  seems 

right  with  the  world.  And  we  wish  it 

could  always  be  so.  Guardian 

understands.  For  140  years,  we  have 

been  helping  people  achieve  their 

dreams  with  financial  products  and 

services  that  serve  their  best  interests. 

Consistently.  Honorably.  Dependably. 

Wherever  you  want  to  go  in  life, 

iian's  a  good  place  to  start. 


1 


Life  Insurance 


Retirement  Services       |        Employee  Benefits 


Investments        |        www.glic.com 
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YOUR  MONEY 


Don't  Bet 
The  Store 

INVESTING  IN  WHAT  YOU  KNOW  CAN 
BE  A  MISTAKE  FOR  ENTREPRENEURS 


Is  if  possible  to  invest  too  much  in  your  company? 
Deborah  J.  Lucas  thinks  so.  A  professor  of  finance 
at  Northwestern  University  and  an  expert  in  the 
investing  habits  of  small-business  owners,  Lucas 
estimates  that  most  entrepreneurs  have  more  than 
half  of  their  wealth  tied  up  in  their  companies. 
The  problem:  By  fading  to  diversify,  entrepreneurs 
put  their  personal  financial  health  at  risk.  Lucas 
recently  spoke  to  NaweenA.  Mangi  about  her 
research.  Some  edited  excerpts: 


I  f~\ I  What  are  the  biggest  invest- 
l_=>lment  mistakes  entrepreneurs 
usually  make? 

A    Plowing  all  their  money  back 
-^*-  into  their  own  company  is  one. 


Another  is  investing  in  their  friends' 
companies  in  the  same  sector.  For 
example,  you  see  a  lot  of  Silicon  Val- 
ley folks  buying  their  friends'  compa- 
nies and  doubling  their  own  risk. 
That's  a  bad  idea.  Last  year's  history 
shows  that  you  can  lose  a  lot  of 
money  really  quickly. 


QWhat  investment  strategies 
should  they  be  adopting? 

A    You  diversify  by  investing  in 
-*~*-l  other  sectors.  To  the  extent  you 
can  hold  other  investments,  try  to 
find  offsetting  risks.  It's  much  more 
prudent  to  search  for  investments 
that  will  move  up  when  your  compa- 
ny moves  down. 

Q~~ 1  But  what  are  they  risking  by 
mot  diversifying? 
A   j  Entrepreneurs  depend  heavily 
AAJ  on  their  own  money  to  finance 
their  companies.  If  they  make  risky 


investments,  they  will  find  them- 
selves in  a  situation  where  they  don't 
have  the  money  to  put  into  their 
companies.  Diversification  gives 
them  the  resources  to  continue. 


QWhen  they're  building  a  port- 
folio,  what  factors  should 

entrepreneurs  consider? 

A    Access  to  the  capital  markets  is 
■*~*-l  one.  You  can  afford  to  take 


more  of  a  risk  in  investing  if  your 
business  can  easily  get  bank  loans 
and  you  don't  need  to  access  your 
own  assets  as  much.  If  your  business 
is  extremely  risky,  you  might  want  to 
hold  the  rest  of  your  portfolio  in 
much-lower-risk  investments.  The 
issue  is  to  think  about  average  over- 
all risk,  to  think  about  your  business 
and  the  rest  of  your  portfolio  in  a 
more  consolidated  fashion. 


Q  Shouldn't  a  well-run  company 
produce  higher  returns 

than  stocks? 

A  Data  suggest  that  it's  not  true 
that  your  company  will  pro- 


duce higher  returns.  In  fact,  failure 
rates  are  very  high.  Small  companies 
do  not  get  better  returns.  Returns 
are  either  the  same  or  lower.  Plus, 
it's  riskier. 


I  For  some  ideas  on  how  to  diversify 
your  portfolio,  click  Online  Extras  at 
smallbiz.businessweek.com 


POLITICS 


Man  in 
The  Middle 

NEW  SBA  HEAD  HECTOR 
BARRETO  HAS  TO  PLEASE 
SMALL  BUSINESS  AND  BUSH 

NOW  THAT  HE'S  TAKING  OVER  as  head 
of  the  U.  S.  Small  Business  Ad- 
ministration, Hector  V.  Barreto 
Jr.  faces  a  delicate  balancing  act. 
President  Bush  wants  to  slash  the 
SBAs  budget  from  $900  million  to 
$536  million — a  move  that  has 
angered  the  agency's  supporters  on 
the  Senate  Committee  on  Small 
Business  6c  Entrepreneurship.  "We 
don't  want  to  see  another  hatchet  job 
like  this,"  Chairman  John  F.  Kerry 
(D-Mass.)  warned  at  a  July  19 
confirmation  hearing. 

Barreto,  a  Los  Angeles  finan- 
cial-services broker  who  co-chaired 
the  Bush  campaign  in  California, 
promised  to  fight  for  programs  like 
the  New  Venture  Capital  Program, 
which  is  designed  to  funnel  invest- 
ment to  low-income  business  own- 
ers. To  do  so,  though,  this  39-year-old 
political  neophyte  may  first  need  a 
course  in  the  fine  art  of  Presidential 
arm-twisting.   — nicole  st.  PIERRE 
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I  could  do 
so  much  more. 


Communication  without  boundaries 


It's  not  just  a  phone.  It's  a  shortcut  to  wherever 
your  company  is  headed.  An  Avaya  communication 
system  can  get  your  small  business  there  quickly. 
Easily.  And  keep  it  affordable. 

Whether  you  have  a  half-dozen  phones  or  a  hundred, 
Avaya  hooks  you  up  with  big-business  functions  in  a 
snap.  Integrate  your  phone  system  and  DSL  service  for 
faster  uploads  and  downloads  than  you  ever  dared  to 
dream  of.  Handle  voicemail  and  e-mail  together  in  one 
mailbox.  Get  desktop  phone  features  anywhere  in  your 
building,  just  by  adding  wireless  handsets.  One  of  our  local 
Avaya  dealers  will  take  care  of  everything. 

More  companies  like  yours  are  using  Avaya  systems 
than  any  other.  Now  it's  your  turn.  Find  out  about  PARTNER® 
systems  for  small  companies  or  MERLIN  MAGIX™  systems  for 
mid-size  companies.  Call  866-GO-AVAYA  or  get  the  whole  story 
at  avaya.com/smallmidbusiness 
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(SMan  coivipaNies) 

You  Don't  Need  to  Be  Huge  to  Become 
A  Household  Name.  Here's  How  to  Do  It. 


BY  ELLEN  NEUBORNE 


ask  people  to  name  the  big  machine  that 
lumbers  around  skating  rinks  resurfacing  the 
ice,  and  chances  are  they'll  say  it's  a  Zamboni.  In 
bike  stores,  customers  looking  for  a  super- 
strong  lock  usually  ask  for  Kryptonite.  And  who 
can  hear  the  name  Archie  without  conjuring  up 
that  freckle-faced  redhead  from  Riverdale? 

Sure,  you  know  these  names.  But  you  prob- 
ably didn't  know  these  brands  are  all  owned  by 
little  companies,  each  with  fewer  than  100 
employees  and  less  than  $50  million  in  sales. 
"Lots  of  people  think  we  must  be  a  $500  million 
company  with  two  floors  of  a  skyscraper  in  Midtown,"  says 
Michael  Silberkleit,  publisher  of  Archie  Comic  Publications 


UBIQUITOUS: 

Publicity  helps  keep 
Kryptonite's  brand  ahead 


Jogger  Co 
How 


Inc.  Actually,  it's  a  $  15  million,  23-person  out- 
fit with  modest  digs  in  Mamaroneck  N.  Y. 

Standing  alongside  the  Coca-Colas  and 
P&Gs  of  the  world,  you'll  find  a  good  number 
of  little  companies  whose  brands  loom  large: 
Ovaltine,  with  $40  million  in  sales,  is  one  of 
the  famous  old  brands  owned  by  the  30-per- 
son  Himmel  Group  in  New  York.  Tofutti 
frozen  desserts  come  from  a  company  with 
only  15  full-time  employees  and  $13  million 
in  revenues.  Baby  Jogger,  a  big  wheel  among 
the  stroller  set,  is  the  product  of  The  Baby 

.  with  a  staff  of  70  and  $15  million  in  revenues. 

do  you  build  a  big  brand  without  the  ad  budget 
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A  distribution  deal  helped  Tofutti  -  o 


or  the  marketing  muscle  of  a  giant  corporation?  The  com- 
panies that  have  succeeded  share  certain  traits: 

I  They  carve  out  a  unique  niche,  often  becoming  the 
first  and  dominant  brand  in  their  category.  Sixty-employ- 
ee Kryptonite  Corp.,  for  example,  owns  60%  of  the  bike 
lock  market. 

■  They  are  masterful  outsourcers,  often  farming  out 
manufacturing  and  other  functions  that  aren't  central  to 
building  the  brand.  ID  Software  Inc.,  the  17-person  creator  of 
the  computer  games  Doom  and  Quake,  outsources  every- 
thing but  game  development.  Himmel,  which  manages 
other  famous  old  brands  like  Bromo  Seltzer  and  mouthwash 
Lavoris,  farms  out  everything  but  advertising  and  marketing. 

I  They  often  team  up  with  bigger  partners  to  boost 
distribution.  The  Republic  of  Tea,  a  60-employee  special- 
ty company  in  Novato,  Calif.,  got  a  big  boost  when  Barnes 
&  Noble  bookstores  agreed  to  sell  its  tea  in  their  cafes. 

■  They  raise  their  profiles  with  astute  public  rela- 
tions. Take  Internet  discount  retailer  Bluefly  Inc.,  an  $18 
million  company,  which  aggressively  courted  the  business 
and  fashion  press  to  become  an  e-tailing  success  story. 

Of  course,  establishing  a  big  brand  doesn't  mean  your 
work  is  over.  Bigger  fish,  with  much  bigger  budgets,  may 
try  to  emulate  your  success.  You  may  also  spend  a  lot  of 
time  and  money  defending  your  patents  and  trademarks. 
And  if  you  got  big  by  standing  on  the  shoulders  of  a  giant, 
you  could  just  as  easily  shrink  back  to  the  size  of  Tom 
Thumb  if  the  relationship  goes  awry. 

Here's  what  some  small  companies  have  learned. 


BewaReoFGiaisiTs 

it  sounds  easy:  Partner  with  a  big  corporation  with  a  big 
distribution  network  to  get  your  product  out  there.  But  as 
David  Mintz,  ceo  of  Tofutti  Brands  Inc.,  found,  the  strat- 
egy has  its  risks.  In  the  1980s,  the  onetime  Kosher  caterer 
in  New  York  invented  a  soy-based  frozen  dessert  called 
Tofutti,  which  he  sold  locally.  Then,  Mintz  hooked  up 
with  ice  cream  maker  Haagen-Dazs  for  exclusive  distribu- 
tion in  major  markets.  "All  of  a  sudden,  I  was  the  hottest 
thing,"  he  recalls.  "My  products  were  in  supermarkets 
nationwide.  I  was  on  TV  all  the  time — Joan  Lunden,  Regis 
Philbin,  The  MacNeil/Lehrer  News  Hour. " 

As  the  buzz  grew,  so  did  sales — from  $30,000  to 
$18  million  over  an  18-month  period.  His  staff  of  10 
ballooned  to  more  than  100.  But  in  1988, Tofutti  and  Haa- 
gen-Dazs  began  to  quarrel  over  money  and  control. 
Haagen-Dazs  executive  Jack  Lyons,  vice-president  of  dis- 
tribution for  the  eastern  ( J    J. ,  says  the  two  company  presi- 
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MINI-SWEETS: 

Tofutti  Cuties 

are  the  company's 

latest  hit 


'ty!!&&Jl„  dents  had  a  "clash  of 

egos."  Mintz  chose  to  I 
dissolve  the  partner- 
ship— with  disastrous 
results.  Sales  plummet- 
ed to  less  than  $10  mil- 
lion, and  Mintz  had  to 
lay  off  all  but  a  handful 
of  workers.  Patiently, 
he  rebuilt  the  brand 
until  sales  crept  back 
to  $13  million  last 
year.  To  keep  consum- 
ers interested,  Mintz 
focuses  on  creating 
new  products.  His  lat- 
est hit:  Tofutti  Cuties,  little  frozen  dessert  sandwiches. 

Mintz  says  he  doesn't  regret  dancing  with  a  giant.  "It 
did  get  me  known.  But  it  almost  got  me  bankrupt,  too." 
Today,  the  15-person  company  has  more  than  a  dozen 
wholesale  distributors — including,  ironically,  Haagen- 
Dazs,  which  is  now  a  non-exclusive  distributor  of  Tofutti 
products  in  New  York. 


vaLlie  YOUR  DISTRIBUTORS 

when  customers  come  into  Gregg's  Greenlake  Cycle  in 
Seattle  for  a  three-wheeled,  all-terrain  baby  stroller, 
they're  clear  about  what  they  want — a  "Baby  Jogger." 
They're  not  even  aware  it's  a  brand  name  with  a  legion  of 
knock-offs,  says  store  manager  Marty  Pluth. 

How  did  Baby  Jogger  become  a  household  name?  In 
1984,  Mary  Baechler  and  her  then-husband,  Phil,  invent- 
ed the  big-wheeled  carriage  in  their  Yakima  (Wash.) 
garage.  At  first,  it  was  mostly  runners  who  bought  the 
Racing  Stroller,  as  it  was  then  called.  But  as  more  retailers 
picked  up  the  product — and  turned  it  into  a  mainstream 
lifestyle  item  for  active  Baby  Boomers — Baechler  realized 
those  distributors  were  the  key  to  building  her  brand.  So 
she  focused  on  training  retailers  to  demonstrate  its  proper 
use  to  skeptical  parents.  The  strategy  worked:  By  1994, 
sales  of  what  by  then  was  called  the  Baby  Jogger  reached  $5 
million,  and  by  2000,  they  had  leapt  to  $15  million. 

But  like  any  great  idea,  this  one  bred  numerous  copycats 
around  the  world.  Baechler,  whose  strollers  sell  for  about 
$1 80  and  up,  was  shocked  on  a  recent  business  trip  to  Ams- 
terdam to  find  about  30  different  competing  all-terrain 
strollers  in  a  baby  store.  "I  said:  Yikes!  How  did  this  happen?"1 

To  goose  her  sales,  Baechler  started  selling  strollers 


Vi'r-r-'i 


-o  a  point 


online  last  year,  but  that  strategy 
backfired.  Some  angry  retailers 
called  her  up  and  screamed  at  her, 
she  says.  Others  turned  to  her  rivals. 
The  result:  Baechler  recently 
halted  all  Web  sales,  despite  her 
hefty  investment  in  an  online  shop- 
ping system.  Ultimately,  she  real- 
ized, The  Baby  Jogger  Co.  needed 
its  retailers  far  more  than  the  Inter- 
net. "They're  what  built  this  compa- 
ny," she  says. 


INSPIRe 

aFFecTioN 

FEW    INDUSTRIAL    PRODUCTS    have 

the  pop  culture  appeal  of  the  ice 
resurfacer  made  by  Frank  J.  Zam- 
boni  8c  Co.  Hockey  fans  cheer  the 
slow-moving  Zamboni  when  it  rolls 
out  at  National  Hockey  League 
games.  "It's  like  a  mascot,"  says 
Paula  Jensen,  who  handles  mer- 
chandising for  the  50-employee, 
Paramount  (Calif.)  company. 

That  warm  feeling  translates 
into  sales  industry  estimates  peg  at 
$16  million.  Over  five  decades, 
Zamboni  has  kept  its  lead  in  the 
market  despite  growing  competition 
from  Canadian  rivals  such  as 
Ontario-based  Resurfice  Corp.  At 
about  $80,000  a  pop,  these  babies 

aren't  cheap,  and  there's  little  to  differentiate  them — except 
for  the  Zamboni  brand.  Indeed,  the  Zamboni  name 
is  closely  associated  with  skating  culture,  says  a  loyal  cus- 
tomer, Ed  Peduto,  general  manager  of  Burbank  Ice  Rink  in 

Reading,  Mass.  "They 
have  a  commitment  to 
rink  operators.  They've 
been  at  every  trade 
show  I've  ever  been  to, 
and  they  work  hard  to 
stay  on  top." 

Not  only  do  pat- 
rons applaud  when  the 
Zamboni  rolls  out, 
says  Peduto,  they  ea- 


APPEAL: 

Zamboni  die-cast 
miniatures  are 
popular  gifts 


gerly  consume  Zamboni  merchandise.  His  best-selling 
item:  Zamboni  die-cast  miniatures  featuring  the  logos  of  the 
NHL  Stanley  Cup  winners. 

The  Zamboni's  mystique  isn't  lost  on  Jensen.  She's  a 
former  Walt  Disney  Co.  merchandiser  who  joined  Zam- 
boni in  1997  and  has  expanded  licensed  goods  from  the 
usual  caps  and  T-shirts  to  include  everything  from  duffle 
bags  to  coaster  sets.  Such  sales  account  for  nearly  10% 
of  revenues. 

She  let  Wendy's  International  use  a  Zamboni  in  a 
1997  Superbowl  commercial,  and  in  1999  David  Letter- 
man  was  allowed  to  stage  a  mock  Zamboni  race  outside  his 
studio.  But  Jensen  turned  down  the  request  of  a  beer  maker 
that  wanted  to  claim,  "Our  beer  is  colder  than  a  Zam- 
boni," because  it  clashed  with  the  company's  image.  When 
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it  comes  to  protecting  your  brand,  there  are 
some  brews  that  just  don't  mix. 


STaYTRUe 
TOYOURBRaND 

developed  by  louis  silberkleit  and  his  part- 
ners during  World  War  II,  Archie  may  well  be 
the  world's  oldest  teenager.  But  Archie's  staying 
power  isn't  accidental.  Silberkleit  and  later  his 
son  Michael,  now  the  publisher  and  CEO  of 
Archie  Comic,  have  worked  hard  to  keep 
Archie  and  his  pals  relevant  while  retaining 
their  wholesome  charms. 

In  the  1940s,  Archie  sold  6  million  comic 
books  a  month.  Then,  TV  supplanted  comic 
books.  Archie  would  surely  have  become  a  socio- 
cultural  footnote  if  it  weren't 
for  Louis  Silberkleit  s  move  to 
put  an  Archie  cartoon  on  TV  in 
1969.  Today,  the  company  sells 
about  800,000  comic  books  a 
month,  but  a  growing  share  of 
its  $15  million  in  revenues 
comes  from  licensing  for  tele- 
vision, movies,  and  merchandise. 

Michael  Silberkleit  doesn't  make 
decisions  about  the  brand  lightly.  Resi- 
dents of  Archie's  Riverdale  now  use  cell 
phones  and  computers  and  grapple  with 
contemporary  issues  such  as  race  rela- 
tions. But  he  resists  pressure  to  modern- 
ize the  illustration  style.  Just  as  vigorous- 
ly, he  defends  Archie's  apple-pie  image 
and  his  trademarks.  Silberkleit  has  gone 
to  court  to  shut  smutty  Web  sites  that 
used  names  of  Archie  characters  in  their  domain  names.  He 
was  no  less  forgiving  when  Melissa  Joan  Hart,  star  of  the  TV 
version  of  Sabrina  the  Teenage  Witch,  which  is  based  on  an 
Archie  character,  posed  nearly  topless  for  Maxim  magazine 
in  1999.  Silberkleit  faxed  Hart  and  Sumner  Redstone,  head 
of  Sabrina  licensee  Viacom  Inc.,  to  express  his  outrage  and 
exact  a  public  apology  from  Hart.  "Our  brand  has  always 
been  about  entertainment  that  is  clean  and  suitable  for  kids," 
says  Silberkleit. 

seeK  good  PRess 

back  in  the  1970s,  Kryptonite  had  the  brand  thing  all 
locked  up.  Its  unique,  "U-shape"  bicycle  lock,  protected  by 


HOWTHEYDIDIT 

Words  of  Wisdom 

from  CEOs  with  Big  Brands 

"Sixty  years  later,  we  are  still  squeaky-clean. 
It's  who  we  are." 

-Michael  Silberkleit,  publisher,  Archie  Comic  Publications 

"A  good  idea  gets  you  started.  When  the  tidal 
wave  of  competition  comes,  that's  when 

brand  matters. "-Mary  Baechler,  CEO,  Baby  Jogger 

"We're  never  afraid  to  do  what  it  takes  to  get 

OUr  Story  OUt  ."-Gary  Furst,  CEO,  Kryptonite 

"It's  good  to  be  well-known.  It's  not  good  to  be 
generic.  The  machine  is  not  a  'Zamboni.'  It  is  a 
Zamboni  ice-resurfacing  machine." 

-Richard  Zamboni,  president,  FrankJ.  Zamboni 

"Sometimes  what's  fast  and  easy  is  not  the  best 
route.  Sometimes  it's  supposed  to  take  time." 

-David  Mintz,  CEO,  Tofutti  Brands 


MR.  CLEAN:  Archie's 

apple-pie  image 
is  jealously  guarded 


patents,  was  reputed  by  cyclists  to  be  the  toughest  lock 
around.  But  by  1994,  most  of  the  patents  were  expiring. 
How  did  Kryptonite  keep  its  brand  out  front?  With  pub- 
licity. Lots  of  it. 

That  year,  to  promote  its  line  of  locks  in  New  York, 
then-CEO  Michael  Zane  locked  up  his  own  bike  on  the 
city's  mean  streets.  For  48  hours,  he  sat  in  a  stakeout  van 
with  a  New  York  Post  reporter,  watching  several  would-be 
thieves  fail  to  snap  the  Kryptonite. The  $30-million,  Can- 
ton (Mass.)  company,  has  been  hyping  itself  shamelessly 
ever  since.  Its  surveys,  such  as  Top  Ten  Worst  Cities  for 
Bike  Theft,  regularly  get  ink.  Last  February,  Kryptonite 
executives  donned  war  paint  and  kilts  to  dole  out  bonuses 
to  celebrate  banner  sales,  and  got  themselves  a  writeup  in 
the  Boston  Business  Journal. 

Tacky?  Perhaps,  but  it  seems  to  work:  Sales  have 
grown  by  an  average  of  12%  a  year,  and  the  company  con- 
tinues to  outpace  huge  rivals  such  as  Master  Lock  Co.  and 
Yale.  "We're  not  bashful,"  says  CEO  Gary  Furst.  "We  know 
how  to  make  impressions."  Great  marketing,  to  be  sure. 
But  it  doesn't  hurt  if  the  product  behind  the  brand  is 
pretty  good,  too. 


How  does  a  flagging  small  brand  get  a  second  wind?  To  find 
out,  click  Online  Extras  at  smallblz.buslnessweek.com 
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The  Citi*  ^Advantage"  Business  Card  can  take  you  and  your  business  further.  You'll  receive  quarterly  and  annual  account  reports,  as  well  as  business 


discounts  And  since  American  Airlines"  has  the  most  travel  partners,  you'll  earn  miles  that  can  take  you  to  more 


destinations  Even  to  the  world's  most  secluded  stretch  of  sand.  Miles  that  take  you  further.  In  business. 


AAdvantage 

BUSINESS  CARD 


To  apply  and  receive  7,500  bonus  miles,*  call  1-800-FLY-3000. 
Or  visit  aadvantagebusiness.citibank.com 


OFFICE  FURNITURE: 

Just  one  more  way  to  earn  AvAdvantage   miles. 


taws  mileage  can  be  earned  only  by  new  Mi'  Platinum  Select  Advantage'  Business  cardmembers  approved  through  this  offer,  which  expires  6/30/03.  Miles  will  appear  as  a  bonus  on  a  subsequent  Mr  Platinum  Select1  Advantage'  Busmess  Card  statement  after 
J»  Tirst  purchase.  Miles  are  earned  on  purchases  only,  the  maximum  number  ol  Advantage'  miles  you  can  earn  with  the  Citi'  Platinum  Select'  Advantage'  Business  Card  is  150,000  miles  per  calendar  year  (purchases  recorded  on  your  Jan  -  Oec  billing  statements) 
me  Crt,  Platinum  Select '  Advantage  Business  Card  is  issued  by  Citibank  (South  Dakota).  HA  ©2001  Citibank  (South  Oakota),  N A  Citi,  Citibank,  and  Citi  with  Arc  Design  are  registered  marks  of  Citicorp.  American  Airlines'  Advantage  Executive  Platinum'  Advantage  Plataunr 
and  Advantage  Gold'  members  are  excluded  from  the  150,000  mile  limit.  American  Airlines',  Advantage'.  Advantage  Executive  Platinum',  Advantage  Platinum*  and  Advantage  Gold'  are  registered  trademarks  of  American  Airlines  Ik  American  Mines  reserves 
the  right  to  change  the  AAdvantage  program  at  any  time  without  notice.  American  Airlines  is  not  responsible  for  products  or  services  offered  by  other  participating  companies.  For  complete  details  about  the  AAdvantage  program  call  t-800  88?  8880  or  visit  www  aa  com 
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"JUST  CURIOUS": 
Glauberman  knov 
times  are  bad  wtie 
lots  of  rivals  start 
calling  to  ask: 
"How's  business?" 
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WHEN  OFFICIAL  ECONOMIC  DATA 

FALL  SHORT,  ENTREPRENEURS 

USETHEIROWN  ODD  MEASURES 

BY  LARRY  KANTER 


•STEVE  GLAUBERMAN  HAD  SEEN  the  clouds 
gathering  for  months.  But  the  president  of  Enlighten,  an 
Ann  Arbor  (Mich.)  interactive-services  company,  figured 
a  full-blown  economic  storm  was  about  to  break  when,  one 
after  another,  executives  at  competing  new-media  outfits 
began  calling.  "How's  business?"  they  asked — just  out  of 
curiosity,  they  were  quick  to  point  out.  "The  phone's  been 
ringing  off  the  hook,"  says  Glauberman,  44.  "Ostensibly, 
it's  to  get  together  for  lunch.  But  in  reality  they're  trying  to 
gauge  their  business  activity  against  ours." 

Glauberman,  who  founded  his  company  18  years  ago 
and  now  has  55  employees  and  $10  million  in  sales,  last 
remembers  this  sort  of  thing  happening  about  a  decade 
ago,  on  the  eve  of  the  last  recession.  "You  do  not  get  these 
calls  when  things  are  good,"  he  says. 

Think  of  it  as  the  Glauberman  Innocent  Inquiry 
Economic  Index.  It  seems  as  reliable  as  the  official  data, 
which  these  days  tend  to  create  as  much  confusion  as  clar- 
ity: Corporate  profits  drop,  but  the  housing  market  is  as 
strong  as  ever.  Capital  spending  plummets,  but  consumer 
confidence  edges  upward.  Amid  such  mixed  signals,  how 
can  a  small-business  owner  know  what's  really  going  on 
out  there?  The  traditional  indicators  aren't  all  that  helpful. 
After  all,  most  economists  are  reluctant  to  declare  a  reces- 
sion until  long  after  a  recovery  is  under  way — too  late  for 


business  owners  forced  to  make  crucial  decisions  on  the  fly. 
And  most  national  data  track  corporations,  not  small 
businesses,  where  conditions  are  sometimes  much  differ- 
ent. So  entrepreneurs  have  little  choice  but  to  become 
armchair  economists  themselves,  interpreting  the  myriad 
and  mundane  indicators  that  surround  them. 

EYE  ON  THE  STREETS 

look  to  the  road,  advises  frank  king,  ceo  of  Caira  Busi- 
ness Forms  Inc.,  a  four-person  commercial  printing  company 
in  Norwood,  Mass.  Specifically,  King,  54,  keeps  an  eye  out  for 
trailer-trucks  that  bring  new  automobiles  to  the  dealerships. 
These  days,  King  sees  a  lot  of  rigs  with  only  two  or  three  cars 
on  them — which  he  reads  as  a  clear  sign  of  bad  times. 

Karl  Douglas,  CEO  of  Warp  Solutions  Inc.,  a  three- 
year-old  New  York  software  developer,  also  has  a  penchant 
for  transportation-related  indices.  "People  have  stopped 
using  Town  Cars  to  get  around  to  clients,"  says  Douglas,  38, 
adding  that  his  own  44  employees  generally  take  taxis 
these  days.  By  contrast,  Greg  Moran,  the  29-year-old  CEO 
of  Pinnacle  Technology  Solutions,  a  Troy  (N.  Y)  staffing 
agency  with  49  employees,  knew  conditions  had  undergone 
a  decisive  shift  when  he  found  himself  traveling  in  relative 
luxury  on  a  February  business  trip  to  Hong  Kong.  "I  got 
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CHEAP  CHOW: 

These  days, 
Gabbe  sees  more 
people  opting  for 
inexpensive  lunch 


upgraded  to  business  class,"  he  gloats.  "A  year  ago,  that 
would  have  been  absolutely  impossible." 

Of  course,  it's  one  thing  to  take  note  of  anecdotal 
indicators  and  quite  another  to  actually  use  them  as  a  basis 
for  making  decisions.  "You  can  often  be  misled,"  warns 
MarkM.  Zandi,  chief  economist  with  Economy.com  Inc., 
a  West  Chester  (Pa.)  research  firm. 

ODDBALL  STATISTICS 

BUT  IF  HE  GENERALLY  AVOIDS  ANECDOTES,  Zandi  does 

keep  a  set  of  oddball  data  that  wouldn't  normally  be  con- 
sidered as  leading  economic  indicators.  For  instance,  he 
carefully  follows  the  U.  S.  Census  Bureau's  monthly  report 
on  sales  of  titanium  dioxide.  The  chemical  is  used  to  create 
white  paint,  which  is  used  in  the  manufacturing  of  every- 
thing from  household  appliances  to  automobiles.  "It's  a 
very  sensitive  and  leading  measure,"  Zandi  says.  Among  his 
other  favorites:  hotel  occupancy  rates,  mortgage  applica- 
tions, and  travel  to  Las  Vegas'  McCarren  International 
Airport,  which  as  a  top  tourist  destination  is  a  good  gauge 
of  consumer  attitudes.  All  of  them,  Zandi  says,  are  as  reli- 
able "real-time"  indicators  of  economic  performance  as 
many  of  the  official  statistics.  "The  hard  data  are  subject  to 
error,  and  those  errors  tend  to  be  larger  when  the  economy 
is  changing  quickly,"  Zandi  says. 

That's  one  reason  why  Jack  Panzarella,  founder  of  Street- 
Glow  Inc.,  an  auto  accessories  maker  in  Wayne,  N.  J.,  with  48 
employees,  has  little  patience  for  conventional  economic  wis- 
dom. "Everybody  just  feeds  off  the  media,"  he  says.  "I  look  at 
the  facts."  Chief  among  them  is  his  own  business'  perfor- 
mance. StreetGlows  sales  doubled  to  $16  million  in  2000  and 
have  held  up.  So  while  the  rest  of  the  industry  scales  back,  Pan- 
zarella, 30,  is  increasing  his  advertising  spending  from 
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1300,000  to  SI  million.  "If  the 
economy  slows  down,"  he  figures, 
"it  will  put  the  weaker  guys  out  of 
business  and  make  us  stronger." 

Parrish  Hanna,  president  of 
Hanna  Hodge  Inc.,  a  12-person 
new-media  outfit  in  Chicago,  has 
little  doubt  that  the  economy  has 
slowed  in  his  area.  "We  used  to 
close  deals  in  four  days,"  he  says. 
"Now,  the  sales  cycle  may  be  six , 
months  long."  Jill  Gabbe,  CEO  of 
gabbegroup,  a  New  York  public- 
relations  firm  with  15  employees, 
has  noticed  the  same  kind  of  reti- 
cence, as  once-enthusiastic  clients 
are  postponing  or  cutting  back 
large  projects.  Then  there's  Rain- 
bow Falafel,  a  fast-food  shop  near 
her  office  on  Fifth  Avenue.  Dur- 
ing the  boom,  most  of  the  young  technology  workers  in  the 
neighborhood  opted  for  $10  sandwiches  and  salads  at  the 
local  gourmet  deli.  Now,  they're  lining  up  for  $3  falafels.  "Peo- 
ple are  hanging  out  the  door,"  says  Gabbe,  49. 

MORE  STIFF  DRINKS 

WHILE   GABBE  TRACKS   FALAFEL,  Jim  Triandiflou,  CEO  of 

Ockham  Technologies,  a  50-person  software  developer  in 
Atlanta,  keeps  his  eye  on  eggs,  biscuits,  and  grits — specifi- 
cally those  served  at  the  OK  Cafe,  a  greasy  spoon  favored 
by  local  entrepreneurs  and  venture  capitalists.  "Over  the 
past  year,  the  wait  for  breakfast  has  gone  from  60  minutes 
to  none  at  all,"  says  Triandiflou,  35.  "It's  a  classic  bellwether 
on  the  state  of  the  economy."  Ryan  Minor,  ceo  of  Oncydi- 
um  Corp.,  a  four-person  marketing  company  in  Boston, 
prefers  to  look  at  beverages.  According  to  his  analysis  of 
drinking  habits  in  Boston  and  Cambridge,  these  times  def- 
initely require  stronger  medicine.  "I'm  seeing  a  lot  more  stiff 
drinks  being  poured,"  says  Minor,  33.  "Chardonnay  is  out. 
Martinis  and  Jack  Daniels  are  in." 

Perhaps  that's  because  people  were  already  drunk  on 
optimism  during  the  boom  years,  suggests  Bradley  Inman, 
CEO  ofHomeGain.com  Inc.,  an  online  real  estate  service  in 
Emeryville,  Calif.  For  Inman,  the  most  telling  economic 
indicators  have  been  the  attitudes  of  his  own  100  employ- 
ees. "Employees  are  more  devoted,  committed,  and  less 
likely  to  depart,"  he  says.  "It's  the  end  of 'my  opportunities 
are  unlimited.'"  Call  it  the  Humility  Index.  Just  don't  wait 
for  the  Commerce  Dept.  to  give  it  a  number. 

—  With  Kimberly  Weisul  and  Alison  Wellner 


I  What  are  your  favorite  oddball  economic  indicators?  We  want 
to  know.  Send  us  a  letter  at  smallblz@buslnessweek.com 
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Ever  hear  of  notebook  PCs  ? 
Carbon-fiber  bicycle  frames? 
Or  touch-screen  monitors? 


They  all  have  one  thing  in  common: 
Before  Taiwan,  they  were  just 


someone's  rough  idea. 


At  the  Taipei  World  Trade  Center 

we  can  help  turn  coffee  shop  inspirations 
into  affordable,  profitable  realities. 


So  don't  sneeze  away  your  inspirations. 
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Soaking  It  Up 

As  a  fullback  at  the  University  of  Maryland,  Kevin  Plank  found  just 
one  thing  slowed  him  down:  sweat.  He  was  changing  his 
perspiration-drenched  cotton  T-shirts  every  half  hour.  By  his  senior 
year,  Plank  says  he  was  naive  enough  to  think  he  could  solve  the 
problem — so,  of  course,  he  did.  In  New  York  City's  garment  district, 
Plank  found  a  synthetic  fabric  that  wicks  water  away  from  the  body, 
keeping  an  athlete  dry,  cool,  and  light.  He  designed  a  T-shirt  from  the 
material,  then  tested  it  on  teammates,  and  incorporated  their 
suggestions  for  tighter  sleeves  and  a  looser  collar.  The  result  was 
Under  Armour  Performance  Apparel. 

Plank  graduated  in  May,  1996,  launched  his  company  with 
$40,000  on  five  credit  cards,  and  began  selling  T-shirts  to  college 
football  teams.  Now,  he's  the  official  supplier  of  high-tech  apparel  for 
Major  League  Baseball  and  the  NFL  European  League.  He  also 
outfits  28  domestic  NFL  and  75  college  teams.  Plank's  latest  coup: 
42  million  fans  watched  Philadelphia  76ers  guard  Allen  Iverson  wear 
an  Under  Armour  sleeve  during  the  2001  NBA  playoffs.  With  PR  like 
that,  Plank  should  be  able  to  make  Under  Armour  the  internationally 
recognized  brand  he's  aiming  for.  No  sweat.      — CYNTHIA  DANIELS 
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Reserve  online  to  save 
time  and  effort  with: 

•  Recurring  reservations 

•  Instant  confirmations 

•  Emails  to  participants 

•  24x7  reservations  and  changes 


And  receive  instant  confirmation,  sign  up  for  at&t Teleconference 

Services  now  and  see  why  it's  never  been  easier  to  call  a  meeting.  Our  Online 
Reservation  Service  enables  you  to  reserve,  book,  and  change  your  one-time  or  recurring 
reservations  24x7.  You  can  even  email  participants  with  meeting  details  automatically. 
Whether  key  individuals  are  across  town  or  across  the  globe,  AT&T  enables  you  to 
get  back  to  your  business  at  hand.  You  can  provide  project  updates,  expedite  decisions, 
and  brainstorm  any  time  of  the  day  as  if  everyone  were  in  the  same  room. 
You  can  even  get  recording  and  transcription  services  for  a  narrative  account  of  your 
teleconference.  AT&T  can  also  provide  a  trained  specialist  if  you  need  additional  support 
during  your  teleconference.  It's  never  been  easier  to  make  a  teleconference.  And  best  of 
all,  now  you  can  even  save  up  to  38%  with  our  new  off-peak  rates.  Reserve  your  next 
teleconference  today  at:  www.att.com/conferencing 
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Every  time  you  use  your  MasterCard  BusinessCard"  with  Business  Bonuses,'"  you  earn  points  good  for  anything,  anywhere  you  see  the 


MasterCard*  logo.  (Even  a  new  furry  friend.)  Other  credit  cards  limit  you  to  airline  miles  or  make  you  pick  something  out  of  a  catalog. 
But  with  MasterCard,  you're  the  boss  of  your  own  rewards  program.  Call  1-866-444-BONUS  or  visit  mastercardbonus.com  to  enroll. 
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Information  Technology 


COMPUTERS 


BM  SERVES  UP 
OME  SURPRISES 

I  it's  turning  heads  in  the  server  market-and  gaining  ground 


hen  Doris  Beaulieu  took  over  as 
chief  information  officer  at  Ultra- 
mar Diamond  Shamrock  Corp.  18 
nonths  ago,  the  first  goal  he  set  was 
;o  consolidate  the  San  Antonio  oil  gi- 
int's  gaggle  of  computer  servers.  The 
|>15  billion  company  was  leasing  50 
servers — 45  from  Sun  Microsystems  Inc. 
md  5  from  Hewlett-Packard  Co. 
Beaulieu  asked  Sun,  HP,  and  IBM  to  put 
;ogether  proposals  for  fewer,  more  pow- 
erful machines.  Sun  dragged  its  feet  for 
months,  then  came  back  with  a  bid  that 
Beaulieu  felt  was  too  expensive.  Ditto 
HP.  But  IBM  offered  a  screaming  deal  on 
10  new,  high-end  Unix  computers,  slash- 
ing Beaulieu's  costs  by  nearly  40%.  "Sun 
never  thought  I  would  move  to  a  new 
system,"  says  Beaulieu. 

IBM  is  catching  a  lot  of  competitors 
flatfooted.  Thanks  to  new  technology, 
an  internal  shakeup,  aggressive  pricing, 
rich  service  offerings,  and  missteps  by 


rivals,  Big  Blue  is  coming  on  strong  in 
servers.  In  the  second  quarter,  IBM's 
server  revenues  rose  to  $3.5  billion,  up 
3%  from  last  year.  That  may  sound  ane- 
mic, but  consider  the  desolate  landscape. 
In  the  same  period,  Merrill  Lynch  & 
Co.  estimates  that  at  Sun,  stung  by  the 
telecom  and  dot-com  debacles,  server 

IBM  ON  THE  RISE 

UNIX  MARKET  SHARE  BASED  ON  REVENUES 


99 '00 '01* 
SUN 


'99 '00 '01 
IBM 

, PERCENT 
Data:  International  Data  Corp 


'99 '00 '01* 
HEWLETT- 
PACKARD 


'99 '00 '01* 
▲  BILLIONS  OF 
DOLLARS 
•FIRST  QUARTER 


ZEITLER:  revenues  dropped  37%, 
"We're  at  the  to  $1.8  billion.  And 
beginning  at  Compaq  Computer 
of  what  we  Corp.,  the  take  fell 
can  do"  26%,  to  $1.6  billion. 
True,  IBM  was  com- 
ing off  a  no-growth  year  in  servers, 
while  Sun's  2000  sales  had  skyrocketed 
33%.  Still,  IBM  is  gaining  market  share. 
And  its  most  impressive  gains  are  in 
Unix  systems,  the  server  of  choice  for 
heavy-duty  computing  on  the  Web.  In 
the  first  quarter,  IBM  picked  up  five 
points  of  market  share  in  Unix  servers, 
climbing  to  21%,  while  Sun's  32%  share 
was  flat  and  HP  slipped  a  point,  to  25%, 
according  to  IDC.  "They've  turned 
around  remarkably  over  the  last  few 
years,"  says  Gordon  Haff  of  market  re- 
searcher Aberdeen  Group. 
LONG  OVERDUE.  Servers  are  a  critical 
piece  of  ibm's  diverse  business.  They 
are  the  backbone  of  e-commerce  sys- 
tems, a  field  IBM  wants  to  dominate  as 
the  leading  provider  of  computing  in- 
frastructure for  Corporate  America.  The 
machines  also  showcase  ibm's  cutting- 
edge  technology  in  chips  and  storage 
devices.  In  addition,  servers  boost  sales 
of  its  software  and  consulting  units.  San- 
ford  C.  Bernstein  &  Co.  analyst  Toni 
Sacconaghi  Jr.  estimates  that  IBM's  high- 
to  midrange  servers  bring  in  10%  of  its 
$88.4  billion  in  revenue  but  account  for 
40%  of  sales  when  you  include  related 
software,  services,  and  maintenance  fees. 
It's  too  early  for  IBM  to  declare  victo- 
ry, though.  The  company  has  a  history  of 
failing  to  maintain  momentum  in  servers. 
And  IBM's  recent  success  is  drawing  fire 
from  rivals.  Earlier  this  year,  Sun 
launched  a  "Blue  Bomber"  campaign  de- 
signed to  displace  IBM  mainframes.  So 
far,  Sun  claims  it  has  convinced  cus- 
tomers to  dump  50  IBM  mainframes  this 
year.  IBM  says  recent  market  share  fig- 
ures show  Sun's  campaign  is  bombing. 

Now,  IBM  is  poised  to  kick  its  server 
business  into  high  gear.  In  the  fall,  it 
plans  to  unveil  a  new  line  of  Unix  and  PC 
servers,  each  based  on  state-of-the-art 
technology  developed  in  its  labs. 
At  the  same  time,  IBM  is  sinking 
$1  billion  this  year  into  the  de- 
velopment of  Linux,  the  popular 
free  operating  system,  to  attract 
new  customers  and  software  de- 
velopers. "We're  at  the  begin- 
ning of  what  we  can  do,"  boasts 
William  M.  Zeitler,  senior  vice- 
president   in   charge   of  ibm's 
server  group. 

It's  a  beginning  long  over- 
due. Through  most  of  the  1990s, 
ibm's  business-computer  division 
was  like  a  corporate  version  of 
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Family  Feud.  With  four  groups  making 
servers— ranging  from  $10,000  pc-based 
models  to  multimillion-dollar  mainframe- 
class  computers — customers  were  con- 
fused by  the  overlapping  product  lines 
and  competing  pitches  presented  by 
each  group's  sales  force.  That  changed 
last  October  when  the  company  created 
one  server  organization  under  a  new 
brand,  eServer. 

MOMENTUM.  Come  October,  IBM  sales- 
people will  zero  in  on  a  new  machine. 
That's  when  the  computer  giant  will  in- 
troduce Summit,  an  Intel-based  server 
with  a  heavy  dose  of  IBM  technology. 
Summit  is  a  chipset — a  group  of  chips 
that  work  in  conjunction  with  an  Intel 
Corp.  microprocessor  to  improve  its  per- 
formance by  speeding  such  tasks  as  re- 
trieving data  from  disk  drives. 

Summit  is  designed  to  work  with  In- 
tel's coming  Pentium  4  Foster  chip,  also 
due  in  October,  and  to  ride  the  momen- 
tum of  Microsoft's  Windows  server  oper- 
ating system.  IBM  claims  Summit  boosts 
the  power  of  a  machine  made  with  the 
Intel  chip  by  up  to  20%.  Summit  also  al- 
lows computer  makers  to  build  machines 
with  up  to  16  Foster  chips,  doubling  the 
previous  limit.  That  makes  it  easier  to 
construct  more  powerful  servers  or  add 
computing  power  to  expand  existing 
servers. 

IBM  is  turning  up  the  heat  in  the 
Unix  market,  too.  In  the  fourth  quarter, 
the  company  will  unveil  a  new  top-of- 
the-line  server.  A  less  powerful,  mid- 
range  version  of  the  machine  will  roll 
out  by  the  middle  of  2002.  Some  ana- 
lysts expect  the  new  server  will  put 
IBM  at  least  one  year  ahead  of  its  rivals. 
But  Sun  isn't  flinching.  "We  haven't  lost 
our  edge,"  says  Larry  Hambly,  head  of 
Sun's  services  operation. 

IBM's  boldest  bet:  Linux.  A  $1  billion 
investment  will  fund  the  construction 
of  Linux  development  centers  around 
the  world  and  pay  for  the  training  of 
sales,  marketing,  and  services  employees 
who  will  spread  the  Linux  gospel.  Why? 
The  free  operating  system  is  the  fastest- 
growing  server  operating  software.  Ac- 
cording to  idc,  by  2004  Linux  will  have 
38%  of  the  server  market,  up  from  27% 
last  year,  making  it  the  most  popular 
operating  system.  Right  now,  technolo- 
gists are  relying  on  Linux  to  perform 
simple  tasks  like  serving  up  Web  pages. 
But  over  the  long  run,  IBM  believes  Li- 
nux could  handle  all  computing  tasks 
from  payroll  to  e-commerce. 

With  four  server  lines  and  at  least 
five  different  flavors  of  operating  sys- 
tem, IBM  may  be  the  Baskin  Robbins 
of  computers.  For  now,  customers  are 
finding  IBM's  all-things-to-all-people  stra1> 
egy  quite  tasty. 

By  Spencer  E.  Ante  in  New  York, 
with  Peter  Burro*  an  Mateo,  Calif. 


Legal  Affairs 


ANTITRUST 


SORRY,  BILL, 
HE'S  NO  SOFTIE 


Top  U.S.  trustbuster 
Charles  James  may  not  see 
things  Microsoft's  way,  as 
this  first  interview  reveals 

When  Charles  A.  James  was 
nominated  as  the  Justice 
Dept.'s  top  trustbuster  this 
spring,  he  soon  found  out  all 
sorts  of  new  things  about  himself.  In 
Jet  magazine,  for  instance,  he  read  that 
he  was  a  social  conservative  whose  ap- 
pointment was  engineered  by  his  men- 
tor Supreme  Court  Justice  Clarence 
Thomas.  "An  interesting  analysis,"  says 
James,  "considering  I've  never  met  Jus- 
tice Thomas." 

Other  evaluations  have  been  equally 
suspect.  After  President  Bush  tapped 
several  rightward-leaning,  pro-business 
nominees  for  key  posts,  it  was  widely 
assumed  that  James  would  be  opposed 
to  aggressive  antitrust  enforcement.  Or, 
to  put  it  another  way,  that  he  would 
be  the  antithesis  of  his  predecessor,  Joel 
I.  Klein.  That,  in  turn,  was  viewed  as 
great  news  for  Klein's  main  target: 
Microsoft  Corp. 

It's  early  yet,  but  so  far 
these  predictions  appear  to 
be  off  the  mark.  Since 
June  28,  when  the  Dis- 
trict of  Columbia  Cir- 
cuit Court  of  Appeals 
found  Microsoft  in  vi- 
olation of  the  Sher- 
man  Antitrust    Act, 
James  has  put  togeth- 
er a  tough  prosecutori- 
al team  to  take  on  the 
software  giant.  What's 
more,  James  has  pressed 
the  appeals  court  to  ap- 
point a  new  judge  quick- 
ly to  mete  out  Microsoft's     WESLEYAN 
punishment — a  move  in- 
tended to  thwart  the  company's  delaying 
tactics.  And  in  an  hourlong  chat  with 
BusinessWeek  on  July  31,  his  first  on- 
the-record  interview  since  taking  office, 
he  didn't  sound  like  someone  predisposed 
to  let  the  company  off  lightly.  "I  thought 


AS  A 


[the  appellate  ruling] 
was  a  very  positive  de- 
cision for  the  govern- 
ment," James  said. 
"Just  about  any  prac- 
ticing antitrust  lawyer 
who  followed  the  trial 
would  not  have  been 
very  surprised  by  the 
court  ruling." 

Of  course,  critical 
issues  that  test 
James's  commitment 
to  the  Microsoft  pros- 
ecution still  lie  ahead. 
The  first  is  likely  to 
be  the  introduction  of 
the  company's  new  op- 
erating system,  Win- 
dows XP,  scheduled  to 
ship  on  Oct.  25.  Because  it  is  bundled 
with  many  new  features,  company  crit- 
ics have  been  pressuring  trustbusters  lm 
to  go  to  court  to  block  the  product  re-  it' 
lease.  So  far,  the  betting  is  that  James  h 
won't  take  such  a  radical  step  and  risk 
roiling  the  computer  industry. 

Another  test  will  be  the  remedy  he  fa- 
vors. Company  critics  are  wondering  if  hefi; 
will  punish  Microsoft  for  past  be- 
havior while  leaving  it  with 
a  free  hand  for  the  future. 
While    he    declined    to 
comment    on    specific 
remedies,  he  did  say 
he  thinks  trustbusters 
can   seek   a  punish- 
ment that  covers  new 
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CHARLES  A.  JAMES 
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Washington  University,  1979 
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and  government  service. 
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K 


58  BusinessWeek  /  August  13,  2001 


» 


•fforts  to  extend  the  company's  monopoly. 
The  standard  formulation  on  remedy  is 
hat  it  ought  to  cure  past  violations  and 
>revent  their  recurrence,"  says  James. 
'That's  what  antitrust  is  all  about." 

With  views  like  those,  why  was  James 
>egged  as  the  anti-Klein?  In  part,  be- 
ause  few  outside  Washington  know  him. 
Jnlike  many  previous  antitrust  chiefs, 
fames  is  not  a  political  animal.  He  avoids 
,he  social  circuit,  has  never  been  a  big 
vheel  in  the  Republican  Party  machin- 
ery, and  lacks  close  ties  to  the  White 
House  that  nominated  him. 
DIFFERENT  DRUMMER.  A  devotee  of  rap 
misic,  bodybuilding,  and  German  sports 
jars — "You  can  be  a  competent  anti- 
trust lawyer  and  still  have  fun,"  he 


quips — James  has  lit- 
tle in  common  with 
his  buttoned-down 
predecessors.  He's 
also  a  gadget  freak, 
who  comes  to  the  job 
with  a  strong  under- 
standing of  technolo- 
gy: He  loves  his  Palm 
Pilot,  downloads  MP3 
music  files  on  his 
home  computer  in  Ar- 
lington, Va.,  and  owns 
multiple  laptops. 

Good  friend  Timo- 
thy J.  Muris,  the  new 
chairman  of  the 
Federal  Trade  Com- 
mission, says  James 
isn't  afraid  to  think 
for  himself.  "He 
certainly  was  not 
afraid  to  tell  me  when 
I  was  wrong,"  says 
Muris,  who  first  met 
James  when  they 
were    both    young 


Says  James:  "I  don't 
really  anticipate 

there  will  be  any  sea  change  in 

enforcement  policy" 


lawyers  at  the  FTC  in  the  early  1980s. 

Still,  it  would  be  going  too  far  to  call 
James  a  gung  ho  trustbuster.  He  de- 
scribes himself  as  a  "bedrock  conserva- 
tive" and  is  quick  to  criticize  antitrust 
theories  that  aren't  grounded  in  solid 
economic  analysis.  After  the  European 
Union  blocked  the  General  Electric- 
Honeywell  merger,  for  example,  he 
sharply  condemned  the  ruling. 

At  the  same  time,  though,  he  is  com- 
mitted to  the  underlying  values  of  an- 
titrust law:  preserving  competition  and 


9  publican  since  his  20s.  But  he 
lever  worked  on  a  campaign  and 
y  donates  to  candidates.  He 
part  of  the  D.C.  social  network 
has  few  close  Capitol  Hill  or 
e  House  contacts. 


•GET  FREAK  Home  in 
gton,  Va.,  is  stuffed  with  state- 
d-art gizmos:  PCs,  large-screen 
stereos,  video  gear.  More  of 
:hie  than  his  predecessors — 


and  can't  be  without  his  Palm  Pilot. 

IDEA  OF  FUN  Loves  barbecues  with 
friends  or  time  spent  with  his  teenage 
daughter.  Watches  what  he  eats — recent- 
ly lost  more  than  100  pounds. 

CARS  HE  DRIVES  Takes  the  Jeep  in 
foul  weather  but  loves  his  Porsche. 
Grew  up  next  to  a  dealership  and  has 
been  smitten  with  the  sports  car  ever 
since. 

Data:  BusinessWeek 


consumer  choice.  James  has  practiced  an- 
titrust law  his  entire  career,  shuttling 
between  government  and  the  giant  law 
firm  Jones,  Day,  Reavis  &  Pogue.  And, 
like  most  other  people  who  work  with 
the  Sherman,  Clayton,  and  Robinson- 
Patman  Acts,  he  recognizes  that,  as 
James  D.  Wareham,  a  colleague  from 
Jones  Day,  puts  it,  "there  are  things  com- 
panies do  that  are  anticompetitive." 

Serving  in  the  Justice  Dept.  during 
the  first  Bush  Administration,  James  was 
fairly  tough  on  business.  He  wrote  new 
merger  guidelines  that  his  Democratic 
successors  added  to  only  slightly.  He  also 
had  occasional  spats  with  industry  groups 
that  thought  they  should  be  the  excep- 
tion to  antitrust  rules.  One  such  group — 
health  maintenance  organizations — ar- 
gued to  James  in  1992  that  it  could  reach 
more  of  the  nation's  uninsured  if  it  were 
granted  a  little  slack  on  his  1992  merger 
guidelines.  He  didn't  buy  it. 

As  for  his  predecessor,  James  is  quick 
to  note  that  he  and  the  controversial 
trustbuster  share  many  values.  "I  don't 
really  anticipate  there  will  be  any  sea 
change  in  enforcement  pol- 
icy,"  he    says.    "The    an- 
titrust division  has  been 
left  in  very  good  shape  by 
Joel  Klein." 

TOUGH  TEAM.  Not  surpris- 
ingly, James  is  intensely  fo- 
cused on  the  high-profile 
Microsoft  case.  Indeed, 
while  he  was  awaiting  con- 
firmation, James  says,  he  spent  days 
reading  the  trial  transcripts  to  get  up  to 
speed  on  the  case.  Once  in  office,  he 
named  as  his  Microsoft  point  man  Philip 
S.  Beck,  a  tough  private  litigator.  Even 
more  tellingly,  he  also  picked  for  his 
team  Justice  veteran  Phillip  R.  Malone, 
the  first  lawyer  at  the  agency  to  advo- 
cate suing  Microsoft  and  one  of  Klein's 
key  advisers  during  the  trial.  These  ap- 
pointments come  as  a  pleasant  surprise 
to  the  state  attorneys  general  who 
joined  the  Justice  Dept.  in  its  antitrust 
suit.  Says  Connecticut  Attorney  General 
Richard  Blumenthal:  "I  have  a  feeling 
we're  pushing  on  an  open  door." 

Clearly  James's  line  is  much  tougher 
than  anybody  would  have  expected  a  few 
weeks  ago.  And  it  can't  bring  good  cheer 
to  any  Microsoft  executives  who  hoped 
James — and  the  new  administration  he's 
a  part  of — might  be  their  salvation. 

By  Dan  Carney  in  Washington 


BusinessWeek  online 


For  a  Q&A  with  Charles  James, 

go  to  the  August  13  issue  at 

www.businessweek.com. 
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A  LESSONS  FROM  THE 

OTELECOM 


MESS 


Deregulation  simply 
isn't  working.  Here's 
a  plan  to  get  the 
$700  billion  industry 
back  on  track 


Commentary  by 

Steve  Rosenbush  and  Peter  Elstrom 

Celebrations  broke  out  on  Feb.  8,  1996,  as  the  U.S. 
telecommunications  markets  were  thrown  open  to 
competition.  A  mogul-studded  audience  in  the  grand 
rotunda  of  the  Library  of  Congress  watched  a  Web- 
cast of  comedian  Lily  Tomlin  and  local  schoolchild- 
ren eager  to  have  broadband  Internet  services. 
President  Bill  Clinton  signed  the  Telecommunications  Act  of 
1996  into  law  using  the  very  pen  President  Dwight  D.  Eisen- 
hower used  in  1957  to  authorize  the  interstate  highways. 
"We  will  help  to  create  an  open  marketplace  where  competi- 
tion and  innovation  can  move  quick  as  light,"  Clinton  vowed. 
Some  public  officials,  however,  suspected  the  plan  was  a 
mess.  Shortly  after  the  ceremony,  one  senator  who  backed  the 
legislation  took  Federal  Communications  Commission  Chair- 
man Reed  Hundt  aside.  "We  gave  one  side  everything  they 
wanted,  and  then  we  gave  the  other  side  everything  they 

wanted,"  the 
senator  said, 
according  to 
Hundt.  "Good 
luck." 
Five  years  later,  the  telecom  industry  is  a  mess.  For  the 
first  time,  industrywide  revenues  are  contracting.  Profits  are 
disappearing  as  prices  for  service  plummet.  On  July  26,  JDS 
Uniphase  Corp.,  which  makes  optical  components  for  the  tele- 
com sector,  reported  a  loss  of  $50.6  billion  for  its  fiscal  year,  the 
largest  loss  ever  reported.  Such  horrific  news  has  investors 
fleeing  the  scene.  At  least  a  dozen  upstarts,  from  PSINet  Inc.  to 
360networks  Inc.,  have  filed  for  bankruptcy  protection.  Cash 
starved  companies  have  laid  off  1?0,(XK)  workers  since  January, 
more  than  any  other  sect<>  conomy,  according  to 
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Challenger,  Gray  &  Christmas  and  company  announcements.! 
And  market  forces  are  ripping  apart  industry  giants  AT&T,! 
WorldCom,  and  Lucent  Technologies.  "Never  before  have  you 
seen  this  kind  of  bust  in  telecom,"  says  James  Glen,  a  telecom 
economist  with  market  researcher  Economy.com. 

And  consumers?  They're  still  waiting  for  the  competition 
Clinton  promised.  The  local  telecom  markets  remain  almost 
complete  monopolies,  with  Baby  Bell  rivals  controlling  just 
8.5%  of  all  phone  lines.  That's  one-third  of  the  25%  at&t's 
competitors  had  swiped  in  the  long-distance  business  five 
years  after  the  breakup  of  Ma  Bell  in  1984.  New  York  has  the 
most  competition,  with  upstarts  handling  20%  of  the  local 
phone  business,  but  most  of  the  customers  who  have  benefited  . 
are  corporations,  not  residential  customers.  Broadband  is  | 
still  a  distant  dream  for  most  Americans:  Less  than  5%  of 
U.  S.  households  have  any  type  of  speedy  Internet  hookup. 
Says  Larry  Irving,  who  was  Clinton's  top  communications  ad- 
viser: The  state  of  the  telecom  industry  is  "the  worst  of  all 
possible  worlds." 

MAJOR  OVERHAUL  As  bad  as  it  is,  though,  there  is  a  way  out. 
After  the  maelstrom  of  the  past  year,  it's  possible  to  pick! 
through  the  wreckage  and  find  crucial  lessons  about  what 
went  wrong — and  what  went  right.  After  identifying  the 
do's  and  the  don'ts,  we  picked  the  brains  of  more  than  three 
dozen  industry  executives,  telecom  economists,  and  Wash- 
ington policymakers.  With  all  this  in  hand,  BusinessWeek 
has  come  up  with  eight  lessons  and  a  series  of  steps  that  have 
the  potential  to  not  only  stabilize  the  telecom  industry  but  get 
it  growing  again.  They  also  could  help  consumers  get  broad 
hand  Internet  connections  more  quickly,  more  innovative 
wireless  services,  and  better  local  phone  service. 

But  brace  yourself:  This  blueprint  isn't  about  tweaking 
an  industry.  It's  about  making  wrenching  changes.  Much  of 
the  overhaul  will  come  from  stale  and  federal  regulators, 
who  must  remain  deeply  involved  in  the  Industry  even  though 
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the  Telecom  Act  was  touted  as  "deregulation."  The  key  is  to 
establish  rules  and  regulations  that  will  spur  capital  invest- 
ment and  spark  innovation.  In  the  local  residential  phone 
markets,  for  example,  state  regulators  should  slash  subsi- 
dies and  let  the 
Bells  raise  prices 
for  basic  service  so 
that  competitors 
will  have  an  incentive  to  battle  for  customers.  In  rural  areas, 
the  government  should  subsidize  the  rollout  of  broadband 
Net  connections  to  make  it  profitable  for  the  Bells,  cable 
companies,  and  others  to  invest  in  more  expansive  networks. 
And  in  wireless,  Washington  should  make  more  spectrum 
available  to  companies  such  as  Verizon  Wireless  Inc.  that 
are  ready  to  invest  billions  to  deliver  new  services. 

The  suggested  steps  are  sure  to  spark  controversy.  For  in- 
stance, 50  million  consumers  would  have  to  let  go  of  cherished 
telephone  subsidies  that  have  been  in  place  for  about  60 
years.  Politicians  would  have  to  raise  phone  rates  for  half  of 
their  constituents.  And  the  laissez-faire  Bush  Administra- 
tion would  have  to  take  an  active  role  in  a  nationwide  rollout 
of  broadband  service.  Any  chance  of  the  entire  plan  being  en- 
acted? Probably  not.  But  this  blueprint  for  reform  could 
make  a  big  difference  even  if  just  a  few  steps  are  taken. 
CRUCIAL  LINK.  Why  go  through  such  a  major  revamp?  There's 
a  lot  riding  on  telecom's  recovery.  At  $700  billion  in  annual 
revenues,  the  U.  S.  industry  is  so  big  that  the  economy's  for- 
tunes often  rise  and  fall  with  its  health.  When  telecom  players 
boosted  their  capital  spending  by  25%  per  year  from  1996  to 
2000,  to  $124  billion,  that  helped  drive  torrid  economic  growth. 
What's  more,  telecom  is  a  crucial  link  in  the  technology  food 
chain:  Not  only  do  telecom  companies  purchase  enormous 


amounts  of  high-tech  products  and  services  themselves,  bu  fcir* 
their  networks  provide  the  foundation  for  entirely  new  in  ^  °'J 
dustries,  including  Web  hosting  and  online  video.  "Telecom  i  \m 
critical  to  getting  the  tech  sector  moving  again,  and  telecom  i: 
critical  for  the  U.  S.  economy  as  a  whole,"  says  William  Tayloi  r 
senior  vice-president  at  National  Economic  Research  Associ  ■ 
ates,  an  economics  think  tank  in  Cambridge,  Mass. 

Even  if  all  these  steps  are  taken,  it's  unlikely  that  telecon  ■ 
growth  will  return  to  the  scorching  levels  of  the  past  fev  r 
years.  But  the  current  contraction,  in  which  capital  spending :   - 
is  expected  to  fall  15%  or  more  this  year,  need  not  last  in  I 
definitely.  With  the  right  incentives,  telecom  companies  wouk  p  - 
begin  to  pour  money  back  into  the  local  residential  market  nil 
broadband  services,  and  wireless  services.  Telecom  capital  ex  ear.; 
penditures  would  rebound  to  low  double-digit  growth  as  sooi  The  > 
as  2003,  analysts  say.  That  would  add  up  to  a  rise  in  capita  ladK 
spending  of  at  least  $10  billion  a  year — hardly  pocket  change  la 
for  the  ailing  communications-equipment  makers. 

If  this  plan  were  to  be  adopted,  the  telecom  industry  I  mi 
would  look  very  different  than  it  does  today.  The  countrj  1 1  n 
would  have  cutting-edge  communications  services,  but  the  kkj 
companies  providing  them  would  not  be  the  ones  that  were  b 
expected.  The  upstarts  that  were  supposed  to  wrest  powei  n20 
from  the  Bells  would  play  only  a  minor  role.  The  local  phone  f al 
giants  would  dominate  the  industry  along  with  the  cable  op- 
erators. And  the  long-distance  carriers  with  the  big  brand  Itri 
names — AT&T,  Sprint  Corp.,  and  WorldCom  Inc. — would  prob-l^i' 
ably  be  acquired,  most  likely  by  the  Bells.  It  wouldn't  be  aWw 
dream  world.  However,  it  would  be  better  than  what  we 
have  today. 

Here  are  the  lessons  from  the  telecom  meltdown  and  the 
steps  necessary  to  get  the  industry  back  on  track. 
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UNLESS  BIG  CHANGES  ARE  MADE,  MOST 
CONSUMERS  WILL  NOT  SEE  THE  BENEFITS 
OF  COMPETITION  IN  LOCAL  PHONE  SERVICE. 


FIVE    YEARS   AFTER   THE   TELECOM   ACT 

was  signed  into  law,  the  biggest  disap- 
pointment is  that  most  consumers  still 
have  only  one  option  for  local  phone 
service.  According  to  the  Fee,  the  Bells 
still  control  96%  of  the  local  residential 
phone  lines.  The  reason  is  simple:  The 
economics  of  the  business  as  it's  cur 
rently  structured  can't  support  compe- 
tition. For  starters,  residential  local 
phone  service  is  less  profitable  than 
business  service  because  it  costs  more 
to  wire  individual  homes  than  it  does  to|& 
wire  tightly  clustered  office  buildings. 

The  real  culprit  is  a  60-year-old  sub- 
sidy system  that's  increasingly  outdated. 
In  the  1940s,  AT&T  agreed  to  provide 
cheap  local  phone  service  throughout 
the  country  to  boost  phone  penetration, 
then  at  40%  of  U.  S.  homes.  To  subsidize 
this  "universal  service,"  AT&T  charged  |j*. 
extra  for  long-distance,  business  lines, 
and  other  features.  The  pricing  system 
has  changed  little  since.  About  70%  of  lo- 
cal residential  phone  lines  are  still  sub- 
sidized, to  the  tune  of  $3  to  $15  a  month. 

Since  only  incumbents  typically  can 
get  the  subsidies,  competitive  phone 
companies  chase  fat  margins  in  the  busi- 
ness market  and  largely  ignore  nm- 
sumers.  In  New  York,  for  example,  ba- 
sic residential  local  phone  service  is 
priced  as  low  as  $(>.ll  a  month  while  a 
business  next  door  pays  $15.74  lor  the 
same  service.  The  companies  that  have 
tried  to  move  into  the  consumer  market. 
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Hading  AT4T  and  WorldCom  Inc.,  have 

und  out   that   it's  next  to  impossible 

make  money  taking  on  Bells  that  of- 
n  charge  consumers  less  than  their 
vn  cost.  "One  of  the  dirty  little  se- 
cts in  America  is  that  most  people 
iy  less  for  local  phone  service  than  it 
provide,"  says  William  E.  Ken- 
ird,  the  former  FCC  chairman  and  now 
managing  director  at  Carlyle  Group,  a 
ivate  equity  investment  firm  in  Wash- 
gton,  D.C.  "You  can't  have  a  robustly 
mpetitive  marketplace  unless  you  have 
rational  pricing  structure." 

The  solution  is  to  remove  most  of 
ie  subsidies  and  let  local  phone  com- 
mies raise  their  rates  for  basic  phone 
•nice.  Subsidies  could  be  kept  for  the 
t  million  homes  in  high-cost  regions, 
ie  7  million  people  considered  low-in- 
>me  by  state  governments,  and  a  few 

her  customers.  All  told,  that's  less 
tan  20%  of  the  U.  S.  population.  Limit- 
g  subsidies  to  20%  of  consumers, 
ould  cut  the  total  subsidy  amount  in 
ilf  or  more  from  the  current  $25  billion 
i  $30  billion  a  year. 

EMPORARY  PAIN.  Yes,  that  means  high- 
•  rates  for  half  the  country's  popula- 
on.  No  doubt,  consumers  and  politi- 
ans  would  scream  bloody  murder.  But 
tperience  suggests  that  the  rate  hikes 
ould  be  modest  and  that  the  higher 
rices  would  attract  a  flock  of  entre- 
reneurs  with  capital  to  invest.  In  a 
>w  years,  consumers  would  have  more 
loice  and  their  telephone  bills  would  be 
riven  back  down  to  the  levels  that  ex- 
ted  during  the  subsidy  days.  What's 
lore,  consumers  should  get  more  for 
leir  money  in  the  way  of  innovative 
ew  services  and  features.  "Regulators 
re  caught  in  this  paradox:  They  want 
jmpetition,  but  they  don't  want  to  raise 
ie  cost  of  basic  telephone  service,"  says 
'erry  Barnich,  the  ex-chairman  of  the 
llinois  Commerce  Commission  and  pres- 
Jent  of  telecom  consultant  New  Para- 
igm  Resources  Group.  "You  have  to 
ite  the  bullet."  National  Economics  Re- 
earch  Associates  estimates  that  boost- 
lg  below-cost  local  phone  rates  by  10% 
ould  lead  to  competitive  phone  compa- 
ies  taking  9%  to  13%  of  the  market. 

The  prime  example  is  Massachusetts. 
Itate  regulators  have  gradually  raised 

WHAT  TO  DO 

Eliminate  subsidies  for  all  but 
the  truly  needy,  and  let  the  Bells 
raise  basic  phone  rates.  That  will 
encourage  competitors  to  enter 
the  market,  bringing  prices  back 
down  while  improving  phone 
service. 


the  price  that  Verizon  Communications 
charges  for  basic  residential  local  phone 
service  from  $8  a  month  in  1990  to  $21 
a  month  today.  It's  now  about  $2  above 
the  cost  of  providing  the  service.  That 
has  helped  lure  161  competitors  into  the 
market,  double  the  number  two  years 
ago.  The  residential  market  is  one  of 
the  most  competitive  in  the  country, 
with  rivals  like  AT&T  and  rcn  Corp. 
grabbing  20%  of  the  market,  five  times 
the  national  average. 

Now  Massachusetts  residents  are 
seeing  real  benefits  from  the  competi- 
tion. Their  average  local  phone  bill  is 
about  $32,  on  par  with  the  rest  of  the 


countiy  and  the  same  as  it  was  in  1990. 
Better  yet,  customers  are  getting  a  lot 
more  for  their  money — including  more 
local  toll  calls,  goodies  like  caller  ID  and 
voice  mail,  and  in  about  20%  of  the 
homes,  second  phone  lines.  Here's  how 
the  math  works:  While  the  price  of  ba- 
sic service  has  increased  threefold,  com- 
petition has  helped  push  the  price  of 
local  toll  calls  and  other  services  such 
as  caller  ID  down  by  as  much  as  75%. 
"By  improving  profit  margins,  more 
capital  is  committed  to  local  phone  com- 
petition," says  Paul  B.  Vasington,  a 
commissioner  at  Massachusetts'  Tele- 
com &  Energy  Dept. 
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THE  BELLS  ARE  MORE  EFFECTIVE  AT 
STOMPING  OUT  LOCAL  COMPETITION  THAN 
ANYONE  EXPECTED. 


THE      ECONOMICS     OF     THE      LOCAL 

residential  communications  market  are 
inhospitable  to  newcomers,  and  the 
Bells  have  done  everything  in  their 
power  to  make  it  worse.  Because  up- 
starts frequently  use  parts  of  the  Bells' 
networks,  they're  dependent  on  the  lo- 
cal phone  giants  to  help  provide  the 
service  they've  sold  to  their  customers. 
Any  delay  or  quality  problems  by  the 
Bells  reflects  badly  on  their  rivals.  AT&T 
alleges  that  4%  to  6%  of  its  new  cus- 
tomers in  California  lose  service  each 
month  because  of  Pacific  Bell  errors. 
Internet  service  providers  contend  that 
Bells  have  cut  off  service  to  their  cus- 
tomers and  then  tried  to  win  the  cus- 
tomers for  themselves  (page  36).  "Folks 
really  didn't  understand  how  well- 
armed  the  Bells  were  for  a  long  fight," 
says  Clinton  adviser  Irving,  who  is  a 


board  member  at  DSL  provider  Covad 
Communications  Group.  The  Bells  deny 
they  have  engaged  in  anticompetitive 
behavior. 

What  few  people  outside  telecom  re- 
alize is  how  helpless  regulators  are 
against  the  Bells.  Many  state  regulators 
don't  have  the  authority  to  fine  local 
phone  companies.  Even  those  states  that 
can  impose  financial  penalties  often  have 
very  low  limits  on  fines.  For  example, 
Maryland  can  fine  Verizon  just  $10,000 
for  each  incident  of  wrongdoing.  "Our 

WHAT  TO  DO 

Give  regulators  the  tools  they 
need  to  force  the  Bells  to  open 
their  markets  to  competition. 
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penalty  is  a  joke,"  says  Joan  F.  Stem,  a 
state  delegate.  States  need  to  give  their 
regulators  the  means  to  impose  sub- 
stantial fines  on  the  Bells  or  they  will 
not  change  their  ways.  "We  don't  need 
the  Wild  West,  we  need  the  sheriff  to 
come  to  town,"  says  Robert  C.  Taylor 
Jr.,  ceo  of  the  Chicago-based  upstart 
Focal  Communications  Corp. 

A  handful  of  states  are  leading  the 
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charge.  New  York  can  penalize  Veri- 
zon up  to  $270  million  a  year  for  anti- 
competitive behavior.  In  Illinois,  Re- 
publican Governor  George  Ryan  just 
signed  legislation  that  raises  fines  for 
anticompetitive  behavior  to  as  much  as 
$250,000  per  offense.  Since  companies 
often  are  charged  with  multiple  offens- 
es, the  penalties  could  reach  several 
million  dollars.  Other  states,  such  as 
Maryland,  are  looking  at  the  legisla- 


tion as  a  model  for  their  own  enforce- 
ment efforts. 

If  tougher  financial  penalties  don't  do 
the  job,  regulators  may  have  to  turn  to 
a  more  radical  alternative.  They  could 
push  to  split  the  Bells  into  separate  re- 
tail and  wholesale  operations,  something 
known  as  "structural  separation."  The 
retail  company  would  retain  the  Bell's 
customers.  The  other  would  sell  net- 
work access  on  a  fair  basis  to  all  rivals. 
Not  only  would  the  network  company 
be  an  impartial  wholesaler,  but  it  would 
have  a  huge  incentive  to  upgrade  its 
network  with  new  technology  so  that 
it  could  accommodate  more  traffic.  Stern 
plans  to  introduce  legislation  for  the 
structural  separation  of  Verizon  in 
Maryland  next  year.  "I  think  it's  the 
quickest  and  most  effective  way  to  bring 
about  competition,"  she  says. 

Structural  separation  has  been  a  po- 
litical nonstarter  so  far.  Verizon  defeat- 
ed Pennsylvania  regulators'  efforts  to 
split  the  company  and  forced  Stern  to 


delay  her  effort  in  Maryland  for  a  yet 
"It  would  cost  a  lot  of  money  to  breJ 
these  companies  apart  and  build  tl 
new  systems  necessary  for  these  coij 
panies  to  operate,"  says  Thomas 
Tauke,  senior  vice-president  for  publ 
policy  at  Verizon.  "We  estimate  th| 
just  in  Pennsylvania  it  would  cost 
$1  billion  to  have  structural  separatior 
AT&T  and  other  rivals  argue  such  cosj 
are  overblown,  though  they  admit 
could  cost  $100  million  or  more. 

Despite  the  cost,  the  proposal  ms 
be  necessary  to  spur  competition,  and 
may  become  politically  feasible  in  tl 
next  two  or  three  years.  If  the  Bell 
grow  larger  through  acquisition,  and 
local  competition  fails  to  materializj 
public  sentiment  may  favor  a  breakup 
the   Bells.   "Any  time   one   compar 
wears  two  hats — supplier  and  compet 
tor — you  don't  have  a  clean  relatioil 
ship,"  says  Dan  Moffat,  ceo  of  upstaJ 
New  Edge  Networks.  "That's  basicall| 
an  untenable  situation." 
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THE  ROLLOUT  OF  BROADBAND  NET 
CONNECTIONS  IS  GOING  TO  BE  SLOW, 
COSTLY,  AND  INCOMPLETE. 


AS    THINGS    STAND,    MANY    AMERICANS 

will  never  have  the  chance  to  get  broad- 
band Internet  service  because  certain 
regions  of  the  country  are  too  expensive 
to  wire  up.  Some  20%  to  25%  of  the 
population  lives  in  areas  that  are  too 
difficult  to  reach  for  most  providers. 
Why  should  we  care?  Because  wide- 


spread availability  of  speedy  Net  con- 
nections is  good  for  the  economy.  Let- 
ting people  work  or  shop  from  home 
boosts  productivity.  Consulting  firm 
Eastern  Management  Group  estimates 
that  broadband  could  add  3.7  billion 
work-hours  to  the  economy  each  year  as 
people  commute  less  and  drive  less  to 


stores.  "Like  basic  phone  service,  tl 
gains  to  the  U.S.  economy  are  goinl 
to  be  huge,"  says  Taylor  of  Nation^ 
Economic  Research  Associates. 

The   country  should  improve  con 
sumer  broadband  deployment  by  creat  ■ 
ing  a  fund  for  network  construction  i  M 
low-profit-margin  areas.  It  could  us  &  ;i 
some  of  the  $10  billion  to  $15  billio  *■,, 
saved  by  reducing  local  phone  subsi  iar 
dies.  If  it  collected  $2  a  month  fron  ^: 
each  phone  customer,  it  would  have  $2.  r  • 
billion  a  year  for  the  fund.  That  shouli  &• 
be  plenty  to  fill  out  the  network  in  th  Lfc 
least  profitable  areas.  Instead  of  givinj 
all  the  money  to  the  Bells,  let  loca 
phone,  cable,  and  satellite  companie:  (t- 
compete  for  the  subsidies.  After  deter  r  , 
mining  which  regions  require  subsidies  - 
the  government  should  hold  auctions 
allowing  companies  to  bid  on  how  litth 
cash  they  would  need  to  provide  servic^ 
for  a  defined  period  of  time. 

Government-led  broadband  deploy] 
ments  are  working  elsewhere.  Soutl 
Korea  spent  $7.5  billion  over  five  years 
laying  the  infrastructure  for  broadband  II 
Now  42%  of  consumers  have  DSL  ser  '" 
vice,  adding  about  1%  to  economic 
growth,  say  government  officials.  The 
U.  S.  government  played  a  crucial  role  ir 
the  deployment  of  basic  local  phone  ser- 
vice. It  will  have  to  play  a  role  in  thi 
deployment  of  broadband,  too. 


ft 


WHAT  TO  DO 

Take  the  money  saved  by 
eliminating  residential 
phone  subsidies  to  pay  for  a 
broadband  rollout. 


1  J.  2001 
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THE  WIRELESS  INDUSTRY  IS  REING 
HANDICAPPED  RY  THE  SHORTAGE  OF 
SPECTRUM. 


HAT  ARK  U.S.  WIRELESS  COMPANIES  TO 

o?  They  can't  get  their  hands  on  the 
adio  spectrum  they  need  to  deploy  new 
oice  and  Internet  services.  Earlier  this 
ear,  Verizon  Wireless  and  others 
greed  to  pay  the  FCC  $17  billion  for 
ew  spectrum  only  to  find  out  in  June 
hat  the  commission  didn't  have  the  au- 
hority  to  auction  it  off.  "There  is  a  se- 
ious  spectrum  shortage,"  says  Thomas 
C.  Wheeler,  ceo  of  the  Cellular  Telecom- 
rmnications  Industry  Assn.,  an  industry 
rade  group.  "We're  at  a  competitive 


disadvantage  compared  with  the  rest  of 
the  world." 

This  is  poor  public  policy.  The  solu- 
tion? Politicians  need  to  take  spectrum 
away  from  some  of  the  most  politically 
connected  interests  in  Washington.  Start 
with  the  Defense  Dept.  It  holds  about 
170  megahertz  of  radio  spectrum,  about 
seven  times  the  amount  of  the  average 
wireless  company,  and  uses  less  than 
half  of  that,  according  to  a  wireless  ex- 
ecutive. Linton  Wells  II,  acting  Assis- 
tant Defense  Secretary,  testified  before 


Congress  in  July  that  the  department 
needs  much  of  the  spectrum  to  protect 
the  country.  "There  can  be  no  economic 
prosperity  without  national  security," 
he  said.  But  he  left  the  door  open  to 
compromise  by  suggesting  the  depart- 
ment would  give  up  spectrum  if  it  could 
move  its  security  operations  to  other 
radio  bands. 

Television  broadcasters  pulled  off  the 
biggest  boondoggle.  After  receiving  their 
original  spectrum  for  free,  they  got  Con- 
gress to  give  them  a  second  slice  of 
spectrum,  also  for  nothing,  to  roll  out 
high-definition  television.  Now  they  can 
hoard  the  original  and  new  spectrum 
for  pretty  much  as  long  as  they  want, 
even  though  they  won't  need  both  in 
the  long  haul.  Kennard  railed  against 
this  giveaway,  but  Congress  never  had 
the  stomach  to  take  on  the  companies 
that  give  them  free  airtime  during  elec- 
tions. The  National  Association  of  Broad- 
casters says  it  needs  extra  time  because 
of  the  slow  adoption  of  hdtv. 

Without  spectrum,  the  wireless  play- 
ers are  left  sitting  on  their  hands.  They 
may  not  have  enough  capacity  to  offer 
voice  service  to  all  their  potential  cus- 
tomers. They  certainly  will  be  ham- 
strung in  rolling  out  wireless  Internet 
services.  The  one  sector  of  the  telecom 
industry  that  is  willing  to  aggressively 
invest  in  new  services  is  being  stopped 
by  misguided  public  policy. 

WHAT  TO  DO 

Slaughter  the  sacred  cows.  Take 
spectrum  away  from  the  Defense 
Dept.,  television  broadcasters, 
and  the  satellite  industry. 
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GIVEH  THE 
CHANCE, 
TELECOMS  WILL 
LITIGATE  ENDLESSLY 


"HE  COUNTRY  GOT  A  TASTE  OF  WHAT  THE 

Telecom  Act  was  really  about  the  day 
Dlinton  signed  it  into  law,  on  Feb.  8, 
1996.  Several  hours  after  the  ceremony, 
;he  three  big  long-distance  carriers  filed 
i  lawsuit  against  Ameritech  Corp.,  now 
i  part  of  SBC  Communications  Inc.,  ar- 
guing that  the  company  was  erecting 
"oadblocks  to  keep  rivals  out  of  the  local 
-narket.  The  litigation  hasn't  stopped 
since.  The  Bells  have  opposed  matters 
rf  pricing,  network  interconnection,  and 
iven  the  fundamental  rules  of  the  Tele- 
com Act  itself.  The  effect  of  the  endless 
itigation?  Uncertainty  and  delay. 
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Here's  how  to  get  the  process  mov- 
ing. For  minor  disputes,  there  should 
be  a  more  effective  arbitration  process. 
Currently,  the  FCC  is  supposed  to  medi- 
ate disputes  between  the  Bells  and  their 
rivals  that  involve  federal  issues — typi- 
cally anything  involving  products  or  ser- 
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vices  that  cross  state  borders.  But  the 
commission's  enforcement  bureau  is  un- 
derstaffed, so  it  hasn't  been  able  to  ar- 
bitrate many  issues.  Some  end  up  in 
court.  Royce  Holland,  chairman  and  ceo 
of  Allegiance  Telecom  Inc.,  has  testified 


before  Congress  that  the  FCC  should 
have  25  arbitration  specialists  who  can 
resolve  issues  before  they  end  up  in  lit- 
igation. "Rather  than  having  a  court  try 
something  that  is  very  technical,  you 
have  experts  in  the  field  make  those 
decisions,"  he  says. 

For  weightier  legal  issues,  a  single 
federal  court  should  be  designated  to 
oversee  disputes.  Take  the  breakup  of 
AT&T  in  1984  as  a  model.  Judge  Harold 
Greene  of  the  U.S.  District  Court  in 
Washington,  D.  C,  handled  the  breakup 
and  any  appeals.  That  allowed  consistent 
and  speedy  decision-making.  "Greene 
had  extraordinary  power,  and  everyone 
knew  they  couldn't  get  around  him  by 


finding  a  judge  who  knew  nothing  abot 
the  case,"  says  former  fcc  Chief  of  Stai 
Blair  Levin,  now  an  analyst  at  Leg 
Mason  Inc.  A  similar  approach  no\ 
would  put  a  stop  to  the  endless  leg* 
disputes  and  give  the  industry  a  de 
pendable  legal  framework  within  whic 
competition  could  flourish. 

WHAT  TO  DO 

Streamline  decision-making  by 
regulators  and  courts, 
eliminating  delays  that  have 
thwarted  the  Telecom  Act. 
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TELECOM  REGULATORS 

ARE  REVIEWING  MERGERS  USING 

OLD-FASHIONED  CRITERIA. 


ANTITRUST    REGULATORS    EVALUATE 

proposed  mergers  and  acquisitions  with 
outdated  measures.  For  example,  when 
WorldCom  launched  its  ill-fated  attempt 
to  buy  Sprint,  regulators  were  alarmed 
that  the  deal  would  put  80%  of  the  long- 
distance market  in  the  hands  of  two  ri- 
vals, AT&T  and  WorldCom-Sprint.  The 


merger  was  rejected.  But  the  decision 
was  made  just  as  the  long-distance  mar- 
ket was  starting  to  collapse.  If  World- 
Com and  Sprint  Corp.  had  been  allowed 
to  combine,  they  might  have  been  able 
to  cut  costs  fast  enough  to  keep  pace 
with  falling  prices  and  revenue.  Instead, 
they  are  likely  to  be  acquired  by  other 


4 
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companies  during  the  next  year  or  twc 
removing  once-powerful  rivals  from  th 
market.  The  decision  ignored  the  fac 
that  AT&T's  biggest  competitive  threat  ii 
the  long-distance  market  no  longer  cam< 
from  WorldCom  and  Sprint.  Rather,  i  U 
came  from  Verizon,  sbc,  and  the  wire  M 
less  industry.  "It  was  a  big  mistake  tha  t: 
the  Justice  Dept.  shot  down  the  World  iia» 
Com-Sprint  merger,"  says  telecom  ana  — 
lyst  Brian  Adamik  of  Yankee  Group 
"Both  companies  are  now  struggling  foi 
survival." 

What  to  do?  Antitrust  regulator^ 
should  evaluate  the  proposed  company'^ 
share  of  the  total  telecom  market.  FoJ 
example,  the  combination  of  WorldCorr 
and  Sprint  would  have  controlled  onlj  i 
22%  of  the  U.S.  telecom  market.  Al  I 
ready,  AT&T  and  Verizon  are  both  larger  hr 
Regulators  could  stop  mergers  thai  i 
would  result  in  30%  of  the  market  ir  m 
the  hands  of  one  company,  such  as  the  r 
combinations  of  Verizon  and  sbc  or  Ver  i 
izon  and  AT&T.  But  smaller  competitors  r 
such  as  WorldCom  and  Sprint  or  Bell  j 
South  and  Sprint,  should  be  able  tc 
merge  to  gain  the  scale  to  slug  it  out   I 
with  the  heavyweights. 

WHAT  TO  DO 

Regulators  shouldn't  worry  about 
whether  a  merged  company 
would  dominate  one  niche,  but 
instead  consider  its  share  of  the 
total  telecom  market. 
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GRAND  NAMES  AND 
"ONE-STOP  SHOPPING"  ARE 
MARKETING  MYTHS 


THE  BIGGEST  MISTAKE  AT&T  MADE  WAS  TO 
tie  that  consumers  would  be  con- 
by   technology   and   that  they 
would  pay  a  premium  for  the  sen  i 

ted  company  to  guide  them  into 
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the  digital  era.  As  it  turns  out,  most 
people  weren't  as  confused  by  technolo- 
gy as  AT&T  executives  thought. 

The  lesson  is  that  brands,  even  great 
ones  such  as  AT&T,  must  constantly  be 


reinvigorated  by  new  products  and  ser- 
vices. Deutsche  Telekom  hit  on  the  right 
strategy  a  few  years  ago  in  Germany. 
Faced  with  deadly  competition  in  the 
residential  phone  market,  dt  slashed  the 
price  of  phone  service.  Its  margins  fell 
apart,  but  it  managed  to  hold  on  to  its 
market  share.  Then  it  rolled  out  more  lu- 
crative services,  such  as  high-speed  ISDN. 
Now  19.3  million  customers,  or  88%,  take 
ISDN  service,  one  of  the  highest  pens 
tration  rates  in  the  world. 


am 


Most  communications  services,  from 
ng-distance  to  ISDN,  eventually  turn 
to  commodities.  That  means  companies 
ust  constantly  develop  unique  products 
lat  can  command  higher  prices.  If  tele- 


com players  fail  to  develop  products  at  a 
sufficient  pace,  revenues  across  the  board 
decline.  The  goal  of  deregulation  is  not  so 
much  to  cut  the  average  monthly  tele- 
phone bill  as  it  is  to  make  sure  that  con- 


sumers and  businesses  get  innovative 
new  products.  "Competition  in  Massa- 
chusetts has  had  a  beneficial  effect  in 
terms  of  new  services,"  says  Vasington, 
the  Massachusetts  telecom  commissioner. 
"The  political  structure  always  focuses 
on  price  above  all  else.  That  is  entirely 
the  wrong  way  to  look  at  it." 

The  trouble  these  days  is  that  tele- 
com players  tend  to  promise  innovative 
services,  then  fail  to  deliver.  Whatever 
happened  to  one  single  phone  number 
for  phone,  office,  and  cell  phones?  What 
about  single  mailboxes  for  voice  mail, 
e-mail,  and  faxes?  If  the  industry  wants 
to  enjoy  strong  growth,  it  must  stop  try- 
ing to  coast  on  the  strength  of  its  brands 
and  start  delivering  services  that  are 
worthy  of  premium  prices. 

WHAT  TO  DO 

If  companies  want  to  charge 
premium  prices,  they  must 
develop  premium  products. 
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OPEN  INTERNET  STANDARDS 
REALLY  DO  ENCOORAGE  INNOVATION 
AND  LOWER  PRICES. 


NE    WAY    TO    SPEED    THE    ARRIVAL    OF 

inovative  products  is  for  established 
•lecom  giants  to  give  up  their  old  pro- 
letary technology.  The  local  networks 
perated  by  the  Bells  and  the  other  in- 
imbents,  which  handle  91.5%  of  the 
ation's  telecom  traffic,  tend  to  run  on 
;chnology  outdated  by  the  Internet 
.ge.  Just  try  ordering  a  high-speed 


business  data  line  from  one  of  the  Bells. 
That  can  take  months,  and  a  line  that 
carries  45  megabits  of  traffic  costs  on  av- 
erage $6,400  a  month — out  of  reach  for 
most  small  and  medium-size  businesses. 
To  make  matters  worse,  customers  can 
get  a  45-megabit  line  or  a  1.5-megabit 
line — and  typically  nothing  in  between. 
Local  phone  networks  would  perform 


much  better  if  they  were  redesigned  us- 
ing the  open  standards  of  the  networking 
world.  Consider  the  upstart  Yipes  Com- 
munications Inc.  It  sells  lines  that  handle 
45  megabits  of  traffic  for  $4,300  a  month, 
and  discounts  can  exceed  50%.  The  ser- 
vice can  be  scaled  up  or  down  to  suit  a 
customer's  needs,  from  1  megabit  to  1 
gigabit,  in  a  matter  of  hours,  not  months. 
The  key  is  that  Yipes  uses  optical  equip- 
ment based  on  ethernet,  the  networking 
standard  of  the  data  world.  It's  faster 
and  cheaper  to  operate  because  it  re- 
quires fewer  pieces  of  equipment  than 
the  older,  optical  technologies  used  by 
the  Bells.  The  local  phone  giants  say 
they  are  installing  billions  in  new  tech- 
nology each  year,  although  a  total  shift  to 
new  optical  technology  is  years  away. 

In  the  end,  it  really  shouldn't  be  a 
surprise  that  telecom  ended  up  in  such 
a  mess.  The  Telecom  Act  evolved  from 
political  compromise.  As  the  senator  ad- 
mitted to  Hunt,  lawmakers  avoided  up- 
setting their  contributors  by  giving 
everything  to  everybody.  That  may  have 
worked  well  enough  during  the  long  era 
of  telecom  monopoly,  but  if  the  U.S. 
really  expects  to  get  the  competitive 
market  it  was  promised,  it's  going  to 
have  to  make  some  tough  decisions. 

WHAT  TO  DO 

Telecom-equipment  makers  and 
carriers  must  accelerate  the 
deployment  of  new  technologies 
based  on  Internet  protocols  and 
other  open  standards. 
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Finance 


PENSIONS 


WHY  EARNINGS 
ARE  TOO  ROSY 
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Companies  are  using 
pension  surpluses  built  up 
during  the  boom  to  bolster 
this  year's  bottom  line 

If  you  think  corporate  earnings  are 
bad  this  year,  you're  wrong — they're 
even       worse       than       reported. 
Companies  are  inflating  earnings 
with  income  from  pension-plan  assets, 
making  their  results  look  better  than 
what's  really  happening  with  their  busi- 
nesses. More  surprisingly,  the  income 
boost  is  coming  when  plan  assets  are 
earning  less  because  of 
the      stock      market 
slump.  How  can  that 
be?  Easy.  The  feat  is 
possible — and  consis- 
tent with  accounting 
standards — because 
outsized   gains    early 
in    the    bull 

pumped    up    pension      COMPANIES  WITH  PLANS 
coffers  to  more  than      CONTRIBUTING  TO  INCOME 
cover    obligations    to 


plans   are   hyping   earnings   by 
about  5%,  estimates  Trevor  S.  Har- 
ris, accounting  analyst  at  Morgan  Stan- 
ley Dean  Witter  &  Co. 

Some  171  companies  in  the  s&p  500 
have  pension  plans  that  are  contributing 
to  earnings.  The  plans  are  called  de- 
fined-benefit  plans  through  which  com- 
panies invest  to  pay  for  the  benefits 
they've    promised    employees.    The 
plans  are  different  from  increasingly 
popular  defined-contribution  plans, 
which  include  401(k)s,  where  em- 
ployees direct  the  investments  and 
bear  the  risks  and  rewards.  Companies 
with  defined-benefit  plans  tend  to  be  in 
older  industries,  such 
as    autos,    metals, 
aerospace,   forest 
products,  and  old 
Baby    Bell    tele- 
phone systems. 
MAGIC.  The  logic 
behind     reporting 

from     well- 
funded  plans  is  sim- 
ple: Company  accounts 
iti       ought  to  reflect  the 


ALL  PUFFED  UP 


S&P  500 

1999       2000 


20or 


COMPANIES  WITH 
DEFINED-BENEFIT  PLANS 

356    352    352 

market      „_„.** _. ZZZL      income 


pay  benefits.  The  phe-  _.._ ..'.._  advantage    of    not 

nomenon    will    likely  INCREASE  IN  OVERALL  S&P  having  to  pay  into 
continue  at  least  an-  OPERATING  INCOME  the  funds.  For  these 
other    year.    But    if                        3  1%    5  0%    5  3%  companies,  what  start- 
stocks  stay  in  the  dol-  •' '■ " ed  as  pension  expense 

drums,    the    plans    Will  *Estimate        Data:  Morgan  Stanley  Dean  Witter  &  Co.  has    become    pension 


lose  that  earnings  kick 
and  become  drags  on  their  companies. 
The  current  impact  on  earnings 
varies  widely,  from  adding  a  tiny  0.7% 
to  pretax  income  in  2000  at  Emerson 
Electric  to  13%  at  DuPont,  and  a  boun- 
tiful 253%  at  Qwest  Communications 
International,  according  to  Credit  Su- 
isse First  Boston.  For  the  market  over- 
all, as  measured  by  companies  in  Stan- 
dard &  Poor's  500-stock  index,  pension 


income. 
The  plans  are  lifting  earnings  in  spite 
of  damage  from  the  bear  market.  In  a 
tally  of  plans  at  the  20  biggest  corpora- 
tions reporting  annual  results  through 
December,  actual  returns  on  assets  in 
2000  fell  $19.2  billion  short  of  the  esti- 
mated cost  of  benefits  for  the  year,  ac- 
cording to  actuarial  and  consulting  firm 
Milliman  USA.  While  it  looks  as  if  the 
companies  suffered  a  $19.2  billion  ex- 
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AtQwest  Communications,  the  bounty  fro 
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nse  for  the  plans,  together  they  re- 
rted  $7  billion  pretax  pension  income. 
Here's  how  the  magic  works:  The  key 
expect  eel  return-on-pension  assets. 
ruler  current  accounting  standards, 
mpanies  start  each  year  estimating 
c  cost  of  pension  benefits  and  the  re- 
rn  that  plan  assets  will  earn.  If  the 
turn  exceeds  the  cost,  the  difference  is 
booked  as  income.  If  the  return 
is  less  than  the  cost,  the  differ- 
ence is  booked  as  pension  ex- 
pense. The  20  companies  sur- 
veyed projected  an  average 
rate  of  return  of  9.5%  for 
2000    on    their    boom-en- 
hanced   assets.    At    that 
rate,    the    plans    would 
have  returned  $32.7  bil- 
lion, or  $7  billion  more 
than  the  cost  of  benefits. 
As  2000  unfolded,  the 
strength   of  the   bond 
market  offset  losses  in 
stocks,  and   the  plans 
eked   out   a   collective 
gain,  but  it  was  only 
1.3%.  That  left  the  actu- 
al   return    $26    billion 
short  of  estimates.  But 
accounting  rules  don't  re- 
quire companies  to  adjust 
for  such  shortfalls  imme- 
diately. So  the  companies 
went  ahead  and  reported 
the   $7  billion   worth   of 
pension  income  they  had 
originally  estimated.  And 
they  projected  a  9.5%  re- 
turn again  this  year. 
Big  shortfalls  get  tossed  into 
accounts  to  be  amortized  later, 
typically  over  15  years.  Those 
accounts  at  many  companies  are 
chock-full  of  unrecognized  gains 
left  from  the  bull-market  years 
when  returns  were  much  more 
than  expected.  Thus,  companies 
can  raise  their  expected  returns, 
and  pension  income,  with  little 
risk,  says  Jane  Adams,  accounting 
analyst  at  Credit  Suisse  First 
Boston.    If  the    companies    are 
wrong  in  their  estimates,  the  pain 
will  be  virtually  unnoticeable  and 
dissipated  far  into  the  future. 

Some  63  companies  in  the  s&p 
500  raised  their  expected  rates  for 
this  year,  while  31  adjusted  down- 
ward, says  Adams.  The  hikes  averaged 
.44  percentage  points.  Of  the  companies 
lat  raised  their  rates,  34  did  so  even 
their  investment  returns  in  2000 


EARNINGS  DESPITE  DECLINES 

Companies  are 

reporting  earnings  from 

pension  plans... 

INCREASE  IN 
2000  INCOME*           AS  %  OF 
COMPANY                     (MILLIONS)         EARNINGS 

....even  as 
lousy  markets 
reduced  assets 

DECLINE  IN 

PLAN  SURPLUS     AS  %  OF 

(MILLIONS)           SURPLUS 

VERIZON                 $2,328         19.7% 
COMMUNICATIONS 

$4,056 

15.5% 

GENERAL  ELECTRIC    1,744         13.7 

3,499 

14.2 

SBC                        1,145         14.4 
COMMUNICATIONS 

5,036 

24.8 

IBM                            896         11.1 

4,095 

36.7 

AT&T                         767         16.4 

186 

2.1 

PHILIP  MORRIS           290          3.4 

1,086 

28.4 

EXXON  MOBIL              263           1.5 

789** 

N.A. 

FORD  MOTOR               188          5.4 

2,451 

27.2 

CHEVRON                   125          2.4 

307 

44.1 

BANK  OF  AMERICA        118           1.6 

1170 

64.6 

CITIGROUP                   29          0.2 

912 

45.4 

WORLDCOM                   24           0.6 

14 

15.7 

McKESSON  HBOC             6          0.8 

31 

40.5 

*From  U.S.  plans  **Plan  already  underfunded 
Data:  BusinessWeek,  Milliman  USA 

levels  from  1996  through 
2000.  For  now,  pension  in- 
come is  still  enjoying  bull- 
market  growth,  says 
Adams,  even  though  as- 
set values  have  fallen 
from  their  peaks. 

Ford,  like  most  compa- 
nies, doesn't  disclose  how 
it  smooths  assets.  But  its 
financial  reports  strongly 
suggest  that  the  company 
is  calculating  returns  from 
an  asset  level  that  is  still 
rising.  Its  2000  pension  in- 
come was  apparently 
based  on  a  blended  value 
of  $36.5  billion.  This  year, 
that  value  could  rise  to 
_?.„:„ $37.1  billion  as  smoothing 


were  lower  than  they  had  expected  and 
lower  than  their  actual  results  the  year 
before. 

These  higher  expected  returns  fore- 
tell yet  more  reported  pension  income  in 
2001.  Ford  Motor  Co.  raised  its  rate 
from  9%  to  9.5%.  After  the  first  six 
months,  pension  plans  for  its  worldwide 
automotive  business  contributed  $161 
million  to  income,  up  from  $13  million  of 
expense  at  this  time  last  year.  Why 
would  Ford  expect  a  higher  rate  after 
last  year's  low  actual  results  of  2.5% 
brought  in  $2  billion  less  than  expected? 
Ford  says  9.5%  is  consistent  with  past 
investment  performance  and  changes  in 
how  the  assets  are  managed. 
LESS  IMPACT.  Companies  can  not  only 
play  around  with  the  expected  rate  of 
return  on  assets  but  also  with  the  value 
of  the  assets  themselves.  Accounting 
standards  allow  them  to  use  a  mecha- 
nism known  as  "smoothing."  Smoothing 
blends  the  market  values  of  plan  assets 
from  recent  years.  The  aim  is  to  dilute 
the  impact  of  market  volatility  on  pen- 
sion income  and  expense.  Most  compa- 
nies smooth  over  five  years,  so  the  asset 
values  underlying  their  expected  re- 
turns in  2001  are  based  on  stock  market 


replaces  a  lower  asset  val- 
ue from  the  mid-1990s 
with  a  higher  one  from 
the  start  of  2001.  The  rise 
in  blended  value  could 
contribute  an  additional 
$60  million  to  Ford's  pre- 
tax income  even  though 
the  market  is  way  down 
this  year. 

While  pension  earnings 
aren't  as  valuable  as  earn- 
ings from  normal  business, 
losing  them  to  a  long  market  decline 
would  be  bad.  Companies  with  pension 
income  do  not  generally  pay  cash  to- 
ward this  employee  compensation.  "Pen- 
sion plans  give  you  financial  flexibility" 
to  work  through  problems  with  operat- 
ing businesses,  says  Harris.  Sometimes, 
companies  can  tap  plans  indirectly.  Last 
year,  Qwest's  plan  paid  $27  million  to- 
ward employee  severance.  Companies 
can  hike  plan  benefits  to  lure  employees 
and  sometimes  use  assets  for  retiree 
health  benefits. 

If  the  stock  market  doesn't  get  back 
to  its  historical  11%  annual  returns  be- 
fore long,  companies  will  likely  hear 
complaints  that  they  are  exaggerating 
pension  income.  "Auditors  will  start  to 
put  pressure  on  plan  sponsors  to  use 
lower  projected  returns,"  says  Alan  H. 
Perry,  a  Milliman  consultant.  The  im- 
pact could  be  severe.  If  the  typical  big 
plan  were  to  lower  expected  returns 
even  2  percentage  points,  to  7.5%,  pen- 
sion income  would  fall  by  50%  next  year 
and  keep  going  down,  says  Perry. 

If  returns  continue  to  decline,  corpo- 
rations will  find  that  their  pension  plans 
have  turned  from  blessings  to  burdens. 
By  David  Henry  in  New  York 
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GOOD  TIMES 

FOR 

BAD  PAPER 


Check  fraud  is 
everywhere-and 
costumers  are  stuck 
with  most  of  the  tab 


Last  September,  Allen  Farrell,  ceo 
of  vitamin  maker  Meta-Sure 
Health,  knew  he  had  a  problem. 
He  thought  his  company  had  been 
paying  its  bills  on  time.  But  Meta-Sure's 
suppliers,  credit-card  issuers,  and  even 
the  Internal  Revenue  Service  had  re- 
ceived no  payments  for  months — though 
Farrell  had  gotten  back  undoctored,  can- 
celled checks  made  out  to  them. 

Farrell  ultimately  discovered  he  had 
been  the  victim  of  a  brazen  fraud  that 
slipped  under  the  radar  of  more  than  20 
banks  that  processed  nearly  60  of  his 
checks,  totalling  some  $92,000.  Figur- 
ing out  how  it  happened  was  just  the 
start  of  Farrell's  problems,  though.  Ten 
months  later,  he's  still  struggling  to  get 
his  money  back  from  banks  that 
processed  the  checks. 

Although  Farrell's  experience  may  be 
extreme,  it's  not  unique.  Bank  customers 
write  some  65  billion  checks  a  year. 
Illegal  activity,  including  fake  checks, 
counterfeiting,  and  check  kiting — but 
not  checks  that  bounced  for  lack  of 
funds — grew  25%  in  2000  (chart),  ac- 
cording to  the  Treasury  Dept.  "The 
problem  is  certainly  not  getting  any 
better,"  says  J.  Mark  Batts,  head  of  the 
FBI's  financial  institution  fraud  unit.  "In 
fact,  [check  fraud]  is  much  easier  than  it 
used  to  be"  because  it's  easier  to  print 
checks  from  computers. 
SLOW  BANKS.  And  because  of  a  set  of 
rules  modeled  after  British  laws  dating 
from  the  1890s,  consumers  and  small 
businesses  are  getting  hit  the  hardest. 
By  some  estimates,  fraudulent  checks 
"ill  cost  the  economy  $10  billion  this 
>  Banks  will  only  bear  about  one- 
tenth  ol  :  osses,  sticking  customers 
I  with  the  rest. 


SUSPICIOUS 

INCIDENTS 

REPORTED  BY  BANKS 


Meta-Sure's  problems  were  traced  to 
an  employee  who  intercepted  checks 
written  both  by  Farrell  to  pay  bills  and 
to  Meta-Sure  from  would-be  investors  in 
the  company.  Without  altering  them,  the 
employee  sent  them  with  her  credit-card 
payment  slips.  Without  exception,  the 
card  companies  credited  them  to  her  ac- 
count. In  turn,  the  checks  were  paid  by 
the  bank  they  were  drawn  on — though 
they  were  clearly 
payable  to  someone 
else.  Farrell's  employ- 
ee, now  serving  16 
months  in  prison  for 
the  fraud,  used  the 
cards  to  pay  for,  among 
other  things,  a  trip  to 
the  Cayman  Islands. 

Banks  say  there's 
not  much  they  can  do 
to  stop  such  frauds  be- 
cause nearly  all  checks 
are  processed  by  ma- 
chine. "If  there's  a 
payment  coupon  attached  to  a  check,  it 
automatically  gets  credited  to  that  ac- 
count," no  matter  who  it's  written  out 
to,  says  Mark  Lowenthal,  chief  privacy 
officer  at  credit-card  issuer  Providian 
National  Bank.  "Most  banks  don't  look 
at  every  line"  on  a  check,  says  Nessa 
Feddis,  senior  federal  counsel  for  the 
American  Bankers'  Assn.  trade  group. 
"It's  just  not  cost-effective."  Instead, 
banks  use  software  to  flag  exceptionally 
large  amounts,  out-of-sequence  checks, 
and  ones  printed  on  non-check  stock — 
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and  of  course,  to  make  sure  the  payer  m 
account  has  enough  funds.  But  the  ■ 
can't  pick  up  misappropriated  checks.    M 
The  banks  are  slow  to  compensat  Hit 
fraud  victims,  as  well.  The  Uniforr  n 
Commercial  Codes  lay  down  how  muc  I 
responsibility  banks  have  to  their  de  U 
positors.  They  were  last  updated  by    m 
committee  of  attorneys — not  state  o  pi 
federal  regulators — in  1990,  when  bank  ■  I 
were  relieved  of  ful  c 
responsibility  for  pay  ci 
outs     on     fraudulen 
checks.  "It  used  to  b<  r 
pretty  cut-and-dried.  I 
the  banks  allowed  th<  I 
checks    to    be    pai( 
against  the  wrong  ac  a 
count,  they  were  100^  i 
liable,"  says     Eugen<  f 
Seitz,  a  Federal   De  t 
posit  Insurance  Corp  i 
examiner.    "Now    the  * 
customer  has  some  o  t> 
the  responsibility."  Far  \ 
rell  says  his  bank,  City  National  in  Bev  ». 
erly  Hills,  Calif.,  argued  that  he  shouk  i 
have  taken  more  care  in  his  hiring.  Citj 
National  said  in  a  statement  that  it  it  - 
"deeply  sympathetic"  to  Farrell's  plight 
and  that  it  immediately  credits  cus  c 
tomers  like  Farrell  when  it  receives 
funds  from  the  other  financial   institu- 
tions. So  far,  Farrell  has  recovered  just 
25%  of  the  $1)2,000  he  lost. 

Mark  Meckle,  owner  of  computer  re 
tailer  Appel  &  Cook  Systems  inc.  in 
Towson,  Md.,  is  in  the  same  position 
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■'■  e  says  he's  out  more  than  $80,000  be- 
tie\  mse  of  fraudulent  checks  cleared  by 
s  bank,  First  Mariner  in  Baltimore. 
ate  eckle  says  he  took  an  order  from  a 
rm  igerian  customer  last  year  but  waited 
itil  the  check  cleared  before  he 
lipped  any  goods.  Two  months  later,  he 
icepted  a  check  and  shipped  a  second 
or  "der  to  the  same  customer.  A  month 
i  ter,  First  Mariner  told  him  the  checks 
■  ere  fraudulent,  and  removed  the 
nount  of  the  checks  from  his  account, 
irst  Mariner  attorney  Eugene  A. 
riedman  says  the  bank  is  "doing  what- 
\?er  it  can"  to  recover  Meckle's  money, 
ut  adds,  "businesspeople  have  to  be 
ware  of  who  they  are  dealing  with." 

Litigation  is  often  a  bank  customer's 
nly  recourse,  says  Maryland  Assistant 
.ttorney  General  Tom  Gounaris.  As  a 
jsult,  "lawsuits  [are]  flying  around  the 
Duntry,"  says  Edward  L.  Rubin,  a  pro- 
:ssor  at  the  University  of  Pennsylvania 
.aw  School.  Consumers  lose  out, 
lough,  because  it's  "economically  im- 
ossible  for  a  consumer  to  sue  a  bank 
ver  a  $5,000  check  because  the  legal 
ses  will  be  more  than  that." 

Some  relief  may  be  coming.  A  com- 
littee  that  includes  consumer  repre- 
entatives  was  set  up  early  this  year 
a  review  the  Uniform  Commercial 
lodes.  But  when  it  will  be  meeting  isn't 
lear,  says  Chairman  Edward  Smith,  a 
Soston  attorney.  Alas,  it  may  be  too 
ite  to  cure  Farrell's  "incredible 
eadache." 

By  Heather  Timmons  in  New  York 


ONLINE  BROKERS 


AMERITRADE  MIGHT  JUST 
CLAW  ITS  WAY  BACK 

Its  dealmaking  CEO  is  putting  it  on  a  potential  track  to  profits 


When  Joseph  Moglia  was  hired 
four  months  ago  to  turn  around 
Ameritrade  Holding  Corp.,  Wall 
Street  considered  the  online  broker  a 
goner.  But  on  July  31,  when  he  an- 
nounced plans  to  buy  the  online  trading 
operations  of  National  Discount  Brokers 
Corp.  (ndb)  from  Deutsche  Bank  for 
$154  million,  investors  did  more  than 
cheer:  They  boosted 
the  battered  stock 
price  9%,  to  $6.44. 

The  reason  was 
simple:  By  picking  up 
ndb's  online  unit,  for 
which  Deutsche  Bank 
paid  an  estimated  $250 
million  last  year, 
Moglia  finally  con- 
vinced investors  that 
Ameritrade  has  a 
fighting  chance.  Many 
believe  that  Moglia, 
52,  a  former  executive 
at  Merrill  Lynch  & 
Co.,  was  brought  in  to 
dress  the  firm  up  for  a 
deal.  And  Moglia  says 
he's  still  ready  to  ne- 
gotiate for  the  right 
price. 

But  with  NDB, 
Ameritrade  has  bought 
itself  some  options.  By 
spreading  its  costs  over   NttHlinU  UHMHUt 

an  expanded  roster  of  By  announcing  plans  to  buy 
ii^?,"  cUents  ™tYi  the  online  trading  opera- 

$26.2  billion  in  assets,    ,.  „mp 

up  from  1.5  million  cus-  tlons  ot  JNUi5) 

tomers  with  $20  billion,  Moglia  boosted  investors' 
Ameritrade  could  not  faith  in  Ameritrade 

only  break  even  but 
also  make  a  substantia]  profit — even  with 
its  dirt-cheap  $8-per-trade  fees.  In  its 
third  quarter  through  June  30,  Ameri- 
trade managed  to  post  a  small  profit  of 
$70,000  for  the  first  time  since  the  quar- 
ter that  ended  in  September,  2000.  "We 
have  often  been  asked  if  we  have  the 
wherewithal  to  make  it  on  our  own,  and 
I  have  said  that  it  is  our  job  to  unlock 
the  potential  inside  of  Ameritrade," 
Moglia  told  BusinessWeek. 

Still,  Moglia  has  a  lot  more  work  to 
do  to  ensure  that  the  Omaha  discount 
broker  can  thrive  while  retail  investors 
are  still  reeling  from  losses.  Internet 


stock  trading  has  plummeted  by  more 
than  50%  in  the  first  six  months  of  this 
year,  hammering  online  brokers'  two 
main  sources  of  revenue — trading  com- 
missions and  margin  lending.  Conse- 
quently, the  stronger  online  brokers  are 
drastically  downsizing  their  workforces 
while  going  on  shopping  sprees  to  build 
up  their  client  rosters,  since  few  in- 
vestors are  opening  new 
online  accounts. 
FEE  ADDICTS?  Picking  up 
ndb's  clients  still  may  not 
deliver  Ameritrade  the 
quick     profit     boost     it 
wants.      Even     though 
NDB.com  racked  up  $67 
million  in  revenues  in  the 
past  12  months,  Richard 
H.  Repetto,  an  analyst  at 
Putnam  Lovell  Securities 
Inc.,    notes    that    ndb's 
316,000    accounts    aver- 
aged only  1.8  trades  per 
quarter,   60%   less   than 
the  average  Ameritrade 
customer.  And  ndb  cus- 
tomers, who  have  paid 
$14.75    per    trade,    will 
probably   expect   to   be 
charged    $8    like    other 
Ameritrade  customers. 

Analysts    also    worry 
that  Ameritrade  is.  still 
too    reliant    on   trading 
fees.  While  rival  E*Trade 
Group  Inc.  receives  more 
than  60%  of  its  revenues 
from  its  online  banking 
business,  Ameritrade  de- 
pends heavily  on  trading 
commissions.    "[Its]  mod- 
el isn't  sustainably  profitable  enough  for 
Ameritrade  to  remain  independent  long- 
term,"  says  UBS  Warburg  analyst  Eric 
E.  Wasserstrom. 

But  don't  count  Moglia  out.  Since  tak- 
ing charge,  he  has  surprised  analysts 
repeatedly  by  making  drastic  changes. 
Moglia  has  restructured  the  company 
while  slashing  300  jobs.  He  has  acquired 
day-trading  company  TradeCast  and 
launched  an  online  personal-finance  cen- 
ter that  gives  investors  financial-man- 
agement tools.  Who  knows  what  deal- 
maker  Moglia  still  has  up  his  sleeve? 

By  Pallavi  Gogoi  in  Chicago 
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STOCK  MARKET 

A  DEEP  FREEZE 
FOR  OPTIONS 

Low  volatility  is  pummeling 
traders  of  puts  and  calls 

This  from  the  would-you-believe  de- 
partment: The  stock  market  is  no 
longer  volatile.  If  you're  skeptical, 
just  ask  the  pros  who  bet  money  on 
how  volatile  the  markets  will  be.  Their 
favorite  measure,  the  cboe  Volatility 
Index  traded  on  the  Chicago  Board  Op- 
tions Exchange,  or  vix,  has  fallen  40% 
after  peaking  on  Mar.  22 — the  highest 
level  since  October,  1998,  when  Long- 
Term  Capital  Management's  debacle 
sent  markets  spinning  (table).  The 
CBOE's  Nasdaq  Volatility  Index,  or  VXN, 
has  also  plunged. 

What  gives?  It's  not  as  though  the 
market  has  suddenly  become  an  ocean 
of  calm.  Sure,  the  summer  lull  is  upon 
us,  but  the  reasons  for 
the  decline  run  deeper. 
Low  volatility  is  the  af- 
termath of  a  market  run 
amok  during  the  tech 
boom  and  bust.  Day 
traders  are  on  the  en- 
dangered species  list, 
and  hedge-fund  managers  no  longer  use 
options  to  lock  in  gains  because  they 
have  few  gains  to  protect.  "The  people 
used  to  pursuing  the  riskiest  strategy 
and  leveraging  for  the  most  speculative 
Internet  stocks  are  now  into  safer 
stocks,  bonds,  and  cash,"  says  Leon 
Gross,  Salomon  Smith  Barney's  global 
head  of  equity  derivative  research. 
A  TAME  BEAST.  By  some  measures,  the 
market  looks  as  if  it's  gyrating  more 
than  ever.  According  to  researcher  the 
Leuthold  Group,  the  Nasdaq  moves  up 
or  down  1%  about  three  out  of  every 
four  trading  days,  while  the  Standard  & 
Poor's  500-stock  index  makes  1%  moves 
every  other  day — both  sharp  increases 
since  1995.  That  sounds  like  volatility  to 
most  people.  Trouble  is,  Leuthold's  mod- 
el doesn't  exclude  stocks  that,  say,  rou- 
tinely rise  or  fall  by  1%,  or  move  in 
other  predictable  patterns. 

To  the  markets,  it's  unpredictability 
that  translates  into  the  volatility  that 
pros  need  to  make  money.  Current  low 
lity  has  put  the  market  for  op- 
on  stocks  in  a  deep  freeze.  Op- 
tions buyers  need  big  swings  in  stock 
n  <   theii  chances  of  mak- 
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ing  a  profit  after  paying  a  premium  to 
buy  an  option  to  buy  or  sell  a  stock  at 
some  future  date.  Last  year,  premiums 
were  high,  reflecting  that  the  odds  for 
gains  were,  too.  "You're  hoping  for  a 
lot  of  volatility,  because  the  only  way 
you  get  paid  is  through  movement  in 
the  underlying  stock,"  says  Ken  Nakaya- 
ma,  chief  equity  derivatives  strategist 
for  Deutsche  Bank. 

The  volatility  crunch  has  hammered 
options  traders  with  losses  and  threat- 
ened to  put  them  out  of  business.  Paul 
G.  Foster,  equity  strategist  at  HHOWall- 


Street.com,  a  Chicago  c 
tions  research  firm,  sa 
impulsive  traders  w 
were  taken  in  by  the  hi 
level  of  volatility  last  ye 
placed  big  bets  and  g 
burned.  Now  they: 
shedding  their  option  cc  ■ 
tracts,  further  depressi  ft 
the  market.  Options  m; 
ket  maker  Botta  Capil 
Management  LLC  h 
shelled  out  less  than 
third  of  what  it  paid  i 
options  last  year  to  ke< 
inventory  low.  "In  a  ni! 
shell,  there  are  no  bu 
ers,"  says  Kevin  Leal 
a  Botta  risk  manager. 

There's  more:  ssi 
Gross  says  a  record  $! 
billion  in  new  zero-coup< 
convertible  securities  h 
dominated  new  equity  i 
suance  this  year.  Convei 
ibles  are  bonds  that  6 
be  turned  into  compar 
stock  at  a  preset  price,  ii 
variably  much  higher  tte 
the  current  prices.  By  i 
suing  such  securities,  cor 
panies  are  betting  the 
stocks  won't  rise  anytiir 
soon.  But  hedge  fund 
brokerages,  and  trade] 
have  gobbled  up  conver 
ibles  and  sold  the  issuer 
stock  short,  forcing  th 
markets  yet  lower. 

The  controversial  Rej 
ulation  Fair  Disclosur 
may  have  hampere 
volatility,  too.  The  Secur 
ties  &  Exchange  Con 
mission's  rule  bars  con 
panies  leaking  earnings  t 
Wall  Street,  leveling  th 
field  for  all  investors 
new  study  says  the  rul 
has  improved  the  flow  ( 
information  to  investor 
and  made  price  reaction 
to  earnings  news  less  volatile:  "One  o 
two  examples  like  a  volatile  Cisco  re 
mains  in  your  memory,"  says  K.  R.  Sub 
ramanyam,  a  professor  at  the  Universi 
ty  of  Southern  California  and  the  study 
co-author.  "But  if  you  go  and  study  L,6Q 
firms,  you  understand  the  truth.  Keg  K 
has  dampened  volatility." 

Most  investors  don't  want  the  sloe] 
market  to  be  any  rockier  than  il  is  now 
But  a  few  good  bumps  in  the  ma< 
might  do  a  world  of  good  lor  options. 
By  Mara  D<r  lloiunicsmii  in  ,\V/ 
York,  with  I'dlhiri  dogoi  in  Chicago 
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Woodside-Atherton  Auxilia 
invites  you  to 


at 
i 

v 

i 
i 
is 


a 

for  the  love  of  children 

Saturday,  September  8, 2001 
5:30  pm 

Menlo  Circus  Club 
Atherton,  California 


Join  Us  for  a  Stellar  Evening 

•  Martini  bar,  cocktails,  California  wines 

•  Preparation  of  hor  d'oeuvres  and  dinner 
by  leading  Bay  Area  chefs 

•  Unique  silent  and  live  auction 

•  Celestial  sounds  of  live  music 
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Black  Tie  Optional 


Woodside-Atherton  Auxiliary  benefiting 

.#  Lucilc  Packard  Children's  Hospital 


STANFORD    UNIVERSITY    MEDICAL   CENTER 


Visit  our  Website  at  waacharity.org  or  phone  us  at  1-877-TallyHo. 
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Support  the  Menlo  Charity  Horse  Show 

To  benefit  Peninsula  Center  for  the  Blind  and  Visually  Impaired 

August  7  -  12,  8  a.m.  to  5  p.m. 
190  Park  Lane,  Atherton,  CA  94027 

Admission  $10  per  day  (children  under  12  admitted  free) 

Nor/Cal  Horse  Show  of  the  Year  Award  •  Championship  jumping  competition 

Over  forty  equestrian  boutiques    •  Top  West  Coast  horses  and  riders 
Refreshments  available  on  the  grounds  •  Over  $120,000  in  prize  money  and  awards 

Peninsula  Center  for  the  Blind  and  Visually  Impaired  and  the  Horse  Show  Committee 
salute  our  exhibitors  and  sponsors  for  their  generosity. 

For  further  information  call:  (415)  584-7690   •   Website  Address:  www.menlohorseshow.org 


PENINSULA 

CENTER 


Peninsula  Center  for  (he  Blind  and  Visually  Impaired  enables  clients 

to  achieve  their  highest  potential  through  programs  that  promote 

independence  and  improve  quality  of  life. 

VlSlALlf  IMPAIRED      2470  El  Cam'mo  Real>  Sltite  107  *  Mo  Alto>  CA  94m  plum':  (65()>  X58-0202 
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^    Do  your  children  know  why  education  is  important? 

^-    Do  your  children  know  how  to  communicate 
effectively  with  adults  and  with  their  peers? 

^    Do  your  children  consider  their  options  and  weigh 
the  consequences  before  they  make  decisions? 

^-    Do  your  children  know  how  to  set  and  achieve 
reasonably  attainable  goals? 

^    Are  your  children  able  to  critically  analyze 
messages  from  the  media? 

^    Are  your  children  able  to  articulate  their  strengths? 

^    Do  they  know  how  to  use  their  strengths  to 
overcome  their  weaknesses? 

^    Are  your  children  able  to  make  connections 
between  their  strengths  and  potential  careers? 

Overcoming  Obstacles 

helps  parents  and  teachers 

find  solutions 


Community  for  Education  Foundation 

Overcoming  Obstacles  Program 

Toll-free  888-840-9606  •  Fax  212-406-7480 

www.overcomingobstacles.org 


Wednesday,  4:45  p.m.  A  fingerprint  is  transmitted  to  a  lab  and  instantly  compared 
to  millions  of  others  in  an  international  database.  What  once  took  weeks  now  takes 
seconds.  Today  engineers  are  working  faster  to  answer  new  and  more  difficult 
questions.  Whether  it's  advancing  wireless  technology,  improving  graphics,  or 
enhancing  computing  power,  Synopsys  IC  design  tools  and  services  help  engineers 
design  the  chips  that  push  technology  to  new  limits.  And  move  us  one  step  closer 
to  solving  the  world's  most  compelling  challenges. 

Wednesday,  5:02  p.m.  A  match  is  found. 

www.synopsys.com  a^^^^^MI 
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FRANK  G.  ZARB, 

Chairman,  National  Association  of 

Securities  Dealers,  Inc.  and 

The  Nasdaq  Stock  Market,  Inc., 

will  address  the  Financial  Services 

Leadership  Forum  at  a  breakfast  on 

Thursday,  June  28,  2001 

from  7:45  a.m.  to  9:15  a.m. 

in  Healy  Hall  at  SIBL, 

188  Madison  Avenue 

(at  34th  Street). 

Future  speakers  include 

Sanford  I.  Weill, 

Chairman  and  CEO,  Citigroup  Inc. 


sible  information  center  devoted  to  the  subjects  of  business,  industry  and  science 


Subscribe  now  for  membership  in  SIBL's  unique 

breakfast  speakers  series 

made  possible  by  the  generous  support  of 

The  McGraw-Hill  Companies. 

Thursday,  June  28,  2001  will  be  the  next 
opportunity  to  interact  in  this  small  forum  with  a  select  group  h\ 
of  the  most  influential  industry  leaders. 


All  proceeds  from  this  limited  membership  to  attend  four  events 
will  be  directed  to  support  of  SIBL. 

Call  SIBL  for  membership  information  at  212-592-7080 


Financial  Services  Leadership  Forum 


■ 
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Forum  Advisory  Committee 

J.  Carter  Bacot,  Todd  Berman,  John  Biggs, 

Samuel  C.  Butler,  Esq.,  Jill  Considine,  William  Freda, 

Alan  C.  Greenberg,  Maurice  R.  Greenberg, 

Michael  Klein,  Todd  I.ang,  Alexandra  l.cbenthal, 

Harold  McGraw  III,  Eugene  O'  Kelly,  Paul  Schrciber,  Esq., 

Hon.  Muriel  Siebert,  Anne  Tatlock, 

Hon.  John  C.  Whitehead. 


Committee  tor  SIBL 

CO-CllAIRS 

Glairc  Bencnson,  Judith  Hhrlich,  Dorothy  Cullman 

Vice-Chair 

]  i  sll,     I  I      lilt  pill 


The  New  York  Public  Library 

SciEN(  i .,  Industry  and  BUSINESS  Library 


I 


'evelopments  to  Watch 


UTED  BY  IRENE  M.  KUNII 


vIKI.ANOMA  IS  THE  TOP  CANCER-RELATED  CAUSE  OF  DEATH 

n  Americans  aged  25  to  30.  Despite  20  years  of  re- 
search, physicians  have  yet  to  develop  an  effective 
Teatment.  But  there's  some  encouraging  news:  In  stud- 
es  led  by  Dr.  John  M.  Kirkwood,  director  of  the  Uni- 
versity of  Pittsburgh  Cancer  Institute's  Melanoma  Cen- 
:er,  the  drug  interferon  alpha-2b  improves  patients' 
survival  chances.  And  it  appears  to  work  even  better 
then  combined  with  other  therapies. 

Interferon  is  a  hormone  that  helps  killer  cells  of  the 
oody's  immune  system  communicate  with  one  another. 
Although  it  was  approved  for  melanoma  in  the  U.  S. 
^  back  in  1995,  doctors  rarely  used  it  because  of  inconclu- 
sive results  and  high  costs.  In  May,  however,  Kirkwood's 
I  studies  showed  that  patients  who  took  interferon  alpha- 
ih  for  one  year  after  surgical  removal  of  their  main  tu- 
mors reduced  their  risk  of  relapse  and  death  from  50%- 
80%  to  35%-55%  over  the  next  two  years. 
Kirkwood  is  now  developing  a  one-month  regimen  for 
lower-risk  patients  that  he  hopes  will  eventually  be  as 
effective  as  the  one-year  protocol.  With  the  cooperation 
of  other  cancer  centers,  he's  testing  interferon  alpha-2b 
in  combination  with  a  similar  hormone  called  inter- 
leukin-2  and  with  chemotherapy  drugs.  He's  also  work- 
ing with  protein  fragments  known  as  peptides  that  are 
associated  with  pigment-making  cells,  and  which  could 
act  as  vaccines,  stimulating  the  immune  system  to 
mount  a  direct  attack  on  the  cancer  cells. 


AVE  A  SEA  URCHIN, 
ESTOREAREEF? 


)RAL     REEFS     ARE     AMONG 

ie  world's  most  productive 
osystems.  They  offer  shelter 
id  food  for  myriad  marine 
•eatures,  including  many 
>ecies  that  are  commercially 
lportant.  Alas,  they're  in  se- 
ous  trouble,  threatened  by 
/erything  from  ship  traffic 
i  rising  sea  temperatures. 
In  the  Caribbean,  one  of 
ie  biggest  blows  has  been 
ie  decline  of  black,  long- 
sined  sea  urchins,  which 
ere  largely  wiped  out  in  a 
383  epidemic.  The  urchins 


graze  on  algae.  Without 
them,  the  algae  grow 
unchecked  until  the  plants 
smother  the  reefs  coral.  "As 
you  lose  the  coral,  you  also 
lose  all  the  nooks  and  cran- 
nies— the  reason  fish  hang 
out  there,"  explains  marine 
biologist  Alina  M.  Szmant  of 
the  University  of  North  Car- 
olina at  Wilmington. 

Now,  scientists  are  trying 
to  restore  the  reefs  by  bring- 
ing back  the  sea  urchins.  At 
the  University  of  Miami,  Tom 
Capo  figured  out  how  to  rear 
thousands  of  the  fragile 
urchins  in  the  lab.  On  July 
27,  Szmant  began  releasing 
the  creatures  on  reefs  in  the 
Florida  Keys.  If  they  survive, 
the  urchins  should  begin  to 
munch  on  the  reefs'  coating 
of  algae.  That  should  open 
up  places  for  new 
-  coral  larvae  to  attach, 
starting  a  chain  of 
events  that  could  even- 
tually boost  fisheries  in  the 
region.  John  Carey 


FLAT  PANELS 
AT  A  FLAT 
LOW  PRICE 


FLAT-PANEL   SCREENS   FOUND 

their  biggest  niche  in  laptops, 
but  now  they're  replacing 
desktop  monitors  and  even 
television  sets.  Part  of  the 
reason  for  this  surge:  a  50% 
slide  in  the  price  of  high-end 
liquid  crystal  displays  (LCDs) 
over  the  past  year. 

That  may  be  just  the  be- 
ginning. Researchers  at 
Sarnoff  Corp.,  Pennsylvania 
State  University,  and  Kent 
State  University  say  a  new, 
jointly  developed  production 
process  has  the  potential  to 
slash  the  cost  of  video-grade 
LCDs  by  a  further  90%.  The 
process  also  promises  to  de- 
liver screens  that  are  lighter, 
more  flexible,  and  more 
durable. 

The  Sarnoff-led  team  uses 
organic  materials  for  the 
transistors  that  control  the 
LCD  picture,  and  it  deposits 
them  on  plastic  substrates  in- 
stead of  glass.  These  changes 
enabled  the  team  to  drop  the 
process  temperature  from 
480F  to  about  100F— and  to 
eliminate  the  need  for  costly 
clean  rooms.  What's  more,  be- 
cause the  organics  can  be 
sprayed   on   the   plastic,   it 


should  be  pos- 
sible to  produce  the 

LCDs  on  continuous  roll-to- 
roll  printing  presses,  similar 
to  those  used  to  print  news- 
papers. Arthur  H.  Firester, 
executive  director  for  display 
products  at  Sarnoff,  figures 
this  approach  could  yield 
LCDs  for  about  200  per 
square  inch,  around  10%  of 
the  current  production  cost 
of  a  typical  laptop-size  LCD. 

In  theory,  the  screens 
could  be  very  big.  Firester 
imagines  someday  covering 
an  entire  room  in  supercheap 
LCD  wallpaper.  Plus,  flexible 
plastic  LCDs  bend  where  cur- 
rent glass-backed  LCDs  would 
break.  And  Sarnoff's  plastic 
screens  can  be  made  at  twice 
the  pixel  density  of  current 
laptop  LCDs — yielding  picture 
quality  superior  to  that  of 
high-definition  TV. 

It  will  be  three  or  more 
years  before  the  researchers 
commercialize  the  technology. 
Meanwhile,  they  are  search- 
ing for  a  manufacturing  part- 
ner with  printing  expertise 
to  help  get  the  presses 
rolling.  Adam  Aston 


A  DISCERNING  EYE 
TO  HELP  YOU 
JUDGE  THE  TRAFFIC 

COLLISION-WARNING   SYSTEMS 

could  soon  be  an  affordable 
option  on  cars.  MobilEye  Vi- 
sion Technologies  Ltd.  in 
Jerusalem  has  developed 
smart  software  that  can  mea- 
sure changing  distances  us- 
ing just  one  camera-on-a-chip. 
MobilEye  founder  Amnon 
Shashua,  a  computer-vision 
researcher  at  Hebrew  Uni- 
versity, says  the  package  will 
sell  for  less  than  $100,  so  the 
price  of  a  finished  system  in 
cars  should  be  a  fraction  of 
the  tab  for  rival  equipment. 
He  says  individual  auto  mak- 


ers will  make  decisions  about 
length  of  warning  time,  the 
type  of  audio  or  visual  alarm, 
and  how  to  link  the  system 
with  air-bag  control. 

Vision-based  anticollision 
systems  normally  require  two 
cameras  because,  like  human 
eyes,  they  use  stereoscopic 
triangulation  to  judge  dis- 
tance. Instead,  MobilEye 
loads  its  chip  with  "signature" 
images  of  various  vehicles. 
These  enable  the  software  to 
calculate  proximity  and  rate 
of  closure  just  from  changes 
in  an  image's  size.  Motorola 
Inc.,  an  investor  in  the  start- 
up, will  produce  the  chips. 
Shashua  expects  to  sign  the 
first  license  with  a  carmaker 
in  two  months.  Neal  Sandler 
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BE  GLAD  THE  QUARTER 
IS  OVER 


im 


It  was  a  bloodbath  for  earnings,  but  shrinking  inventories  point  to  a  distant  recovery 


There's  blood  in  the  water  as  the 
economic  downturn  continues  to 
gnaw  through  corporate  earnings. 
Even  with  an  8%  gain  in  sales, 
the  900  companies  on  BusinessWeek's 
Corporate  Scoreboard  saw  second-quar- 
ter profits  plummet  52%  from  a  year- 


earlier,  while  margins  fell  to  3.2%  from 
7.2%.  That's  the  largest  decline  ever 
recorded  in  the  quarterly  scoreboard — 
nearly  twice  the  27%  year-to-year  drop 
in  the  fourth  quarter  of  1991.  And  the 
current  profit  plunge  follows  a  25%  de- 
cline in  the  first  quarter.  This  "near  re- 


cession," as  some  economists  dub  t\  ■ 
current  slump,  is  breaking  new  grow  w 
in  corporate  misery. 

Moreover,  the  pain  is  now  nearly  ubi 
uitous,  spreading  beyond  the  alreac  v 
hard-hit  technology  and  telecom  secto: 
to  airlines,  autos,  and  steel.  "It's  a  prett 


Winners  and  Losers  in  Quarterly  Profits 


INDUSTRIES 


COMPANIES 


LEADERS 

LAGGARDS 

WHO  MADE  THE  MOST 

WHO  LOST  THE  MOST 

PERCENT  CHANGE  FROM 
2000's  SECOND  QUARTER 

PERCENT  CHANGE  FROM 
2000's  SECOND  QUARTER 

MILLIONS 
OF  DOLLARS 

MILLIONS 
OF  DOLLARS 

HEALTH-CARE  SERVICES 

903% 

SEMICONDUCTORS 

LOSS 

EXXON  MOBIL 

$4460 

JDS  UNIPHASE*** 

-$7889 

TEXTILES 

421 

TELECOM  EQUIP.  &  SVCS. 

LOSS 

GENERAL  ELECTRIC 

3897 

CORNING 

-4755 

BANKS— SOUTH  &  SOUTHEAST  257 

COMPUTER  SOFTWARE 

LOSS 

CITIGROUP 

3652 

QWEST  COMMUNICATIONS 

-3306 

PETROLEUM  SERVICES 

85 

TELEPHONE  COMPANIES 

LOSS 

PHILIP  MORRIS 

2288 

CISCO  SYSTEMS** 

-2693 

CONSTRUCTION  &  REAL  ESTATE 
BUILDING  MATERIALS 

78 
62 

STEEL 
ELECTRONICS 

LOSS 
LOSS 

SBC  COMMUNICATIONS 
IBM 

2079 
2045 

LUCENT  TECHNOLOGIES** 

-1887 

BETHLEHEM  STEEL 

-1132 

BANKS— WEST  &  SOUTHWEST 

56 

AIRLINES 

LOSS 

BANK  OF  AMERICA 

2023 

AGERE  SYSTEMS** 

-1110 

SAVINGS  &  LOAN 

50 

CARS  &  TRUCKS 

LOSS 

MERCK 

1815 

ADC  TELECOMMUNICATIONS 

-1045 

ELECTRIC  UTILITIES 

39 

TRANSPORTATION  SVCS. 

LOSS 

PFIZER 

1792 

VERIZON  COMMUNICATIONS 

-1021 

GLASS  CONTAINERS 

30 

N0NFERR0US  METALS 

LOSS 

AIG 

1627 

CMGI** 

-963 

AEROSPACE  &  DEFENSE 

22 

TIRE  &  RUBBER 

-82% 

JOHNSON  &  JOHNSON 

1482 

12  TECHNOLOGIES 

861 

FOOD  RETAILING 

22 

PRINTING  &  ADVERTISING 

-79 

WAL-MART  STORES* 

1380 

MOTOROLA 

-759 

COAL,  OIL  &  GAS 

22 

MISCEILAIIEOUS  LEISURE 

-78 

CHEVRON 

1324 

FORD  MOTOR 

-752 

DRUGS  &  RESEARCH 

18 

CHEMICALS 

-78 

TYCO  INTERNATIONAL** 

1220 

CONEXANT  SYSTEMS** 

-745 

BEVERAGES 

16 

FOREST  PRODUCTS 

-75 

COCA-COLA 

1118 

AOL  TIME  WARNER 

-734 

ALL-INDUSTRY  AVERAGE:  -52% 

*  FISCAL  FIRST  QUARTER    **  FISCAL  THIRD  QUARTER      '"FISCAL  FOURTH  QUARTER 

'  ,ta:  Standard  &  Poor's  iOMPUSTAT 

iWl    1    : 

3,  2001 
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vful  environment,"  says  Mark  Vitner, 
i  economist  at  First  Union  Corp.  De- 
Be  low  interest  rates  and  moderating 
1  prices,  many  companies  remained 
pjeezed  between  high  labor  and  energy 
Its  and  slowing  demand  for  their  prod- 
As.  "Manufacturing  is  still  in  the  crap- 
r,"  says  Ian  C.  Shepherdson,  chief  econ- 
nist  at  High  Frequency  Economics  Ltd. 
Valhalla,  N.  Y.  With  the  U.  S.  economy 
rowing  at  a  meager  0.7%,  the  second 
jailer  marked  nine  straight  months  of 
umping  industrial  production. 
ipple  effect.  Even  the  strongest  sec- 
>rs  are  showing  signs  of  weakening. 
he  huge  $4.4(5  billion  second-quarter 
rofit  that  once  again  made  Exxon  Mo- 
il Corp.  the  Scoreboard  earnings  champ 
^presented  a  2%  decline  from  its  year- 
arlier  quarter  as  oil  prices  weakened, 
.nd  to  generate  its  typical  15%  earn- 
lgs  gain,  to  $3.9  billion,  General  Elec- 
ic  Co.  had  to  lean  hard  on  cost-cutting, 
ales  fell  3%  for  «E  as  lower  ad  revenue 
t  NBC,  the  closing  of  Montgomery 
/ard,  and  an  exit  from  auto-lease  fi- 
ancing  offset  strong  sales  of  gas  tur- 
ines  to  utilities.  Like  most  corpora- 
ions,  ge  doesn't  see  a  quick  recovery. 
By  the  end  of  January,  we  recognized 
hat  there  would  not  be  a  rebound  in 
he  second  half,"  says  Chief  Financial 
Mficer  Keith  S.  Sherin. 

Tech  and  telecom  remain  by  far  the 
dggest  drags  on  profits,  though.  In  the 
econd  quarter,  the  computer  software 
nd  services  sector  lost  $4.7  billion;  tele- 
om-equipment  makers  lost  $9.1  billion; 
nd  semiconductor  manufacturers,  $11.2 
>illion.  Moreover,  it  may  take  five  years 
o  shed  overcapacity  of  fiber-optic  cable 
.nd  other  telecom  related  components, 
ays  Blaik  Kirby,  a  tech  consultant  at 
^.dventis.  JDS  Uniphase  Corp.,  which 
nakes  chips  for  digital  communications 
networks,  was  the  biggest  loser,  drop- 
ring  $7.9  billion  during  the  quarter  and 
vriting  off  $44.8  billion  in  assets.  That 
olio  wed  a  $1.3  billion  loss  in  the  previous 
hree  months.  Former  highfliers  such  as 


Qwest  Communications  International  Inc. 
are  choking  on  overcapacity.  The  Denver- 
based  telecom  lost  $3.3  billion  in  the 
quarter,  up  from  a  loss  of  $121  million  a 
year  earlier.  Network-equipment  suppli- 
er Cisco  Systems  Inc.  lost  $2.69  billion. 

The  ripple  effect  of  such  losses  is 
scary:  The  red  ink  flowed  at  Lucent 
Technologies  Inc.,  which  lost  $1.9  bil- 
lion this  quarter,  vs.  a  $286  million  prof- 
it a  year  ago.  Lucent's  recovery  plan 
calls  for  slashing  annual  expenses — by 
$2  billion  so  far — and  eliminating  10,500 
jobs.  Says  ceo  Henry  Schacht:  "The 
name  of  the  game  is  to  create  a  new, 
leaner,  faster  company." 

Not  all  tech  giants  are  in  free  fall. 
ibm's  diverse  business  model  and  strong 
relationships  with  big  corporate  cus- 


tomers have  stabilized  the  company  dur- 
ing the  tech  slump.  These  days,  nearly 
half  of  Big  Blue's  profit  comes  from  long- 
term  contracts,  such  as  those  for  manag- 
ing other  companies'  computer  systems. 
As  a  result,  ibm  was  the  sixth  most  prof- 
itable business  on  the  scoreboard,  with  $2 
billion  in  profits,  a  5%  rise  in  a  sector 
that  saw  a  63%  profit  decline  overall. 

If  there's  a  glimmer  of  good  news,  it's 
that  on  the  whole,  profits  aren't  expected 
to  decline  quite  so  sharply  in  the  next  six 
months.  In  the  Old  Economy,  declining 
inventories  already  point  to  improving 
sales  and  profits.  Overall  U.  S.  inventories 
are  now  falling  at  a  4%  annual  rate. 
And  since  many  companies  have  already 
taken  big  write-offs  for  their  excess  in- 
ventory, much  of  the  bad  news  has  al- 


A  Spotlight  on  Second-Quarter  Profits 


AFTERTAX  PROFITS 
QUARTER  BY  QUARTER 

PERCENT  CHANGE  FROM 

SAME  PERIOD  OF  PRECEDING 

YEAR. ALL  INDUSTRIES 

BREAKING  DOWN 
THE  LATEST  QUARTER 

AS  REPORTED: -52% 

WITHOUT 

SEMICONDUCTORS: -40% 


INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  THE  QUARTER 


Do  you  need  to  ask  how  bad  it  was? 
The  52%  drop  in  earnings  was  the  worst 
result  yet  for  a  BusinessWeek  Scoreboard 
Tech  companies  led  this  advance  to  the 
rear,  but  it  was  fairly  widespread,  with 
40  of  the  66  industry  groups  earning 
less  money  than  a  year  ago  and  10  of 
them  showing  a  loss.  Semiconductors 
were  the  worst,  hobbled  by  the  nearly 
$8  billion  loss  at  JDS  Uniphase  and 
Intel's  94%  drop.  Telecom  also 
dragged,  with  Corning  losing  $4.8 
billion.  There  were  some  pinpoints  of 
light:  First  Union  recovered  from  last 
year's  loss  to  help  propel  the 
Southern  bank  group.  And  of 
course,  oil  prospered,  although 
the  group's  22%  profit  growth 
was  considerably  smaller  than 
the  86%  jump  in  the  first 
quarter.  But  don't  worry; 
Things  can't  get 
any  worse. ..right?  -20 -15 -10 -5 

Data:  Standard  &  Poor's  C0MPUSTAT 


CHANGE  IN  AFTERTAX 
PROFITS  FROM  2000 
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ready  been  accounted  for.  Hard-hit  USX 
Corp.,  the  parent  of  U.S.  Steel  Group, 
posted  a  loss  of  $30  million,  vs.  a  $56 
million  profit  a  year  earlier.  But  based  on 
signs  of  stronger  order  volume,  "demand 
and  pricing  appear  to  have  bottomed  out 
in  the  2001  second  quarter,"  says  Chair- 
man Thomas  J.  Usher.  And  3M  saw  prof- 
its drop  57%  in  the  second  quarter,  to 
$202  million.  CFO  Robert  J.  Burgstahler 
says  his  company  has  whittled  down  in- 
ventories and  has  seen  clients  do  the 
same.  "Our  customers  are  running  pret- 
ty lean  and  close  to  the  bone,"  he  says. 
SEEDS  OF  CHANGE.  The  only  thing  pro- 
tecting Corporate  America  from  a  com- 
plete debacle  is  consumers,  who  continue 
to  spend.  The  just-arriving  tax  refunds 
should  sustain  the  trend.  Ken  Matheny, 
senior  economist  at  Macroeconomic  Ad- 
visors in  St.  Louis,  figures  the  refunds 
will  boost  gross  domestic  product  by 
about  1%  over  the  next  year.  Some  big 
consumer-product  companies  are  doing 
just  fine:  PepsiCo  Inc.,  for  instance,  saw 
quarterly  profits  jump  16%,  to  $652  mil- 
lion, as  it  introduced  Code  Red,  a  hot- 


selling  cherry-flavored  version  of  Moun- 
tain Dew.  "In  the  kind  of  categories  we 
compete  in,  innovation  always  drives 
sales,"  says  PepsiCo  ceo  Steven  S. 
Reinemund. 

When  profits  do  rebound,  no  one  ex- 
pects a  breakneck  recovery.  Thomson 
Financial/Carson  projects  that  earnings 
per  share  for  Standard  &  Poor's  500 
companies  in  the  third  quarter  will  de- 
cline 12.1%  year-to-year.  In  the  fourth 
quarter,  it  expects  only  a  scant  0.4% 
rise.  A  continued  decline  in  energy  costs 


will  help  some  sectors.  Airlines  are  ho 
ing  for  a  rebound  next  year  after 
mostly  dismal  second  quarter  in  whk 
transportation-sector  profits  plunge 
85%.  Overall,  U.S.  carriers  are  foreca 
to  lose  $1.5  billion  in  2001,  the  first  ii 
dustrywide  loss  since  1994.  "When  co  f0 
porate  profitability  returns,  we'll  see 
upturn  in  travel  revenues,"  says  Rono  |p 
Dutta,  president  of  ual  Corp.  "But  tl 
reality  is  that  it's  going  to  be  a  wej  f 
economy  for  some  time."  The  parent 
United  Airlines  Inc.  posted  a  $291  mi  prrs 
lion  quarterly  loss,  not  counting  a  po  L 
sible  $100  million  charge  for  its  aborte 
takeover  of  us  Airways  Group  Inc 

It's  hard  to  see  much  good  news  th 
quarter.  But  the  seeds  of  recovery  ai 
there.  Although  inventories  remain  his 
torically  high,  by  yearend  most  comp; 
nies  should  have  shed  the  mountain  < 
excess  computers  and  other  goods  thj 
are  hobbling  corporate  profits.  For  ir 
vestors  and  anxious  executives,  it  won 
happen  a  moment  too  soon. 

By  Cliaries  Haddad  in  Atlanta,  wit 
bureau  reports 
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A  SINKING  FEELING  ACROSS  THE  GLOBE 


Could  there  be  anything  worse  for 
corporate  profits  than  the  pre- 
sent anemic  U.S.  economy?  Sure 
there  could.  How  about  an  accelerat- 
ing worldwide  slowdown  at  the  same 
time?  That,  say  many  economists,  is 
what  we  have.  And  it  could  get 
worse. 

The  fallout  from  weak  economies 
abroad  is  already  hurting  some  U.  S. 
companies.  Sales  have  fallen  in  many 
foreign  markets,  while  the  consis- 
tently strong  U.  S.  dollar  translates 
into  lower  earnings  from  overseas 
operations.  Moreover,  the  U.S.  is  the 
engine  that  drives  the  world  econo- 
my. U.  S.  imports  typically  account 
for  22%  of  world  trade.  So  even  a 
tiny  decrease  in  growth  means  the 
U.S.  can't  buy  as  much  from  abroad, 
ieaving  foreigners  with  fewer  dollars 
to  pay  for  U.S.  goods.  Says  David  A. 
Wyss,  chief  economist  at  Standard  & 

"Domestic  earnings  have 
plunged,  and  foreign  earnings  will 
drop  more  sharply." 
PESSIMISM.  No  one  expects  the 
largest  foreign  economies  to  regain 
>i  Tore  2002  at  the  earliest. 
Only  three  months  ago,  economists 
I  i       ipe's  gross  domes- 
th        "in!  half  vi 


grow  at  a  2.5%  annual  rate.  Few  are      slide  as  low  as  2.0%  in  the  second, 
that  optimistic  anymore.  Carl  B.  Business  is  already  affected.  Ford 

Weinberg,  chief  economist  at  High  Motor  Co.  posted  second-quarter 

Frequency  Economics  Ltd.,  now  be-       losses  in  South  America.  In  the  Ford 
lieves  that  the  impact  of  stagnant  region  that  includes  Asia,  profits  fell 

wages,  along  with  food  and  energy         65%  year-to-year,  to  $47  million, 
price  shocks,  will  lower  second-half         Henry  D.  G.  Wallace,  vice-president 
growth  to  less  than  1.5%.  In  reces-         for  Ford  Asia- Pacific,  now  sees  no 
sion-mired  Japan,  it's     BBiBV|BTBVfnppn|BHB   near-term 
not  at  all  clear  that  B^^iT^L^^^B       I   the  slumping 

Prime  Minister  Ju-  I  economies  of  Asia 

nichiro  Koizumi  will  ■■■■■■■■l ■^■^■1   ;m,|  South  America, 

ever  be  able  to  im-  %  ANNUALGDP2GnRn7™0oi  (EST)      Paper-products  giant 

plement  badly  needed      TTT^T, To Tl~~      Kimberly-Clark  Corp. 

economic  reforms.  ._.... if:.?. ::.?. says  weakness  in 

And  the  biggest  U.S.  4.1         1.8         British,  Brazilian,  and 

South  American  EUROZONE  3.4         1.7         South  Korean  curren- 

economies?  Forget  it.       ,',„,;; i "t n'ii         cies  cost  it  $40  mil- 

n      .,  .        cc    •                 JAPAN                    1.5      -0.6         ,.      .    .,  , 

Brazil  is  suffering  lion  in  the  quarter. 

from  an  energy  .^A?.!.!-.  I".!?.        hi.         McDonald's  Corp.,  al- 

crunch,  while  Ar-  ARGENTINA  -0.5     -1.5         ready  hammered  in 

gentina's  huge  gov-  DataJ^'Mofgan'chase'&Co" Europe  by  th,'  mad 

eminent  debt  and  cow  scare,  says  cur- 
ballooning  interest  payments  could  rency  translation  cost  it  $24  million 
prolong  its  three-year-old  recession.  in  Turkey  alone. 
Stephen  S.  Roach,  Morgan  Stanley              Over  the  next  year,  most  U.S. 
Dean  Witter  &  Co.'s  chief  economist,  companies  will  likely  get  their  main 
doesn't  see  things  getting  better  any-  profit  boost,  at  home.  But  if  the  glob- 
time  soon.  "The  world  is  decelerating  al  economy  keeps  heading  south, 
over  the  course  of  the  year,"  he  says,  even  a  robust  domestic  recovery  may 
Rrjach  estimates  that  world  GDP  not  fully  restore  earnings  growth, 
growth  of  3.5%  in  the  first  half  could               By  James  Melinut/  in  New  York 
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CORPORATE  SCOREBOARD 


ossary 


LES:  Includes  all  sales  and 

er  operating  revenues.  For 

iks,  includes  all  operating 

enues. 

OFITS:  Net  income  before 

raordinary  items.  For  banks, 


profits  are  net  income  after  se- 
curity gains  or  losses. 
MARGINS:  Net  income  from 
continuing  operations  before 
extraordinary  items  as  percent 
of  sales. 

RETURN  ON  COMMON  EQUITY: 

Ratio  of  net  income  available 


for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 
which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 
on  July  26,  2001,  common- 


stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 
EARNINGS  PER  SHARE:  For 

most  recent  12-month  period. 
Includes  all  common-stock 
equivalents. 


OMPANY  SYMBOL 


SALES 


PROFITS 


2ND 

QUARTER 

2001 

$  MIL 


CHANGE 

FROM 

2000 

% 


MONTHS 
2001 
$  MIL 


CHANGE 

FROM 

2000 

% 


2ND 

QUARTER 

2001 

SMIL 


CHANGE 

FROM 

2000 

% 


6 

MONTHS 

2001 

$  MIL 


CHANGE 

FROM 

2000 

% 


2ND 

QUARTER 

2001 

% 


i^  RETURN  ON 

—  COMMON 

2ND  EQUITY 

QUARTER  12  MONTHS 


2000 
% 


ENDING 
6-30 


12 
PRICE-       MONTHS' 
EARNINGS    EARNINGS 


RATIO 
7-26 


PER 
SHARE 


LL-INDUSTRY  COMPOSITE 


1830355.7 


8  3661237.7   11   58444.6  -52  146110.9  -38 


3.2   7.2 


10.6   36   1.04 


AEROSPACE  &  DEFENSE 


j 

1  ^DUSTRY  COMPOSITE 
OEING  BA 

ENERAL  DYNAMICS  GD 
OODRICH  GR 
0CKHEED  MARTIN  LMT 
EWPORT  NEWS  SHIPBUILDING  NNS 
ORTHROP  GRUMMAN  NOC 
RECISION  CASTPARTS  PCP  "" 
AYTHEON  RTN 
OCKWELL  COLLINS  COL  ,31 
INITED  TECHNOLOGIES  UTX 

NDUSTRY  COMPOSITE 


42779.8 

15374.0 
2962.0 
1239.0 
5961.0 

576.0 
3663.0 

638.8 
4307.0 

727.0 
7332.0* 


9 
4 
13 

14 
-4 

8 
97 
16 

4 
16 

5 


79363.1 

28667.0 
5635.0 
2416.3 

10971.0 
1061.0 
5649.0 
1268.8 
8275.0 
1417.0 

14003  0 


2242.8 

840.0 
227.0 

83.3 
144.0 

21.0 
114.0 

40.5 
117.0 

68.0 
588.0 


125441.2 


246159.2 


127.8 


22 

35 

11 

21 

24  i 

-13 

-35 

43 

23 

-1 

16 

IL 

-97 


4669.1 

2076.0 
467.0 
164.2 
249.0 
45.0 
217.0 
79.9 
214.0 
129.0 

1028.0 


42 

100 
20 
16 

159 
0 

-34 

44 

22 

1 

16 


5.2 

5.5 
7.7 
6.7 
2.4 
3.6 
3.1 
6.3 
2.7 
9.4 
8.0 


ft) CARS  &  TRUCKS 

iROUP  COMPOSITE  91957.7  -6  180257.2  -6  -227.0  NM  1083.5  -85 

ORD  MOTOR  F  42314.0  -5  84760.0  -3  -752.0  NM  307.0  -91 

iENERAL  MOTORS  GM  46119.0**  -5  88734.0  -7  477.0  -73  714.0  -80 

/I0NACO  COACH  MNC  223.4  -1  434.7  -6  5.5  -51  10.7  -56 

IAVISTAR  INTERNATIONAL  NAV  (2)  1778.0  -25  3277.0  -28  3.0  -97  -32.0  NM 

•ACCAR  PCAR  1523.3  -29  3051.5  -32  39.5  -70  83.8  -71 


0.1 

NM 

NM 
1.0 
2.5 
0.2 
2.6 


4.7 

4.2 
7.8 
6.4 
0.7 
4.5 
9.4 
5.2 
2.3 
11.0 
7.3 

3.7 

3.6 

3.4 
3.6 
4.9 
4.1 
6.1 


15.0 

27.5 
24.4 
21.2 
-3.7 
34.7 

9.8 
15.2 

4.9 
22.5 
23.5 

5.8 

8.6 

16.4 
5.3 
14.7 
-3.2 
10.9 


19 

16 
17 
12 

NM 
22 

12 

14 
18 
NA 

19 

36 

26 

27 
26 

20 
NM 
19 


2.84 

3.71 
4.87 
2.93 
-0.72 
2.85 
6.79 
2.64 
1.55 
NA 
3.84 

0.82 

1.32 

0.94 
2.50 
1.51 
-0.63 
3.13 


B)  PARTS  &  EQUIPMENT 

iROUP  COMPOSITE 

\MERICAN  AXLE  &  MFG.  HOLDINGS  AXL 

VRVINMERITOR  ARM  l3> 

WTOLIV  ALV 

50RGWARNER  BWA 

:00PER  TIRE  &  RUBBER  CTB 

3  AN  A  DCN 

DELPHI  AUTOMOTIVE  SYSTEMS  DPH 

JURA  AUTOMOTIVE  SYSTEMS  DRRA 

EATON  ETN 

cEDERAL-MOGUL  FMO 

3ENC0RPGY'" 

HAYES  LEMMERZ  INTERNATIONAL  HAZ  '"» 

LEAR  LEA 

MODINE  MFG.  MODI  l9) 

TENNECO  AUTOMOTIVE  TEN 

VISTEON  VC 

WABASH  NATIONAL  WNC 


29656.3 

-9 

58451.4 

-10 

337.5 

811.0 

-1 

1572.1 

-5 

34.0 

1794.0 

-13 

3581.0 

10 

30.0 

1032.9 

-4 

2113.5 

-2 

30.0 

602.0 

-14 

1208.8 

-16 

24.7 

829.0 

-6 

1586.7 

-12 

18.3 

2797.0** 

-16 

5550.0 

-21 

14.0 

6944.0 

-11 

13479.0 

-13 

164.0 

666.3 

-6 

1328.2 

-4 

12.9 

1871.0 

-14 

3854.0 

-11 

49.0 

1425.4 

-11 

2876.1 

-11 

-33.8 

410.0 

51 

763.0 

50 

3.0 

541.4 

-9 

1016.8 

-12 

-7.6 

3609.4 

-4 

7113.0 

-6 

44.9 

280.6 

-7 

537.4 

-8 

10.2 

925.0 

-2 

1789.0 

-2 

2.0 

4905.0 

-8 

9628.0 

-9 

-40.0 

212.2 

-41 

454.8 

-36 

-18.1 

-75 

-15 
-56 
-46 
-38 
-48 
-90 
-61 
12 
-60 
NM 
-84 
NM 
-56 
-47 
-87 
NM 
NM 


-28.5 

58.0 
51.0 
50.8 
45.8 
22.0 

-13.0 

-265.0 

22.1 

99.0 

-96.0 
20.0 

-24.1 
60.0 
14.7 

-29.0 
-9.0 

-35.8 


NM 

-28 
-59 
-54 
-44 
-67 
NM 
NM 
-21 
-58 
NM 
-31 
NM 
-63 
-56 
NM 
NM 
NM 


1.1 

4.2 
1.7 
2.9 
4.1 
2.2 
0.5 
2.4 
1.9 
2.6 
NM 
0.7 
NM 
1.2 
3.6 
0.2 
NM 
NM 


4.1 

4.9 
3.3 
5.1 
5.7 
4.0 
4.3 
5.5 
1.6 
5.7 
3.1 
7.0 
2.6 
2.7 
6.4 
1.6 
3.1 
2.1 


1.0 

25.0 

9.3 

5.7 

5.3 

5.5 

-2.9 

2.5 

8.0 

9.2 

-29.2 

23.0 

-45.9 

10.7 

7.8 

-35.4 

-1.4 

-17.6 


NM 

9 
18 
19 
23 
22 
NM 
NM 
9 
23 
NM 
12 
NM 
15 
24 
NM 
NM 
NM 


0.15 

2.22 

1.17 

1.11 

2.23 

0.71 

-0.40 

0.14 

2.02 

3.22 

-623 

1.07 

-2.19 

2.63 

1.34 

-2.40 

-037 

-2.65 


(1)  Second  quarter  ended  May  31 .  (2)  Second  quarter  ended  Apr,  30.  (3)  Third  quarter  and  most  recent  six  months  ended  June  30.  (4)  Third  quarter  and  most  recent  six  months  ended  May  31    (5)  Third  quarter  and 
most  recent  six  months  ended  Apr.  30.  (6)  Fourth  quarter  and  most  recent  six  months  ended  June  30.  (7)  Fourth  quarter  and  most  recent  six  months  ended  May  31.  (8)  Fourth  quarter  and  most  recent  six  monl 
ed  Apr.  30.  (9)  First  quarter  and  most  recent  six  months  ended  June  30.  (10)  First  quarter  and  most  recent  six  months  ended  May  31.  (1 1)  First  quarter  and  most  recent  six  months  ended  Apr  30   'Sales  include  ex- 
cise  taxes.  "Sales  include  other  income.  "'Sales  include  excise  taxes  and  other  income.  tRevenues  trom  maior  subsidiaries  not  included  in  consolidated  sales.  Earnings  per  share  are  for  latest  12  months  not  nec- 
essarily for  end  of  most  recent  fiscal  year;  they  include  all  common-stock  equivalents  but  exclude  extraordinary  items  NA  =  not  available.  NM  =  not  meaningful. 

Data:  Standard  &  Poor's  COMPUSTAT 
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COMPANY  SYMBOL 

SALES 

PROFIT 

2ND 

QUARTER 

2001 

SMIL. 

s 

CHANGE 

FROM 

2000 

% 

6 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

MARGINS 

2ND           2ND 

QUARTER     QUARTER 

2001          2000 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
6-30 

PRICE- 
EARNINGS 
RATIO 
7-26 

12 

MONTI 

EARNIf 

PER 

SHAR 

0 

2ND 

QUARTER 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

6 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

(C)  TIRE  &  RUBBER 

iS 

GROUP  COMPOSITE 
BANDAG  BOG 

3827.3 

244.8 

-1 

7450.7 

-A 

17.3 

9.5 

-82 

-27.1 

NM 

0.5 

2.5 

-2.1 

NM 

-0  4'    | 

-2 

454.0 

-4 

-46 

11.8 

-57 

3.9 

7.1 

9.4 

13 

2  1.    F 

GOODYEAR  TIRE  &  RUBBER  GT 

3582.5 

1 

',996  7 

-4 

7.8 

-90 

38.9 

NM 

02 

2  1 

3.8 

NM 

-0.7     » 

wMmsmmmm 

I!? 

is 

INDUSTRY  COMPOSITE 

87698.6 

-4 

182071.7 

0 

9548.8 

25 

20587.2 

-2 

10.9 

8.4 

13.2 

19 

2.li 

(A)  BANKS  -  EAST 

GROUP  COMPOSITE 

27123.2 

-10 

57346.6 

-6 

2513.0 

-38 

5315.8 

-36 

9.3 

13.5 

12.9 

20 

2.03T. ... 

ASSOCIATED  BANC-CORP  AS8C 

276.7 

-1 

554.7 

1 

46.0 

5 

88.1 

2 

16.6 

15.7 

16.1 

14 

2-5C 

BANCORPSOUTH  BXS 

201.7 

7 

403.8 

8 

23.2 

-11 

45.6 

-13 

11.5 

13.8 

8.4 

20 

081  m 

BANK  OF  NEW  YORK  BK 

1781.0** 

-6 

3672.0 

0 

385.0 

8 

769.0 

11 

21.6 

18.9 

23.9 

22 

2.o: 

rv; 

BANKNORTH  GROUP  BKNG 

374.2 

-4 

759.5 

-1 

59.9 

217 

115.3 

68 

16.0 

4.9 

17.5 

13 

L6;  1 

1-0!    .,. 

COLONIAL  BANCGROUPCNB 

249.1 

3 

504.3 

8 

30.1 

0 

58.5 

-4 

12.1 

12.4 

14.4 

14 

FLEETBOSTON  FINANCIAL  FBF 

4892.0 

-25 

10334.0 

-23 

531.0 

-45 

672.0 

-67 

10.9 

14.9 

11.9 

15 

2.4< 

urn 

J. P.  MORGAN  CHASE  JPM 

12559.0 

-13 

27574.0 

-6 

378.0 

-77 

1602.0 

-56 

3.0 

11.3 

8.9 

24 

1.71 

iH 

M&T  BANK  MTB 

657.5 

37 

1317.8 

38 

94.8 

33 

178.5 

28 

14.4 

14.9 

10.9 

23 

3-4*   Z 

MBNA  KRB 

2371.4 

27 

4592.0 

26 

380.1 

33 

691.2 

33 

16.0 

15.3 

21.7 

21 

1.6! 

n 

MERCANTILE  BANKSHARES  MRBK 

201.9 

8 

406.3 

11 

44.6 

5 

91.0 

8 

22.1 

22.7 

14.7 

16 

2.5*    J 

NORTH  FORK  BANCORPORATION  ur-  B 

296.7** 

-2 

602.3 

8 

78.2 

-9 

156.6 

78 

26.4 

28.4 

23.4 

17 

1.8! 

PNC  FINANCIAL  SERVICES  GROUP  PNC 

1799.0 

-6 

3672.0 

-3 

295.0 

-1 

560.0 

-7 

16.4 

15.7 

17.1 

16 

3.9<  «'•' 

STATE  STREET  STT 

1463.0 

3 

2954.0 

3 

167  0 

-24 

288  0 

-3 

11.4 

15.4 

15.9 

30 

1.7S 

UiS 

(B)  BANKS  -  MIDWEST 

Hi'' 

GROUP  COMPOSITE 
BANK  ONE  ONE 

25594.0 

6176.0 

-2 

18 

54009.6 

12704.0 

2 

7 

2137.1 

708.0 

9 

NM 

5757.1 

1387.0 

-3 

NM 

8.4 

7.5 

11.3 

24 

30 

1.6' 
1.2* 

tM 

11.5 

NM 

7.5 

■ 

COMERICA  CMA 

1077.6 

-7 

2188.0 

-4 

208.5 

1 

302.1 

-26 

19.3 

17.9 

14.9 

15 

4.01 

B 

COMMERCE  BANCSHARES  CBSM 

263.4 

-1 

531.5 

2 

45.8 

0 

89.7 

3 

17.4 

17.1 

15.1 

13 

2.8* 

fa 

FiFFH  THIRD  BANCORP  FITB 

1653.2 

4 

3325.6 

7 

128.9 

-48 

435.3 

-15 

7.8 

15.5 

11.8 

34 

1.82 

h 

FIRSTMERIT  FMER 

229.5 

-3 

466.4 

0 

39.7 

-1 

78.9 

-1 

17.3 

16.9 

17.5 

14 

1.81  W 

HUNTINGTON  BANCSHARES  HBAN 

632.4 

0 

1268.1 

-1 

74.5 

-24 

142.4 

-29 

11.8 

15.4 

8.2 

17 

1.07 

■ 

KEYCORP  KEY 

1865.0** 

-7 

3890.0 

-2 

-136.0 

NM 

82.0 

-87 

NM 

12.3 

7,0 

24 

1.0!    | 

1 

MARSHALL  &ILSLEY  Ml 

685.4 

1 

1384.8 

4 

59.7 

-34 

145.8 

-19 

8.7 

13.3 

12.0 

22 

2.62 

NATIONAL  CITY  NCC 

2324.5 

2 

4671.0 

5 

349.5 

2 

684.9 

3 

15.0 

15.0 

19.0 

14 

2.16 

NORTHERN  TRUST  NTRS 

864.0** 

-3 

1746.9 

3 

131.3 

7 

258.5 

9 

15.2 

13.8 

19.7 

29 

2.19 

TCF  FINANCIAL  TCB 

308.4 

6 

605.0 

8 

52.0 

11 

100.2 

15 

16.9 

16.1 

22.4 

19 

2.54 

U.S.  BANCORP  USB 

4153.6 

-1 

8573.3 

4 

562.3 

-21 

972.4 

-30 

13.5 

17.0 

10.6 

21 

1.11 

WELLS  FARGO  WFC 

5361.0 

-20 

12666  0 

-3 

-87  0 

NM 

10/80 

-48 

NM 

15.5 

11.3 

26 

1.74 

(C)  BANKS  -  SOUTH  &  SOUTHEAST 

GROUP  COMPOSITE 

31169.7 

0 

62900.6 

1 

4353.9 

257 

8439.2 

45 

14.0 

3.9 

14.8 

15 

2.92 

AMSOUTH  BANCORPORATION  ASO 

866.2 

-14 

1748.3 

-13 

133.5 

34 

259.7 

9 

15.4 

9.9 

12.0 

20 

0.95 

BANK  OF  AMERICA  BAC 

13666.0 

-4 

27687.0 

-2 

2023.0 

-2 

3893.0 

-10 

14.8 

14.5 

14.4 

14 

4.55 

BB&T  BBT 

1486.6 

11 

3001.8 

13 

230.8 

33 

453.1 

23 

15.5 

13.0 

13.3 

21 

1.74 

FIRST  CITIZENS  BANCSHARES  FCNCA 

237.3 

10 

479.1 

14 

22.0 

3 

44.9 

10 

9.3 

9.9 

12.3 

10 

9.71 

FIRST  TENNESSEE  NATIONAL  FTN 

693.1 

16 

1330.7 

17 

89.0 

61 

151.4 

59 

12.8 

9.3 

21.0 

15 

2.20 

FIRST  UNION  FTU 

5450.0** 

0 

11049.0 

-5 

633.0 

NM 

12170 

NM 

11.6 

NM 

16.8 

13 

2.76 

HIBERNIAHIB 

381.5 

5 

764.6 

9 

54.9 

10 

105.2 

5 

14.4 

13.8 

11.5 

17 

1.08 

! 

NATIONAL  COMMERCE  FINANCIAL  NCF 

396.0 

131 

800.2 

141 

55.5 

132 

107.8 

125 

14.0 

14.0 

9.9 

49 

0.51 

'; 

POPULAR  8POP 

644.7" 

2 

1310.2 

4 

77.5 

19 

151.1 

17 

12.0 

10.3 

14.3 

16 

2.13 

!• 

REGIONS  FINANCIAL  RGBK 

1063.4 

14 

2019.5 

8 

112.8 

10 

235.6 

-13 

10.6 

13.5 

12.9 

14 

2,21 

i 

SOUTHTRUST  SOTR 

952.3 

-1 

1927.2 

2 

137.6 

15 

267.5 

12 

14.5 

12.5 

14.5 

17 

1.50 

SUNTRUST  BANKS  STI 

2156.5 

2 

4426.3 

6 

365.0 

15 

702.5 

10 

16.9 

15.0 

17.4 

15 

4.60 

SYNOVUS  FINANCIAL  SNV 

520.8 

10 

1037.4 

12 

64.7 

5 

147.5 

20 

12.4 

13.0 

18.4 

34 

0.99 

UNION  PLANTERS  UPC 

801.9 

5 

1615.2 

8 

109.3 

6 

215.7 

6 

13.6 

13.4 

13.5 

14 

3.07 

WACHOVIA  WB 

1853  3 

3 

J704  2 

5 

245.1 

78 

48/  .' 

27 

13.2 

7.7 

14.5 

15 

4  55 

(D)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  COMPOSITE 

3811.7 

4 

8 

7815.0 

850.7 

10 

16 

544.8 

56 

1075.2 

127.7 

40 

23 

14.3 

9.5 

16.3 

16 

2.48 

BANCWEST  BWE 

413.4 

65.9 

22 

16.0 

14.1 

11.6 

18 

1.91 

BOK  FINANCIAL  BOKF 

228.5 

12 

472.5 

19 

29.0 

20 

56.1 

15 

12.7 

11.9 

14  1 

15 

1.88 

PACIFIC  CENTURY  FINANCIAL  BOH 

315.6 

-6 

722.9 

10 

26.7 

299 

60.4 

30 

8.5 

2.0 

9.1 

16 

1.58 

PROVIDIAN  FINANCIAL  PVN 

1620.8 

10 

3226.7 

14 

232.4 

270 

461.0 

94 

14.3 

4.2 

16  'i 

16 

2.99 

UNIONBANCAL  UB 

732.1 

-8 

1522.2 

-2 

117.2 

1  / 

224.4 

-25 

16.0 

17  7 

10.8 

15 

2.30 

ZIONS  BANCORPORATION  ZION 

501    i 

7 

1020.0 

12 

73.6 

.'■1 

14b  6 

',,,» 

14  / 

12  8 

126 

19 

•,  09 

INDUSTRY  COMPOSITE 

AIR  PRODUCTS  &  CHEMICALS  APD  (3) 

28177.2 

-4 

55652.4 

-3 

4765 

-78 

837  3 

-82 

1.7 

7.4 

6.7 

39 

0.90 
2.66 

1415.9 

1 

2914.2 

6 

132.3 

NM 

226.9 

NM 

9.3 

NM 

20.1 

16 

AUEMARJ  F 

211.3 

-7 

435.7 

6 

14.8 

56 

37.4 

40 

7.0 

14.9 

1  I   I 

13 

1.65 

CABO ' 

436.0 

5 

894.0 

10 

38.0 

0 

67.0 

2 

8.7 

9.2 

10.3 

25 

724.0 

10 

1462.0 

7 

13.9 

7 

29.7 

1.9 

5.2 

6.5 

24 

0.42 

"r,  INDUSTRIES 

354.1 

9 

730.2 

4 

20.9 

-49 

IB  1 

4H 

5.9 

105 

22.8 

10 

1,  2001 

II 

|c 

■M 

OMPANY  SYMBOL 

SALES 

PROFITS 

MARGINS 

RETURN  ON 
COMMON 

12 

]i 

2ND 

QUARTER 
2001 
$  MIL 

CHANGE 
FROM 
2000 

% 

6 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

2ND 

QUARTER 
2001 

SMIL 

CHANGE 
FROM 
2000 

% 

6 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

2ND 

QUARTER 

2001 

% 

2ND 

QUARTER 
2000 
% 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 

7-26 

MONTHS' 

EARNINGS 

PER 

SHARE 

OW  CHEMICAL  DOW 

7344.0" 

-3 

14  7  30  0 

-1 

280  0 

-57 

437.0 

NM 

3  8 

8.7 

1.3 

80 

0,44 

:;   JUPONT  DD 

6997  0" 

-12 

13856.0 

-11 

-213.0 

NM 

271.0 

-82 

NM 

8.7 

8.2 

42 

1.03 

•ASTMAN  CHEMICAL  EMN 

1402.0 

7 

2746.0 

8 

-147.0 

NM 

-110.0 

NM 

NM 

6.5 

2.2 

90 

0.50 

•"ERRO  FOE 

355.2 

-3 

725.9 

0 

7.0 

-65 

21.0 

-46 

2.0 

5.5 

21.9 

15 

1.47 

•ULLER  (H.B.)  FULL  (,) 

328.5 

-6 

635.4 

-6 

11.9 

-33 

17.4 

-37 

3.6 

5.1 

9.5 

19 

2.76 

1  3RACE  (W.R.)  GRA 

450.3 

11 

846.0 

7 

23.0 

-34 

37.6 

-36 

5.1 

8.5 

NM 

NM 

-1.62 

JREAT  LAKES  CHEMICAL  GLK 

461.4 

4 

871.7 

3 

-153.7 

NM 

-133.5 

NM 

NM 

9.1 

-8.0 

NM 

-1.50 

NTERNATIONAL  FLAVORS  &  FRAGRANCES  IFF  478.2 

30 

961.9 

30 

33.0 

-33 

53.3 

-43 

6.9 

13.3 

15.5 

32 

0.87 

NTERNATIONAL  SPECIALTY  PRODUCTS  ISF 

1       203.3 

1 

406.5 

2 

0.1 

-99 

23.0 

31 

0.0 

4.9 

15.0 

7 

1.48 

LUBRIZOLLZ 

487.8 

8 

942.4 

5 

32.0 

1 

50.5 

-18 

6.6 

7.0 

14.1 

17 

2.06 

LYONDELL  CHEMICAL  LYO  t 

902.0 

8 

1759.0 

-17 

4.0 

-94 

-30.0 

NM 

0.4 

6.7 

5.6 

29 

0.49 

MONSANTO  MON 

2011.0 

2 

3317.0 

1 

391.0 

73 

446.0 

66 

19.4 

11.5 

4.7 

NA 

NA 

NL  INDUSTRIES  NL 

220.1 

-12 

446.2 

-7 

25.4 

-60 

60.0 

-31 

11.5 

25.2 

36.6 

6 

2.55 

OM  GROUP  OMG 

216.6 

-21 

452.2 

7 

20.2 

9 

39.8 

19 

9.3 

6.7 

14.5 

18 

3.20 

PRAXAIR  PX 

1314.0 

4 

2649.0 

6 

126.0 

3 

252.0 

7 

9.6 

9.6 

15.7 

19 

2.33 

ROHM  &  HAAS  ROH 

1408.0" 

-14 

2980.0 

-8 

-208.0 

NM 

-160.0 

NM 

NM 

3.6 

-0.2 

NM 

-0.02 

SCHULMAN  (A.)  SHLM  ,4) 

252.6 

-8 

491.5 

-6 

6.5 

-31 

7.9 

-59 

2.6 

3.4 

4.4 

28 

0.47 

SENSIENT  TECHNOLOGIES  SXT 

203.9 

0 

399  6 

-2 

18.3 

2 

29.3 

-21 

9.0 

8.8 

11.7 

20 

1.01 

CONGLOMERATES 

II 

JDUSTRY  COMPOSITE 

49078.3 

-3 

96270.6 

-2 

4181.2 

-8 

7505.4 

-8 

8.5 

9.0 

21.0 

33 

1.30 

i    A 

LLEGHENY  TECHNOLOGIES  ATI 

554.7 

-13 

1097.2 

-13 

6.2 

-86 

12.6 

-85 

1.1 

6.8 

5.9 

24 

0.76 

ANIXTER  INTERNATIONAL  AXE 

839.8 

-9 

1720.1 

2 

18.7 

-18 

39.6 

2 

2.2 

2.5 

14,2 

15 

2.00 

1    GENERAL  ELECTRIC  GE 

31977.0" 

-3 

62470.0 

-1 

3897.0 

15 

6914.0 

16 

12.2 

10.3 

26.9 

32 

1.37 

HONEYWELL  INTERNATIONAL  HON 

6066.0 

-4 

12010.0 

-3 

50.0 

-92 

91.0 

-92 

0.8 

9.8 

6.5 

48 

0.77 

IKON  OFFICE  SOLUTIONS  IKN  "» 

1311.2 

-6 

2672.4 

-3 

26.0 

-13 

42.7 

-34 

2.0 

2.1 

5.3 

16 

0.53 

.    PALLPLL15' 

321.1 

1 

625.8 

2 

36.9 

-12 

66.8 

-12 

11.5 

13.1 

18.1 

21 

1.12 

TEXTRON  TXT 

3288.0" 

0 

6328.0 

-4 

126.0 

-30 

239.0 

-29 

3.8 

5.5 

4.5 

42 

1.28 

TRW  TRW 

4276.0 

-4 

8443.0 

-7 

3.0 

-99 

58.0 

-86 

0.1 

4.5 

3.5 

62 

0.70 

VIAD 

444.6 

7 

904  1 

2 

17  4 

-59 

41.7 

-39 

3.9 

8.9 

15.8 

19 

1.32 

CONSUMER  PRODUCTS 

INDUSTRY  COMPOSITE 

71867.6 

6 

142031.9 

7 

6568.4 

4 

11940.8 

8 

9.1 

9.3 

27.8 

22 

1.87 

(A)  APPAREL 

G 

ROUP  COMPOSITE 

7404.4 

7 

14586.7 

7 

343.3 

12 

653.4 

1 

4.6 

4.5 

16.2 

18 

2.21 

B 

ROWN  SHOE  BWS  "" 

436.1 

10 

843.8 

12 

6.4 

-2 

11.4 

9 

1.5 

1.7 

13.3 

8 

2.04 

KELLWOODKWD11" 

709.4 

9 

1249.7 

13 

25.1 

-13 

23.5 

-32 

3.5 

4.5 

12.6 

8 

2.50 

LIZ  CLAIBORNE  LIZ 

727.0 

10 

1553.7 

6 

32.5 

3 

78.0 

0 

4.5 

4.8 

20.2 

15 

3.51 

NIKENKE17' 

2483.3 

9 

4653.4 

5 

162.7 

29 

260.1 

-4 

6.6 

5.5 

16.9 

22 

2.16 

OXFORD  INDUSTRIES  OXM  17) 

215.9 

-12 

413.3 

-5 

5.3 

-28 

9.2 

-23 

2.4 

3.0 

9.1 

11 

2.05 

PHILLIPS-VAN  HEUSEN  PVH  "" 

366.9 

18 

741.0 

22 

0.6 

NM 

7.1 

888 

0.2 

NM 

12.1 

12 

1.19 

REEBOK  INTERNATIONAL  RBK 

711.0 

4 

1481.0 

2 

14.1 

33 

55.3 

31 

2.0 

1.6 

14.2 

21 

1.56 

SKECHERS  U.S.A.  SKX 

230.9 

41 

458.4 

54 

16.8 

40 

33.9 

81 

7.3 

7.3 

32.0 

14 

1.55 

TIMBERLAND  TBL 

200.9 

13 

446.3 

16 

10.5 

-6 

28.0 

9 

5.2 

6.3 

39.6 

12 

3.00 

VF  VFC 

1323.0 

-1 

2746.3 

2 

69.4 

-8 

146.9 

-4 

5.2 

5.7 

11.5 

17 

2.23 

(B)  APPLIANCES  &  HOME  FURNISHINGS 

G 

ROUP  COMPOSITE 

14068.3 

1 

31758.9 

5 

316.1 

-46 

994.6 

-31 

2.2 

4.2 

15.5 

27 

1.22 

B 

ED  BATH  &  BEYOND  BB8Y(,0> 

575.8 

25 

1321.9 

29 

30.0 

28 

94.3 

31 

5.2 

5.1 

20.5 

53 

0.61 

BEST  BUY  BBYII0) 

3697.0 

25 

9158.6 

26 

55.0 

-24 

244.7 

4 

1.5 

2.4 

19.7 

38 

1.78 

CIRCUIT  CITY  GROUP  CC  l,0) 

1881.7 

-23 

5058.8 

-15 

10.1 

-82 

111.3 

-49 

0.5 

2.3 

4.5 

37 

0.49 

FURNITURE  BRANDS  INTERNATIONAL  FBN 

459.6 

-14 

965.8 

-12 

1.6 

-95 

21.3 

-65 

0.4 

5.7 

11.2 

21 

1.36 

LA-Z-BOY  LZB  <81 

594.8 

-9 

1126.2 

9 

10.3 

-65 

26.4 

-48 

1.7 

4.5 

9.9 

17 

1.13 

LEGGETT  &  PLATT  LEG 

1035.2 

-6 

2088.5 

-2 

50.9 

-33 

96.9 

-35 

4.9 

7.0 

11.4 

23 

1.05 

LINENS 'N  THINGS  LIN 

387.7 

14 

767.0 

15 

4.6 

-34 

9.3 

-23 

1.2 

2.0 

13.0 

17 

1.51 

MAYTAG  MYG 

1069.0 

-3 

2145.5 

-2 

25.5 

-66 

101.8 

-33 

2.4 

6.9 

57.0 

17 

1.92 

PIER  1  IMPORTS  PIR  "ol 

325.4" 

9 

755.9 

11 

12.3 

-27 

48.8 

-4 

3.8 

5.6 

17.0 

13 

0.93 

RADIOSHACK  RSH 

1039.5 

2 

2179.0 

5 

41.2 

-45 

87.7 

-40 

4.0 

7.4 

35.6 

18 

1.57 

WHIRLPOOL  WHR 

2585.0 

0 

5101.0 

-1 

74.0 

-39 

107.0 

-54 

2.9 

4,7 

15,4 

19 

3.61 

WILLIAMS-SONOMA  WSM"" 

417.6 

14 

1090.7 

17 

0.5 

-90 

45.0 

-16 

0.1 

1.3 

12.2 

41 

0.92 

(C) BEVERAGES 

GROUP  COMPOSITE 

21899.4 

3 

40480.0 

4 

2652.5 

16 

4452.9 

45 

12.1 

10.8 

27.2 

29 

1.46 

ANHEUSER-BUSCH  BUD 

3381.3 

4 

6361.9 

5 

523.7 

10 

918.1 

11 

15.5 

14.6 

39.7 

24 

1.80 

BROWN-FORMAN  BF.B  (8) 

444.3 

3 

939.6 

1 

54.1 

4 

110.4 

3 

12.2 

12.0 

205 

20 

3.40 

COCA-COLA  KO 

5293.0 

-4 

9772.0 

0 

1118.0 

21 

1991.0 

129 

21.1 

16.9 

33.0 

34 

1.33 

COCA-COLA  ENTERPRISES  CCE 

4105.0 

2 

7457.0 

2 

115.0 

-7 

31.0 

-66 

2.8 

3.1 

6.3 

36 

0.41 

CONSTELLATION  BRANDS  STZ  <"» 

642.1 

10 

1186.1 

6 

23.8 

33 

42.2 

26 

3.7 

3.1 

13.2 

15 

2.68 

COORS (ADOLPH)  RKY 

692.7 

3 

1236.4 

5 

49.9 

3 

68.2 

8 

7.2 

7.2 

12.1 

16 

3.05 

PEPSI  BOTTLING  GROUP  PBG 

2060.0 

8 

3707.0 

7 

116.0 

36 

142.0 

39 

5.6 

4.4 

16.4 

24 

1.79 

PEPSICO  PEP 

5281.0 

7 

9820.0 

8 

652.0 

16 

1150.0 

17 

12.3 

11.4 

27.2 

29 

1.59 

BusinessWee 

■k  /  AugL 
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IORPORATE  SCOREBOJ 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2001           2000 
$  MIL.            % 

6 

MONTHS 

2001 

$  MIL. 

CHANGE 

FROM 

2000 

% 

MARGINS 

2ND           2ND 

QUARTER     QUARTER 

2001          2000 

%              % 

COMPANY  SYMBOL 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
6-30 

PRICE 

EARNINGS 

RATIO 

7-26 

12 
MONTH! 
EARNINC 

PER 
SHARE 

2ND 

QUARTER 

2001 

$  MIL. 

CHANGE 

FROM 

2000 

% 

6 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

(D)  PERSONAL  CARE 

G 
A 

ROUP  COMPOSITE 

6935.3 

1462.7 

0         13331.1 

0 

719.8 

-2 

1309.2 

-A 

10.4 

10.6 

59.5 

33 

1.16 

VON  PRODUCTS  AVP 

5 

2820.5 

4 

137.7 

10 

219.7 

12 

9.4 

9.0 

NM 

22 

2.11 

COLGATE-PALMOLIVE  CL 

2329.6 

0 

4622.2 

1 

287.2 

10 

555.1 

11 

12.3 

11.2 

97.0 

30 

1.81 

DIAL  DL 

429.2 

5 

830.7 

6 

14.7 

NM 

27.8 

23 

3.4 

0.3 

-1.8 

NM 

0.06 

ECOLAB  ECL 

595.8 

4 

1176.7 

7 

48.2 

0 

92.6 

2 

8.1 

8.5 

25.7 

25 

1.61 

GILLETTE  G 

?  1  1 8  0 

-5 

3881  0 

-6 

23?  0 

-22 

414.0 

-26 

11.0 

13.3 

31.7 

44 

0  64 

(1 
G 
P 

i)  TOBACCO 

ROUP  COMPOS 

ITE 

0 

21560.2 

18869.0 

14  41875.2 

15  36851.0 

14 

15 

2536.7 

6 

4530.7 

-1 

11.8 

12.7 

32.7 

12 

3.70 

HILIP  MORRIS  M 

2288.0 

5 

4074.0 

-3 

12.1 

13.2 

43.0 

12 

3.76 

R.J.  REYNOLDS  TOBACCO  HOLDINGS  FUR 

2269.0 

11 

4219.0 

7 

127.0 

17 

227.0 

20 

5.6 

5.3 

4.6 

13 

3.86 

UST  UST 

422.2 

8 

805.2 

6 

121.7 

8 

229.7 

7 

28  8 

28.6 

147.2 

11 

2.79 

7 

CONTAINERS  &  PACKAGING 

INDUSTRY  COM 

(A)  GLASS,  ME 

GROUP  COMPOJ 
BALL  BLL 

30SITE 

14107.6 

-1         27617.3 

0 

373.4 

-23 

614.3 

-34 

2.6 

3.4 

4.8 

36 

0.55 

TAL  &  PLASTIC 

ITE 

4705.8 

-2 

8963.4 

-2 

98.0 

30 

117.6 

-35 

2.1 

1.6 

-11.1 

NM 

-1.40 

992.6 

0 

1842.6 

0 

-162.1 

NM 

-143.6 

NM 

NM 

NM 

-13.2 

NM 

-3.25 

CROWN  CORK  &  SEAL  CCK 

1878.0 

-3 

3536.0 

-3 

5.0 

NM 

-45.0 

NM 

0.3 

NM 

-12.6 

NM 

-1.90 

OWENS-ILLINOIS  01 

1389.8 

-4 

2695.9 

-4 

247.6 

180 

296.5 

101 

17.8 

6.1 

-10.4 

NM 

-1.00 

SILGAN  HOLDINGS  SLGN 

445.4 

4 

888.9 

5 

7  5 

21 

9.7 

-16 

1.7 

1.4 

NM 

13 

1  87 

(1 

G 

B 

i)  PAPER 

ROUP  COMPOSITE 

9401.8 

-1          18653.9 

0 

275.4 

-33 

496.7 

-34 

2.9 

4.3 

9.1 

21 

1.09 

EMIS  BMS 

581.6 

8 

1159.0 

10 

35.5 

0 

65.2 

0 

6.1 

6.6 

15.7 

17 

2.46  1 

CARAUSTAR  INDUSTRIES  CSAR 

216.3 

-15 

436.4 

-13 

0.4 

-96 

-7.8 

NM 

0.2 

3.7 

-3.9 

NM 

-0.42  1 

GRAPHIC  PACKAGING  INTERNATIONAL  GPK       283.3 

8 

571.7 

9 

3.7 

NM 

7.4 

NM 

1.3 

NM 

-1.2 

NM 

-0.02  1 

GREIF  BROS.  GBCOA  l2! 

349.6 

55 

561.3 

24 

23.0 

64 

61.5 

66 

6.6 

6.2 

17.2 

8 

4.48  1 

LONGVIEW  FIBRE  LFB  (2) 

214.1 

-1 

433.6 

3 

4.4 

-64 

12.5 

-29 

2.0 

5.6 

7.6 

20 

0.64  1 

PACKAGING  CORP.  OF  AMERICA  PKG 

467.0 

-5 

921.6 

-5 

31.3 

-6 

59.4 

2 

6.7 

6.8 

24.3 

12 

1.59  1 

PACTIV  PTV 

745.0 

-9 

1440.0 

-8 

45.0 

15 

74.0 

9 

6.0 

4.8 

7.5 

20 

0.76  1 

PLAYTEX  PRODUCTS  PYX 

224.1 

-2 

444.9 

-2 

12.1 

-14 

25.0 

-15 

5.4 

6.1 

NM 

20 

0.51  1 

POTLATCH  PCH 

456.4 

-1 

900.5 

-4 

-9.8 

NM 

-41.2 

NM 

NM 

NM 

-9.0 

NM 

-2.38  1 

ROCK-TENNRKT'31 

357.1 

-4 

724.5 

-2 

9.1 

250 

16.4 

NM 

2.6 

0.7 

6.8 

15 

0.80  1 

SEALED  AIR  SEE 

761.6 

1 

1519.9 

1 

39.3 

-27 

73.8 

-32 

5.2 

7.1 

23.3 

25 

1.59  1 

SMURFIT-STONE  CONTAINER  SSCC 

2115.0 

-3 

4298.0 

2 

17.0 

-45 

36.0 

-49 

0.8 

1.4 

7.2 

22 

0.73  1 

SONOCO  PRODUCTS  SON 

647.7 

-6 

1280.4 

-6 

16.9 

-63 

21.6 

-76 

2.6 

6.7 

12.4 

26 

0.99  1 

TEMPLE-INLAND  TIN 

1062.0 

-3 

2115.0 

-2 

29.0 

-53 

41.0 

-65 

2.7 

5.6 

6.5 

24 

2.41  1 

WESTVACO  W  (21 

921.1 

2 

1 84  /  2 

8 

18.5 

-74 

51.8 

57 

2.0 

7.8 

8.0 

14 

1.84  1 

■■Hlil'l 

NT  &  FASHION  RETAILING 

INDUSTRY  COMPOSITE 

162832.9 

7       35 

9925.1 

8 

3420.0 

-22 

9508.1 

-22 

2.1 

2.9 

11.7 

36.4 

41 

25 

0.91  1 

ABERCROMBIE  &  FITCH  ANF(I,) 

263.7 

29 

703.1 

24 

20.6 

27 

97.8 

5 

7.8 

7.9 

1.59  1 

ALBERTO-CULVER  ACV  (3) 

634.4 

11 

1257.0 

12 

29.1 

14 

55.0 

14 

4.6 

4.4 

15.2 

23 

1.86  1 

AMAZON.COM  AMZN 

667.6 

16 

1368.0 

19 

-168.4 

NM 

-392.0 

NM 

NM 

NM 

NM 

NM 

-3.31  1 

AMERICAN  EAGLE  OUTFITTERS  AEOS  m» 

251.5 

41 

675.3 

46 

15.5 

23 

64.7 

30 

6.2 

7.1 

24.5 

29 

1.34  1 

AMES  DEPARTMENT  STORES  AMES  "» 

793. 7" 

-4 

2124.3 

1 

-27.7 

NM 

-172.9 

NM 

NM 

NM 

-62.8 

NM 

-7.90  1 

ANNTAYLOR  STORES  ANN  (nl 

307.1'* 

11 

650.7 

13 

10.9 

-3 

14.7 

46 

3.6 

4.1 

8.9 

18 

1.75  1 

AUTOZONE  AZO  "" 

1140.0 

8 

2114.0 

7 

63.5 

-6 

95.3 

10 

5.6 

6.3 

28.6 

23 

2.12  1 

BARNES  &  NOBLE  BKS  "" 

1009.6 

13 

2615.0 

18 

-11.5 

NM 

-45.5 

NM 

NM 

NM 

-7.7 

NM 

-0.93  1 

BIG  LOTS  BLI1"1 

773.6 

7 

1885.6 

11 

0.3 

-98 

68.5 

-12 

0.0 

2.0 

9.0 

17 

0.75  1 

BJ'S  WHOLESALE  CLUB  BJ  <"> 

1162.0 

11 

2668.1 

15 

23.0 

27 

77.8 

18 

2.0 

1.7 

19.8 

29 

1.84  1 

BORDERS  GROUP  BGPm) 

729.9 

7 

1922.0 

10 

-18.9 

NM 

56.8 

43 

NM 

0.1 

6.7 

34 

0.67  1 

CDW  COMPUTER  CENTERS  CDWC 

995.0 

5 

1982.3 

10 

43.0 

7 

83.5 

11 

4.3 

4.2 

25.9 

23 

1   'HI 

CHARMING  SHOPPES  CHRS <"> 

394.8 

4 

829.4 

14 

8.4 

1 

17.5 

4 

2.1 

2.2 

10.2 

13 

0.48 

CLAIRE'S  STORES  CLE  <"' 

235.3 

1 

564.2 

5 

7.7 

94 

37.8 

16 

3.3 

1.7 

17.1 

13 

1.39 

COLE  NATIONAL  CNJ lm 

270.3 

5 

569.1 

8 

0.6 

NM 

4.4 

NM 

0.2 

NM 

2.8 

51 

0.27 

COSTCO  WHOLESALE  COST  l4) 

7718.9" 

12           ] 

6025.2 

10 

105.3 

13 

281.8 

/ 

1.4 

1.7 

13.1 

32 

1.32 

CSK  AUTO  CAO  "" 

356.1 

0 

708.2 

3 

2.3 

60 

-2.8 

NM 

0.6 

1.6 

1.1 

NM 

ii  nt,    i 

DILLARD'S  ODS  <"> 

1977.6*" 

-8 

4639.5 

2 

25.8 

-53 

85.0 

5 

1.3 

2.6 

2.5 

19 

0.76 

DOLLAR  TREE  STORES  DLTR 

440.4 

15 

827.7 

16 

21.7 

1 

32.4 

9 

4.9 

5.6 

21.5 

25 

1.05 

FAMILY  DOLLAR  STORES  EDO  (4) 

887.0 

15 

1924.4 

18 

53.5 

7 

113.9 

8 

6.0 

6.5 

19.9 

28 

1,08 

FASTENAL  FAST 

204.9 

9 

405.9 

11 

19.0 

9 

39.8 

-3 

9.3 

111 

20.1 

31 

2.10 

FEDERATED  DEPARTMENT  STORES  FD  "" 

3822.0*' 

-5 

9937.0 

1 

58.0 

-35 

390.0 

27 

1.5 

2.2 

1  1 

NM 

1.02 

FOOTSTAR 

649.0 

10 

1166.1 

13 

16.1 

5 

12.0 

34 

2.5 

2.6 

15.9 

13 

2.66 

FRED'S  fF.'ED1'" 

207.4 

18 

452.0 

21 

4.2 

24 

10.2 

41 

2.0 

1.9 

9.5 

24 

1  04 

3179.7 

16 

7758.7 

18 

115.5 

5] 

187  .' 

40 

3.6 

8.6 

24.6 

31 

0.86 

GOODY'S  FAMILY  CLOTHING  GDYS  "" 

263.3 

5 

663.5 

1 

17 

NM 

9.4 

83 

NM 

1.5 

3.3 

1 

0.23 

Hf.MEDEPCf  :,, 

122000 

10          ; 

'2663.0 

12 

632.0 

0 

1097.0 

9 

5.2 

5.7 

L6  5 

45 

1   1  1 

266.2 

598.6 

14 

129.6 

NM 

190.1 

NM 

NM 

NM 

NM 

NM 

!NT!MATE  BRANDS  IBI"" 

2965.4 

3 

35.1 

48 

256.7 

!6 

1  A 

v!  g 

20 

0.81 

"•  i  I  I,  2001 


IN  SEARCH  OF  SOFTWARE,  THE  VISITORS  FROM  A  PARALLEL  UNIVERSE  HAD  UNCOVERED  AN  AWESOME  POWER... 

LOTUS  for  COLLABORATIVE  COMMERCE 

Log  Entry,  Day  33:  People  here  interact  seamlessly  online  with  customers,  suppliers  and  fellow 
employees,  using  Lotus  Collaborative  Commerce  solutions  -  enhancing  workflow  via  real-time  communication 
and  online  workrooms.  They  see  opportunities  and  they  respond.  Fast.  See  demo  at  lotus.com/visitcommerce 


I  &  business  software 


IT'S  A  DIFFERENT  KIND  of  WORLD. 

YOU  NEED  A  DIFFERENT  KIND  of  SOFTWARE. 


COMPANY  SYMBOL                                     SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2001           2000 
$  MIL.            % 

6 

MONTHS 
2001 
$MIL 

CHANGE 
FROM 
2000 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

2001          2000 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 
ENDING 
6-30 

PRICE- 
EARNINGS 

RATIO 
7-26 

12 

MONTH: 

EARNINI 

PER 

SHARE 

2ND 

QUARTER 

2001 

$  MIL. 

CHANGE 
FROM 
2000 

% 

6 

MONTHS 
2001 
SMIL 

CHANGE 

FROM 

2001 

% 

JO-ANN  STORES  JAS  A  ""                                   328.9 

1 

825.3 

6 

-5.8 

NM 

-15.5 

NM 

NM 

0.9 

-9.3 

NM 

-1.24 

KMART  KM""                                                 8337.0 

2 

19973.0 

3 

-25.0 

NM 

224.0 

-48 

NM 

0.3 

-4.8 

NM 

-0.59 

KOHL'S  KSS  ""                                                 1488.3 

21 

3711.4 

31 

75.1 

43 

253.6 

46 

5.0 

4.3 

17.0 

49 

1.16 

LANDS' END  LE""                                             311.1 

9 

849.7 

10 

5.9 

NM 

37.7 

32 

1.9 

0.1 

12.5 

32 

1.33 

LIMITED  LTD""                                               2126.8 

0 

5648.8 

4 

30.7 

-51 

268.8 

-29 

1.4 

3.0 

17.0 

19 

0.89 

LOWE'S  LOW1'"                                               5276.4 

18 

9819.4 

19 

225.3 

20 

366.1 

9 

4.3 

4.2 

14.7 

36 

1.11 

MAY  DEPARTMENT  STORES  MAY  ""               3153.0** 

3 

8157.0 

6 

109.0 

-9 

627.0 

-1 

3.5 

3.9 

21.3 

12 

2.62 

MEN'S  WEARHOUSE  MW""                               304.7 

6 

751.6 

10 

12.7 

-5 

51.0 

16 

4.2 

4.7 

17.6 

12 

1.99 

MICHAELS  STORES  MIKE""                              524.7 

11 

1340.2 

17 

7.3 

-28 

57.4 

-2 

1.4 

2.1 

10.8 

19 

2.26 

NEIMAN  MARCUS  GROUP  NMG  A  (5)                   681.5 

0 

1582.4 

1 

38.2 

-15 

78.1 

-10 

5.6 

6.6 

14.2 

11 

2.86 

NORDSTROM  JWN""                                       1255.2** 

6 

2940.3 

7 

24.8 

-25 

51.8 

-48 

2.0 

2.8 

7.5 

30 

0.71 

OFFICE  DEPOT  ODP                                           2553.5 

-3 

5571.4 

-2 

42.0 

-28 

98.3 

-41 

1.6 

2.2 

-1.1 

NM 

-0.01 

OFFICEMAX  OMXn"                                       1194.0 

-11 

2617.2 

-4 

-16.6 

NM 

-101.5 

NM 

NM 

NM 

-15.6 

NM 

-1.33 

O'REILLY  AUTOMOTIVE  OR  LY                              280. 7 

24 

519.7 

23 

18.0 

25 

30.3 

17 

6.4 

6.3 

11.1 

33 

1.08 

PAYLESSSHOESOURCEPSS""                        768.3 

8 

1468.4 

12 

29.7 

2 

43.6 

-2 

3.9 

4.1 

28.4 

10 

5.44- 

PC  CONNECTION  PCCC                                        297.3 

-19 

599.1 

-14 

1.4 

-83 

3.9 

-75 

0.5 

2.3 

13.7 

18 

0.77 

PENNEY  (J.C.)JCP""                                      7522.0 

0 

17095.0 

-1 

41.0 

NM 

-282.0 

NM 

0.5 

NM 

-7.6 

NM 

-1.53 

PEP  BOYS-MANNY,  MOE  &  JACK  PBY  "  "           551.4 

-10 

1098.8 

-6 

9.1 

107 

10.4 

NM 

1.7 

0.7 

-8.1 

NM 

-0.94 

PETSMARTPETM""                                          582.2 

9 

1192.5 

8 

0.8 

NM 

-26.4 

NM 

0.1 

NM 

-11.6 

NM 

-0.29 

ROSS  STORES  ROST""                                     674.4 

6 

1453.5 

9 

34.7 

-15 

79.9 

-4 

5.1 

6.4 

30.7 

13 

1.78 

SAKSSKS""                                                   1464.4** 

-2 

3587.8 

1 

15.9 

-53 

71.2 

-54 

1.1 

2.3 

2.5 

27 

0.40 

SEARS,  ROEBUCK  S                                        10226.0 

2 

19083.0 

1 

-197.0 

NM 

-21.0 

NM 

NM 

3.9 

11.6 

23 

2.06 

SHERWIN-WILLIAMS  SHW                                  1407.5 

-2 

2565.9 

-3 

90.5 

-22 

127.4 

-19 

6.4 

8.1 

-0.9 

NM 

-0.06 

SHOPKO  STORES  SKO""                                   785.0 

4 

1922.4 

8 

-4.0 

NM 

-51.3 

NM 

NM 

0.1 

-8.3 

NM 

-1.88 

SPIEGEL  SPGLA                                                     831.9 

-4 

1581.4 

-4 

5.0 

-81 

-7.2 

NM 

0.6 

3.0 

8.9 

18 

0.55 

SPORTS  AUTHORITY  TSA""                              340.1 

-3 

760.3 

-2 

-6.0 

NM 

6.9 

NM 

NM 

NM 

6.6 

13 

0.28 

STAPLES  SPLS""                                            2667.1 

4 

5781.9 

11 

39.5 

-11 

-72.2 

NM 

1.5 

1.7 

3.0 

NM 

0.11 

STEIN  MART  SMRT                                             320.7 

10 

591.6 

10 

10.9 

-21 

9.5 

-36 

3.4 

4.8 

17.0 

10 

0.80 

TALBOTSTLB""                                             401.1** 

10 

874.2 

17 

40.1 

23 

73.1 

53 

10.0 

9.0 

21.8 

22 

1.90 

TARGET  TGT""                                                8345.0** 

8 

20669.0 

11 

254.0 

6 

806.0 

6 

3.0 

3.1 

19.0 

26 

1.41 

TIFFANY  TIF""                                                      336.4** 

-3 

912.8 

0 

30.8 

1 

115.4 

0 

9.1 

8.8 

20.2 

30 

1.26 

TJX  TJX  ""                                                       2270.9 

8 

5022.2 

8 

123.7 

-5 

258.9 

-3 

5.4 

6.2 

43.8 

18 

1.87 

TOYS 'R' US  TOY""                                         2061.0 

-11 

6860.0 

-7 

-18.0 

NM 

233.0 

-48 

NM 

9.3 

5.0 

27 

0.86 

TRACTOR  SUPPLY  TSCO                                     267  5 

15 

430.0 

13 

15.6 

48 

13.8 

44 

5.8 

4.5 

12.3 

10 

2.33 

VALUE  CITY  DEPARTMENT  STORES  VCD  ""      532.7 

15 

1201.9 

22 

-7.8 

NM 

-30.7 

NM 

NM 

0.0 

-45.5 

NM 

-3.26 

VENATOR  GROUP  Z""                                    1072  0 

3 

2328.0 

5 

32.0 

39 

74.0 

-33 

3.0 

2.2 

11.8 

19 

0.83 

WAL-MART  STORES  WMT  ""                         48052.0 

12 

104608.0 

11 

1380.0 

4 

3384.0 

4 

2.9 

3.1 

19.9 

39 

1.41 

ZALEZLC'51                                                        411.5 

14 

12668 

15 

3.5 

-67 

75.0 

-21 

0.8 

2.9 

11  0 

13 

2.61 

»-M^-<»>l;l[.*^.'»*-M^r{-];ir..£M 

m 

INDUSTRY  COMPOSITE                            47433.2 

-14 

101245.1 

-5  - 

11840.6 

NM    - 

-12187.1 

NM 

NM 

11.7 

-1.2 

NM 

-1.54 

(A)  ELECTRICAL  PRODUCTS 

GROUP  COMPOSITE                                   4276.2 

-7 

8672.7 

-3 

148.7 

-54 

374.8 

-43 

3.5 

7.1 

14.4 

13 

1.59 

AMERICAN  POWER  CONVERSION  APCC              364.5 

-1 

724.2 

7 

34.8 

1 

62.0 

-25 

9.5 

9.5 

12.5 

17 

0.74 

AMETEKAME                                                      261.4 

2 

525.5 

3 

18.7 

8 

36.9 

9 

7.1 

6.7 

23.8 

14 

2.17 

COOPER  INDUSTRIES  CBE                                 1073.0 

-8 

2168.1 

-2 

68.0 

-27 

124.4 

-30 

6.3 

8.0 

15.8 

12 

3.24 

GENLYTE  GROUP  GLYT                                        257.8 

2 

502.6 

1 

9.1 

6 

16.8 

3 

3.5 

3.4 

15.8 

11 

2.72 

HUBBELL  HUB.B                                                 341.2 

-4 

685.3 

-4 

21.8 

48 

43.0 

-44 

6.4 

11.7 

13.7 

17 

1.76 

NATIONAL  SERVICE  INDUSTRIES  NSI  l4)             649.0 

1 

1256.4 

0 

12.6 

39 

28.4 

-31 

1.9 

3.2 

11.7 

11 

1.92 

ROCKWELL  INTERNATIONAL  ROK  (3)                1021.0 

-14 

2184.0 

-7 

-27.0 

NM 

44.0 

-77 

NM 

7.7 

16.1 

11 

1.40 

SMITH  (A.O.)  AOS                                               308.2 

10 

626.5 

9 

10  7 

-39 

19  2 

39 

3.5 

5.2 

6.3 

15 

1.23 

(B)  ELECTRONICS 

GROUP  COMPOSITE                                    13193.0 
ANDREW  ANDW(3)                                                 241.8 

-12 
-7 

26579.0 

476.3 

-9 

5 

-1101.6 

NM 

-1614.0 

NM 

NM 

2.4 

-5.3 

NM 

-0.42 

12.2 

41 

20.4 

-47 

5.1 

8.1 

11.4 

25 

0.81 

AVAYAAV'31                                                         1714.0 

-10 

3566.0 

7 

24.0 

-27 

-40.0 

NM 

1.4 

1.7 

73.0 

NM 

2.15 

HARRIS  HRS  (6)                                                      528.5 

3 

1007.8 

4 

29.1 

77 

40.2 

NM 

5.5 

3.2 

1.9 

92 

0.32 

HUGHES  ELECTRONICS  GMH                            1 985. 1 

8 

3878.1 

10 

-156.5 

NM 

-254,4 

NM 

NM 

NM 

-4.9 

NM 

-0.42 

L-3  COMMUNICATIONS  HOLDINGS  LLL               56 1 .6 

22 

1023.5 

22 

23.3 

42 

37.5 

37 

4.1 

3.6 

82 

29 

2.58 

MOTOROLA  MOT                                               7522.0 

-19 

15274.0 

-15 

-759.0 

NM 

-1292.0 

NM 

NM 

2.2 

3.8 

NM 

-0.30 

QUALCOMM/                                                    640.0 

-10 

13*,'    i 

-6 

274  / 

NM 

\?h  1 

NM 

NM 

.'1  / 

6  7 

NM 

0.46 

tC)  INSTRUMENTS 

GROUP  COMPOSITE                                   5815.1 

0 

12164.0 

4930.0 

9 

23 

327.3 

83.0 

-42 

857.9 

-10 

5.6 

9.7 

13.3 

23 

1.36 

AGILENT  TECHNOLOGIES  A  <■»                         2382.0 

11 

-41 

264.0 

16 

3.5 

6.5 

12.9 

17 

1.72 

APOGENTTf:.:  NOIGGIES                                   260.4 

23 

505.5 

18 

28.1 

58.3 

4 

10.8 

16.6 

12.4 

28 

0.90 

APPLIED  BIOSYSTEMS  GROUP  ABI  (B»                405. 1 

3 

844.9 

11 

47.6 

i 

105.3 

7 

11.8 

14.4 

30 

0.96 

DANAHEP                                                            956.6 

7 

1961.9 

12 

94.2 

16 

176.8 

16 

99 

9 

16  I 

24 

2.37 

PERKINELMER  PKI                                              390  8 

6 

795.3 

7 

30.9 

3 

54.8 

2 

/  '1 

8.1 

L2.6 

40 
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:OMPANY  SYMBOL                                     SALES 

CHANGE 
FROM 
2000 

MARGINS 

2ND           2ND 

QUARTER     QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 
7-26 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2001           2000 
$  MIL.            % 

6 
MONTHS 
2001 

SMIL 

2ND 
»|                                                                                       QUARTER 

2001 
SMIL 

CHANGE 

FROM 

2000 

% 

6 

MONTHS 

2001 

(Mil 

CHANGE 

FROM 

2000 

% 

12 

MONTHS' 

EARNINGS 

PER 

SHARE 

1KTR0NIX  TfK("                                              305.1 

1 

631.9 

9 

35.0 

11 

76.0 

417 

11.5 

10.5 

13.8 

16 

1,46 

•ERADYNE  1ER                                                   365.8 

-51 

971.0 

-29 

-40.2 

NM 

13.8 

-94 

NM 

17.2 

16.6 

19 

1.71 

HERMO  ELECTRON  TMO                                    542.5 

-6 

1115.6 

~A 

9.4 

-57 

31.2 

-14 

1.7 

3.7 

2.1 

69 

0.31 

VATERS  WAT                                                          206.8 

5 

407  8 

8 

39  3 

2 

77.7 

14 

19.0 

19  5 

31  6 

2  5 

1  20 

1 

D)  SEMICONDUCTORS  &  OTHER  COMPONENTS 

;ROUP  COMPOSITE                                   24148.8 
ADVANCED  MICRO  DEVICES  AMD                       985.3 

-19 

-16 

53829.4 

2174.0 

-6  - 

-4 

11214.9 

17.4 

NM    - 

-92 

11805.8 

NM 

NM 

17.5 

17.7 

-2.3 

19.8 

NM 

8 

-2.27 

142.2 

-64 

1.8 

2.21 

(GERE  SYSTEMS  AGRA  <31                                 927.0 

-22 

2118.0 

-6 

-1110.0 

NM 

-1258.0 

NM 

NM 

NM 

-19.3 

NM 

-0.89 

U.TERAALTR                                                      215  3 

-37 

502,7 

-18 

-89.2 

NM 

-26.2 

NM 

NM 

28.8 

25.9 

42 

0.71 

IMKOR  TECHNOLOGY  AMKR                               350.2 

-36 

830.8 

-25 

-116.3 

NM 

-185.5 

NM 

NM 

5.7 

-8.4 

NM 

-0.67 

WPHENOLAPH                                                     274  1 

-18 

590.8 

-7 

22.5 

-14 

51.0 

10 

8.2 

7.8 

258.0 

16 

2.63 

INALOG  DEVICES  ADI  ,21                                     601.4 

4 

1373.7 

28 

102.5 

-16 

292.9 

36 

17.0 

21.0 

25.9 

27 

1.79 

VTMEL  ATML                                                       367.0 

-23 

892.9 

-2 

0.0 

NM 

56,0 

-46 

NM 

12.8 

11.4 

22 

0.44 

1 

IVXAVX191                                                                  365.1 

39 

966.0 

-12 

29.4 

-76 

154.3 

-19 

8.1 

20.0 

31.7 

8 

2.71 

1ENCHMARK  ELECTRONICS  BHE                        317  4 

-22 

749.3 

-1 

-2.1 

NM 

3.0 

-46 

NM 

0.9 

4.2 

24 

0.89 

JROADCOM  8RCM                                               210.9 

-14 

521.4 

19 

-436.4 

NM 

-793.2 

NM 

NM 

22.8 

-33.2 

NM 

-6.66 

CONEXANT  SYSTEMS  CNXT  r3>                             200.1 

-62 

451.1 

-56 

-744.9 

NM 

-1007.0 

NM 

NM 

NM 

-47.2 

NM 

-5.26 

ttlRCHILD  SEMICONDUCTOR  INTL.  FCS             372.4 

15 

757.7 

-10 

-8.0 

NM 

-6.4 

NM 

NM 

13.7 

18.8 

15 

1.54 

NTEL  INTC                                                       6334.0 

-24 

13011.0 

-20 

196.0 

-94 

681.0 

-88 

3.1 

37.8 

14.7 

38 

0.78 

IABIL  CIRCUIT  JBL  •*                                          1046.5 

8 

2257.6 

25 

18.8 

-51 

59.5 

-17 

1.8 

4.0 

11.1 

40 

0.78 

IDS  UNIPHASE  JDSU  (6»                                         601.1 

15 

1521.2 

66 

-7889.3 

NM 

-9182.4 

NM 

NM 

NM 

-17.7 

NM 

-46.30 

.INEAR  TECHNOLOGY  LLTC  ""                            200.0 

-5 

482.0 

22 

84,8 

-4 

210.5 

28 

42.4 

42.0 

24.0 

33 

1.29 

.SI  LOGIC  LSI                                                         465.2 

-28 

982.4 

-22 

-312.5 

NM 

-343.7 

NM 

NM 

11.0 

-10.7 

NM 

-0.79 

VIICRON  TECHNOLOGY  MU  l4»                               818.3 

-47 

1884.0 

-31 

-301.1 

NM 

-305.2 

NM 

NM 

18.7 

10.8 

32 

1.29 

WOLEX  MOLX  ,61                                                     510.5 

17 

1110.3 

-6 

10.8 

-83 

71.6 

-42 

2.1 

10.6 

11.5 

33 

1.03 

NATIONAL  SEMICONDUCTOR  NSM  (7>                401  2 

-33 

876.8 

-23 

-44.4 

NM 

-5.2 

NM 

NM 

25.9 

13.9 

23 

1.30 

NVIDIA  NVDA""                                                    240.9 

62 

459.2 

66 

25.9 

41 

56.9 

73 

10.7 

12.3 

23.2 

60 

1.32 

ON  SEMICONDUCTOR  ONNN                               310  7 

-44 

671.2 

-35 

-152.2 

NM 

-195.2 

NM 

NM 

2.8 

NM 

NM 

-0.86 

PLEXUS  PLXS  ,3)                                                 253.2 

31 

533.5 

50 

7.4 

-29 

19.0 

-4 

2.9 

5.4 

10.7 

33 

1.06 

SANMINA  SANM  l3>                                                776.6 

-29 

1967.7 

-3 

30.1 

337 

92.3 

40 

3.9 

0.6 

15.5 

23 

0.90 

SOLECTRON  SLR  Ml                                             3983.4 

9 

9401.9 

43 

-185.7 

NM 

-63.8 

NM 

NM 

3.3 

5.5 

37 

0.46 

TEXAS  INSTRUMENTS  TXN                               2037.0 

-31 

4565.0 

-20 

-197.0 

NM 

33.0 

-98 

NM 

44.2 

10.7 

44 

0.77 

THOMAS  &BETTSTNB                                         385.4 

-5 

782.4 

-11 

-5.4 

NM 

-10.3 

NM 

NM 

NM 

-11.6 

NM 

-1.71 

11 

VIASYSTEMS  GROUP  VG                                   309  1 

-14 

698.3 

-6 

-184.5 

NM 

-203.3 

NM 

NM 

0.8 

NM 

NM 

-1.15 

XILINX  XLNX  (9>                                                   289.3 

-21 

696.3 

4 

18.5 

-80 

-143.6 

NM 

6.4 

25.7 

-2.1 

NM 

-0.12 

n  2J33B 

INDUSTRY  COMPOSITE                              98298.4 

9 

187431.2 

8 

2426.9 

0 

5158.1 

-3 

2.5 

2.7 

15.3 

23 

1.28 

(A)  FOOD  DISTRIBUTION 

GROUP  COMPOSITE                                      9913.5 

2 

18315.1 

3 

83.0 

-9 

1.3 

NM 

0.8 

0.9 

5.6 

27 

0.73 

ANDERSONS  ANDE                                              275.2 

5 

495.5 

6 

7.3 

8 

6.6 

-16 

2.6 

2.6 

9.4 

8 

1.18 

INTERNATIONAL  MULTIFOODS  IMC  "ol               666.1 

9 

1345.6 

12 

2.1 

-56 

4.7 

-59 

0.3 

0.8 

7.1 

22 

0.98 

NASH  FINCH  NAFC                                                    949.6" 

5 

1854.5 

4 

5.3 

21 

8.5 

29 

0.6 

0.5 

9.2 

19 

1.52 

SPARTAN  STORES  SPTN  (9)                                 832.5* 

15 

1698.1 

21 

5.6 

53 

8.9 

155 

0.7 

0.5 

11.2 

11 

1.34 

SUPERVALU  SVU  «""                                         6931.6 

0 

12418.4 

-1 

59.4 

-15 

-33.4 

NM 

0.9 

1.0 

3.9 

37 

0.54 

UNITED  NATURAL  FOODS  UNFI  (5>                     258  5 

13 

503  0 

9 

3.3 

86 

5,9 

NM 

1.3 

0.8 

9,0 

35 

0.63 

1 

(B)  FOOD  PROCESSINC 

GROUP  COMPOSITE                                 46968.9 
ARCHER  DANIELS  MIDLAND  ADM  (6)                 5345.3 

10 

9 

91918.9 

10475.6 

11 

1621.0 

-8 

3535.4 

-7 

3.5 

4.1 

15.4 

24 

21 

1.24 

12 

56.1 

-6 

149.2 

-8 

1.1 

1.2 

6.2 

0,61 

AURORA  FOODS  AOR                                         219.9 

2 

503.5 

1 

-9.0 

NM 

-16.8 

NM 

NM 

NM 

-7.5 

NM 

-0.54 

CAMPBELL  SOUP  CPB  <5)                                   1439.0 

3 

3396.0 

3 

122.0 

-12 

393.0 

-6 

8.5 

10.0 

NM 

18 

1.56 

CHIQUITA  BRANDS  INTERNATIONAL  CQB           595.4 

-1 

1172.7 

-7 

-11.0 

NM 

-6.9 

NM 

NM 

1.8 

-40.8 

NM 

-2.43 

CONAGRA  FOODS  CAG  (7)                                  6437.6 

5 

12835.6 

7 

121.4 

NM 

237.2 

194 

1.9 

NM 

16.7 

16 

1.33 

CORN  PRODUCTS  INTERNATIONAL  CPO             482  2 

2 

936.7 

2 

15.3 

-21 

29.7 

30 

3.2 

4.1 

5.8 

19 

1  49 

DEAN  FOODS  DF  l7)                                            1160.4 

13 

2253.7 

12 

1.8 

-93 

18.5 

-64 

0.2 

2.5 

10.6 

20 

2.07 

DOLE  FOOD  DOL                                                 1227.0 

-1 

2338.1 

-1 

37.0 

-18 

71.7 

-12 

3.0 

3.6 

10.2 

21 

1.03 

DREYER'S  GRAND  ICE  CREAM  DRYR                   384.8 

19 

656,9 

16 

7.0 

-44 

2.6 

-83 

1.8 

3.9 

5.7 

82 

0.35 

EARTHGRAINS  EGR  <9)                                        611.1 

2 

1208.3 

12 

14.4 

32 

20.0 

8 

2.4 

1.8 

2.4 

NM 

0.36 

GENERAL  MILLS  GIS  (7»                                   1806.0 

7 

3507.6 

6 

146.0 

34 

303.5 

16 

8.1 

6.4 

NM 

20 

2.28 

HEINZ  (H.J.)  HNZ  (el                                               2692.8 

4 

4962.4 

2 

-170.1 

NM 

100.4 

-63 

NM 

3.8 

31.0 

30 

1.41 

HERSHEY  FOODS  HSY                                         898.9 

7 

1979.1 

8 

52.4 

31 

131.3 

18 

5.8 

4.8 

30.4 

24 

2.57 

HINES  HORTICULTURE  HORT                            204  8 

3 

305.5 

6 

22.1 

-4 

23.3 

-8 

10.8 

11.6 

9.5 

8 

0.46 

HORMEL  FOODS  HRL121                                       1018  4 

16 

1965.9 

10 

38.9 

7 

80.4 

0 

38 

4.1 

18.4 

20 

1.23 

;  IBP  IBP                                                                 4359.3 

2 

8485.9 

3 

42.3 

-9 

62.3 

-22 

1.0 

1.1 

7.0 

21 

1.26 

INTERSTATE  BAKERIES  IBC  <71                          820.0 

-5 

1859.0 

-2 

15.1 

94 

22.9 

-19 

1.8 

0.9 

15.6 

20 

1.13 

KELLOGG  K                                                        2342.9 

30 

4050.2 

14 

114.6 

-24 

207.1 

-34 

4.9 

8.4 

60.3 

25 

1.19 

KRAFT  FOODS  KFT                                            8692.0 

25 

17059.0 

27 

505.0 

-11 

831.0 

-20 

5.8 

8.1 

7.8 

26 

1  22 
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CORPORATE  SCOREBOl 

company  symbol 

Mccormick  mkc  "' 

('Of 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2001           2000 
$  MIL.             % 

6 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

MARGINS 

2ND           2ND 

QUARTER     QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 

RATIO 
7-26 

12 

MONTH 

EARNINi 

PER 

SHARE 

Ml 

2ND 

QUARTER 
2001 
$  MIL 

CHANGE 
FROM 
2000 

% 

6 

MONTHS 
2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

567.1 

17 

1100.6 

16 

26.6 

10 

53.2 

9 

4.7 

5.0 

38  4 

21 

2.05 

PILGRIM'S  PRIDE  CHX  (31 

645.8 

65 

1187.4 

55 

25.3 

47 

15.5 

-41 

3.9 

4.4 

10.7 

15 

0.97 

m 

QUAKER  OATS  OAT 

1513.9 

8 

2740.5 

7 

169.9 

12 

279.4 

83 

11.2 

10.8 

112.2 

25 

3.5C 

RALSTON  PURINA  RAL  l3) 

707.2 

6 

1413.3 

4 

77.5 

16 

131.9 

-39 

11.0 

10.0 

56.8 

31 

1.02 

m 

SMITHFIELD  FOODS  SFD  (81 

1510.3 

8 

3047.7 

10 

53.5 

88 

134.4 

192 

3.5 

2.0 

21.1 

11 

4.06 

wfl 

STARBUCKS  SBUX13' 

662.8 

19 

1292.1 

21 

46.8 

34 

79.0 

35 

7.1 

6.3 

10.0 

58 

0.33 

m 

WRIGLEY  (WM.)  JR.  WWY 

623.9 

9 

1185.5 

10 

100.0 

9 

181.6 

9 

16.0 

16  2 

29.8 

32 

1.52 

■i 

(C)  FOOD  RETAILING 

Esn 

GROUP  COMPOSITE 
ALBERTSON'S  ABS11" 

41416.0 

8 

77197.2 

6 

723.0 

22 

1621.4 

21 

1.7 

1.5 

16.5 

21 

1.46 

pi 

9331.0 

4 

18875.0 

0 

186.0 

4 

406.0 

-8 

2.0 

2.0 

13.3 

17 

1.87 

m 

FOODARAMA  FSM  <21 

223.9 

6 

462.5 

9 

1.0 

187 

2.1 

90 

0.4 

0.2 

8.6 

11 

3.04 

H 

GREAT  ATLANTIC  &  PACIFIC  TEA  GAP  (,0) 

3388.3 

6 

5943.0 

6 

-7.1 

NM 

-17.9 

NM 

NM 

0.2 

-4.7 

NM 

-0.99 

m 

KROGER  KRln) 

15102.0 

5 

27794.0 

9 

304.0 

207 

672.0 

103 

2.0 

0.7 

34.5 

20 

1.29 

m 

PATHMARK  STORES  PTMK"" 

977.2 

NA 

NA 

NA 

-61.4 

NA 

NA 

NA 

NM 

NA 

-30.4 

NA 

NA 
-4.99" 

PENN  TRAFFIC  PNFT1'" 

608.4** 

3 

1300.1 

7 

-27.1 

NM 

-48.4 

NM 

NM 

NM 

-42.9 

NM 

RUDDICK  RDK  (3) 

702.3 

3 

1394.3 

4 

-16.9 

NM 

-24.1 

NM 

NM 

1.8 

-0.2 

NM 

-0.02 

ml 

SAFEWAY  SWY 

7986.2 

8 

15652.3 

8 

307.3 

9 

591.2 

13 

3.8 

3.8 

20.4 

20 

2.25 

;:;:i 

7-ELEVEN  SE 

2633.0** 

7 

4888.2 

6 

32.8 

-15 

35.1 

-34 

1.2 

1.6 

85.8 

17 

0.79 

m 

SMART  &  FINAL  SMF 

463.6 

5 

887.8 

5 

4.5 

40 

5.3 

39 

1.0 

0.7 

4.7 

25 

0.43 

& 

QK2II9HH 

u 

INDUSTRY  COMPOSITE 

159070.1 

9 

318190.0 

13 

12918.4 

25 

26745.6 

46 

8.1 

7.1 

24.1 

13 

3.33 

t'.' 

(A)  COAL,  OIL  &  GAS 

f\ 

GROUP  COMPOSITE 

145519.4 

7 

292433.6 

11 

11995.6 

22 

24772.7 

42 

8.2 

7.2 

26.5 

12 

3.84 

El . 

AMERADA  HESS  AHC 

3461.0 

31 

7644.0 

40 

357.0 

77 

694.0 

63 

10.3 

7.6 

27.9 

5 

14.44 

nil 

ANADARKO  PETROLEUM  APC 

2264.0 

203 

5315.0 

277 

402.0 

500 

1066.0 

811 

17.8 

9.0 

24.2 

8 

7.42 

km 

APACHE  APA 

796.0 

63 

1597.6 

71 

246.4 

71 

528.6 

102 

30.9 

29.5 

26.0 

7 

7.59 

Mi' 

ARCH  COAL  ACI 

364.3 

8 

739.7 

7 

0.8 

NM 

6.9 

NM 

0.2 

NM 

1.9 

69 

0.28 

ASHLAND  ASH  <3)  t 

2073.0 

-2 

3749.0 

-5 

197.0 

53 

223.0 

45 

9.5 

6.1 

17.3 

7 

5.36 

INI 

BURLINGTON  RESOURCES  BR 

917.0 

35 

2060.0 

48 

231.0 

146 

564.0 

230 

25.2 

13.8 

29.1 

8 

4.99 

IS 

CHEVRON  CHV 

11651.0 

-3 

22615.0 

1 

1324.0 

19 

2924.0 

35 

11.4 

9.3 

26.8 

10 

9.21 

?:> 

CONOCO  COC.B 

10366.0** 

10 

20940.0 

16 

552.0 

21 

1168.0 

37 

5.3 

4.8 

36.6 

9 

3.49 

r.i\ 

CONSOL  ENERGY  CNX  <6) 

575.6** 

11 

1166.3 

11 

49.3 

34 

150.1 

151 

8.6 

7.1 

52.2 

11 

2.33 

B 

EXXON  MOBIL  XOM 

56456.0 

1 

113756.0 

3 

4460.0 

-2 

9460.0 

18 

7.9 

8.1 

25.2 

17 

2.50 

,:-: 

GIANT  INDUSTRIES  Gl 

281.2 

6 

532.4 

8 

12.0 

264 

12.9 

682 

4.3 

1.2 

13.2 

5 

2.06 

;-i'A 

HOLLY  HOC  (5) 

268.2 

4 

551.3 

16 

20.9 

156 

33.4 

923 

7.8 

3.2 

32.7 

4 

3.87 

to 

KERR-McGEE  KMG 

939.5 

-7 

1997.0 

5 

175.0 

59 

530.0 

80 

18.6 

10.9 

36.9 

6 

10.46 

MASSEY  ENERGY  MEE12' 

317.8** 

14 

598.1 

9 

2.1 

-90 

0.7 

-98 

0.7 

7.5 

4.0 

36 

0.47 

w 

MITCHELL  ENERGY  &  DEVELOPMENT  MND        486.1 

35 

1141.2 

69 

78.0 

77 

201.0 

130 

16.1 

12.2 

45.7 

6 

7.32 

>:.' 

MURPHY  OIL  MUR 

1300.4 

19 

2489.8 

18 

162.6 

123 

260.4 

130 

12.5 

6.7 

33.3 

8 

9.96 

■1 

OCCIDENTAL  PETROLEUM  OXY 

3845.0 

20 

8320.0 

44 

473.0 

-16 

984.0 

18 

12.3 

17.7 

33.4 

6 

4.63 

: 

PEABODY  ENERGY  BTU  (9» 

657.3'* 

-2 

1342.3 

1 

9.9 

NM 

134.3 

1 

1.5 

NM 

19.2 

7 

3.43 

JR.; 

PHILLIPS  PETROLEUM  P 

5000.0 

-7 

9900.0 

-3 

618.0 

40 

1108.0 

60 

12.4 

8.2 

35.1 

6 

8.86 

•■ 

SUNOCO  SUN 

3351.0 

8 

6472.0 

10 

196.0 

-9 

302.0 

7 

5.8 

6.9 

23.9 

7 

5.10 

h 

TEXACO  TX 

12940.0 

10 

27074.0 

18 

784.0 

25 

1617.0 

35 

6.1 

5.3 

22.4 

13 

5.43 

i  i 

TOSCO  TOS 

6787.4 

21 

13193.8 

29 

286.4 

98 

373.3 

70 

4.2 

2.6 

22.8 

10 

4.42 

i 

ULTRAMAR  DIAMOND  SHAMROCK  UDS 

5105.6 

27 

9319.7 

22 

266.4 

107 

403.1 

104 

5.2 

3.2 

40.2 

6 

8.15 

i 

UNOCAL  UCL 

1696.0 

-23 

3910.0 

-4 

235.0 

-6 

527.0 

41 

13.9 

11.3 

30.3 

10 

3.53 

■ 

USX-MARATHON  GROUP  MRO 

9121.0 

5 

17741.0 

8 

582.0 

59 

1090.0 

76 

6.4 

4.2 

17.0 

10 

2.92 

» 

VALERO  ENERGY  VLO 

4  499  1 

33 

8268  -1 

31 

274.8 

213 

4  ID. 9 

247 

6.1 

2.6 

37.0 

3 

9.90 

(B)  PETROLEUM  SERVICES 

1 

GROUP  COMPOSITE 

13550.7 

37 

25756.4 

33 

922.8 

85 

1973.0 

125 

6.8 

5.0 

10.7 

31 

1.17 

BAKER  HUGHES  BHI 

1342.0 

7 

2570.5 

3 

105.3 

68 

175.6 

125 

7.8 

5.0 

6.5 

58 

0.62 

In 

BJ  SERVICES  BJS  (3) 

579.8** 

56 

1129.5 

48 

104.8 

305 

185.6 

236 

18.1 

7.0 

23.3 

15 

1.74 

DIAMOND  OFFSHORE  DRILLING  DO 

227.3 

59 

432.6 

39 

51.5 

NM 

88  ! 

167 

22.6 

2.5 

7.0 

34 

0.92 

V 

ENSCO  INTERNATIONAL  ESV 

215.5 

85 

410.8 

93 

61.2 

328 

108.1 

521 

28.4 

12.3 

12,2 

17 

1.25 

i 

GLOBAL  MARINE  GLM 

376.4 

63 

651.2 

50 

84.3 

200 

125.0 

207 

22.4 

12.1 

14.1 

16 

1.10 

i 

HALLIBURTON  HAL 

3339.0*' 

16 

6483.0 

13 

143.0 

175 

229.0 

190 

4.3 

1.8 

8.4 

46 

0.77 

i  . 

HELMERICH  &  PAYNE  HP  <3» 

212.6 

42 

431.4 

49 

40.4 

118 

:■•;.'  .' 

11/ 

19.0 

12.4 

13.4 

12 

2.75 

I 

NABORS  INDUSTRIES  NBR 

584.8 

101 

1098.7 

93 

104.0 

332 

187.2 

345 

17.8 

8.3 

15.0 

18 

1.74 

i  • 

NATIONAL-OILWELL  NOi 

434.6 

61 

794.9 

49 

25.3 

NM 

46.8 

NM 

5.8 

NM 

8.3 

24 

080 

i' 

NOBLE  AFFILIATES  NBL 

414.0 

37 

974.0 

71 

51.3 

39 

157.2 

14/ 

12.4 

12.2 

29.4 

/ 

5.03 

i  i 

NOBLE  DRILLING  NE 

246.6 

7 

469.0 

13 

68.0 

57 

122,5 

78 

27.6 

18.8 

16.6 

[9 

1.61 

i. . 

PATTER50N-UTI  ENERGY  i  >TI   i 

287.6 

133 

526.2 

123 

48.5 

954 

85.1 

NM 

16.9 

3.7 

25.4 

l  l 

I  i,', 

C", 

1 
L 

■ 

ROWAI 

'  1  0.-1 

47 

403.9 

49 

34.3 

209 

i,i,  ii 

284 

16.3 

7.8 

10.6 

16 

ILUMBERGER  SLB 

3634.6 

55 

6544.0 

46 

-93.3 

NM 

142.6 

51 

NM 

6.7 

7.2 

54 

1.01 

H  INTERNATIONAL   ,11 

872.4 

33 

1737.7 

35 

37.7 

152 

71.9 

173 

4.3 

2.3 

1  i  'i 

24 

KSFORO  INTERNATIONAL  WFT 

I 

36 

1099.2 

',■1 

56.4 

327 

99.9 

331 

9.8 

3.1 

2.8 

NM 

025 

i  ;,  2001 
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OMPANY  SYMBOL 

_____^^__ 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2001           2000 
$  MIL             % 

6 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

MARGINS 

2ND           2ND 

QUARTER     QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 
7-26 

12 

MONTHS' 

EARNINGS 

PER 

SHARE 

2ND 

QUARTER 

2001 

$  MIL 

CHANGE 

FROM 

2000 

% 

6 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

ll?      HEALTH  CARE                                                                                                                                                                                                    ■ 

IOUSTRY  COMPOSITE 

120004.7 

14 

235189  1 

13 

12387.7 

26 

23618.9 

22 

10.3 

9.3 

22.9 

38 

1.26 

0  DRUG  DISTRIBUTION 

ROUP  COMPOSITE 

33085.2 

17 

65684.7 

16 

189.1 

NM 

24.8 

NM 

0.6 

NM 

-6.5 

NM 

-0.37 

VKERISOURCE  HEALTH  AAS  (3) 

3518.9 

20 

6999.9 

21 

31.5 

25 

63.0 

28 

0.9 

0.9 

29.1 

27 

2.16 

•RGEN  BRUNSWIG  BBC  '" 

6673.4 

15 

12575.4 

11 

35.2 

78 

63.4 

46 

0.5 

0.3 

-59.5 

NM 

-2.48 

WGS  DRUGSTORES  IDG11" 

1032.1 

8 

2138.6 

7 

11.6 

-3 

19.6 

-45 

1.1 

1.3 

6.4 

18 

1.20 

cKESSON  HBOC  MCK  '•' 

11653.9" 

20 

23063.0 

21 

105.4 

66 

-70.1 

NM 

0.9 

0.7 

0.0 

NM 

-0.01 

ji 

1I0RITY  HEALTHCARE  PHCC 

200.6 

37 

368.9 

30 

3.1 

-57 

11.8 

-15 

1.5 

4.9 

11.1 

42 

0.58 

ITE  AID  RAD  l10' 

3710.1 

8 

7813.7 

13 

-211.1 

NM 

-573.2 

NM 

NM 

NM 

NM 

NM 

-4.14 

'ALGREEN  WAG  '*' 

6296.2 

17 

12725.2 

16 

213.4 

10 

510.3 

18 

3.4 

3.6 

18.5 

38 

0.86 

I 

1)  DRUGS  &  RESEARCH 

ROUP  COMPOSITE 

46960.6 

14 

91360.2 

13 

8787.9 

18 

16589.6 

15 

18.7 

18.0 

27.2 

38 

1.32 

BBOTT  LABORATORIES  ABT  1 

4099.1 

22 

7659.0 

14 

529.0 

-23 

305.4 

-78 

12.9 

20.3 

21.2 

47 

1.10 

LLERGAN  AGN 

431.8 

3 

854.8 

6 

21.9 

-58 

75.8 

-21 

5.1 

12.4 

21.4 

51 

1.45 

■ 

MERICAN  HOME  PRODUCTS  AHP 

3216.4 

6 

6665.6 

7 

477.0 

16 

1210.6 

-44 

14.8 

13.6 

-57.4 

NM 

-1.41 

'    1 

MGEN  AMGN 

986.7 

8 

1888.3 

9 

321.9 

6 

626.8 

10 

32.6 

33.1 

23.8 

52 

1.10 

I0GEN  BGEN 

260.7 

13 

497.7 

11 

71.9 

0 

144.0 

-26 

27.6 

31.3 

22.5 

29 

1.85 

RISTOL-MYERS  SQUIBB  BMY 

4709.0 

7 

9398.0 

6 

1102.0 

10 

2345.0 

10 

23.4 

22.7 

45.6 

26 

2.18 

HIRON  CHIR  t 

238.9 

9 

482.9 

15 

33.9 

-41 

78.7 

-19 

14.2 

26.3 

-0.1 

NM 

-0.03 

OREST  LABORATORIES  FRX  <•> 

350.5" 

35 

674.8 

30 

74.0 

162 

143.2 

155 

21.1 

10.9 

21.3 

55 

1.43 

ENENTECH  DNA 

483.6" 

23 

988.7 

30 

386 

NM 

71.0 

NM 

8.0 

NM 

1.6 

NM 

0.17 

ENZYME  GENERAL  GENZ 

239.0 

28 

461.7 

29 

35.2 

-50 

71.3 

-42 

14.7 

38.0 

3.3 

NM 

0.38 

VIMUNEX  IMNX 

238.3 

12 

456.1 

16 

48.8 

18 

88.7 

20 

20.5 

19.5 

8.7 

49 

0.31 

/AX  ivx 

301.8 

63 

561.7 

53 

67.9 

109 

128.0 

116 

22.5 

17.6 

29.0 

37 

1.02 

ING  PHARMACEUTICALS  KG 

206.5 

44 

387.8 

39 

56.8 

83 

101.6 

148 

27.5 

21.7 

14.3 

59 

0.72 

ILLY  (ELI)  LLY 

3033.5 

16 

5839.2 

15 

827.7 

24 

1634.5 

8 

27.3 

25,4 

48.2 

27 

2.91 

1ERCK  MRK 

11893.1 

25 

23238.0 

27 

1815.4 

5 

3472.7 

8 

15.3 

18.2 

47.6 

21 

3.02 

1YLAN  LABORATORIES  MYL  l9> 

237.9 

42 

486.6 

27 

50.6 

NM 

92.7 

NM 

21.3 

NM 

13.8 

25 

1.28 

FIZER  PFE 

7686.0 

10 

15331.0 

8 

1792.0 

56 

3722.0 

294 

23.3 

16.5 

36.6 

39 

1.03 

HARMACIA  PHA 

5424.0 

5 

9940.0 

6 

752.0 

40 

1006.0 

98 

13.9 

10.4 

13.6 

38 

1.11 

CHERING  PLOUGH  SGP 

2630.0 

0 

4949.0 

-1 

634.0 

0 

1198.0 

-5 

24.1 

24.1 

36.8 

24 

1.60 

•IGMA-ALDRICH  SIAL 

293.7 

7 

599.4 

6 

37.0 

-2 

73.7 

-7 

12.6 

13.8 

16.2 

24 

1.73 

C)  HEALTH-CARE  SERVICES 

1ROUP  COMPOSITE 

IPRIA  HEALTHCARE  GROUP  AHG 

22499.6 

283.5 

16 

43911.3 

15 

995.2 

903 

2060.6 

142 

4.4 

0.5 

16.1 

29 

1.75 

12 

554.8 

10 

17.2 

23 

34.3 

28 

6.1 

5.6 

32.7 

20 

1.18 

IMMUNITY  HEALTH  SYSTEMS  CYH 

400.9 

26 

799.6 

28 

9.7 

NM 

20.5 

NM 

2.4 

0.1 

3.7 

91 

0.34 

iXPRESS  SCRIPTS  ESRX 

2206.2 

33 

4262.6 

36 

30.2 

NM 

58.3 

NM 

1.4 

NM 

13.0 

41 

1.31 

ICA  HCA 

4476.0 

8 

8977.0 

7 

263.0 

NM 

589.0 

NM 

5.9 

NM 

16.1 

32 

1.42 

HEALTH  MANAGEMENT  ASSOCIATES  HMA 

131     473.2 

21 

954.3 

19 

54.1 

24 

102.9 

9 

11.4 

11.2 

15.3 

26 

0.72 

MORATORY  CORP.  OF  AMERICA  HOLDINGS  LH     549.7 

14 

1075.2 

14 

52.1 

59 

95.6 

64 

9.5 

6.8 

15.2 

42 

2.12 

WEST  DIAGNOSTICS  DGX 

931.5 

6 

1814.1 

5 

47.1 

56 

82.8 

72 

5.1 

3.4 

12.0 

48 

1.44 

UGHTCHOICE  MANAGED  CARE  RIT 

292.6" 

10 

579.3 

12 

15.4 

82 

28.2 

73 

5.3 

3.2 

15.0 

18 

2.65 

TENET  HEALTHCARE  THC  (7) 

3209.0 

10 

6245.0 

8 

151.0 

287 

349.0 

353 

4.7 

1.3 

13.7 

27 

2.08 

JNITEDHEALTH  GROUP  UNH 

5813.0 

11 

11493.0 

11 

223.0 

31 

435.0 

26 

3.8 

3.3 

21.9 

26 

2.49 

JNIVERSAL  HEALTH  SERVICES  UHS 

718.6" 

37 

1395.5 

31 

32.4 

39 

68.6 

32 

4.5 

4.4 

14.1 

28 

1.75 

WELLPOINT  HEALTH  NETWORKS  WLP 

3145.4" 

37 

5760.9 

30 

99.9 

19 

196.4 

20 

3.2 

3.7 

19.9 

18 

5.76 

D)  MEDICAL  PRODUCTS 

3ROUP  COMPOSITE 

17459.2 

7 

34232.9 

7 

2415.5 

3 

4943.9 

7 

13.8 

14.4 

22.8 

34 

1.42 

SARD  (C.R.)  BCR 

295.9 

8 

580.7 

7 

35.0 

6 

68.2 

6 

11.8 

12.1 

17.3 

27 

2  15 

BAUSCH  &  LOMB  BOL 

414.0 

-9 

826.2 

-4 

6.8 

-80 

5.6 

-92 

1.6 

7.6 

1.3 

NM 

0.27 

BAXTER  INTERNATIONAL  BAX 

1870.0 

10 

3627.0 

11 

253.0 

450 

467.0 

97 

13.5 

2.7 

29.7 

31 

1.61 

BECTON,  DICKINSON  BDX  l3> 

954.2 

4 

1915.4 

4 

124.3 

9 

242.7 

4 

13.0 

12.5 

18.2 

24 

1.45 

'BIOMETBMET'71 

288.0 

15 

554.3 

15 

59.1 

17 

97.3 

4 

20.5 

20.2 

18.2 

64 

0.79 

BOSTON  SCIENTIFIC  BSX 

672.0 

-3 

1326.0 

-3 

-172.0 

NM 

-177.0 

NM 

NM 

17.6 

-1.8 

NM 

0.08 

DENTSPLY  INTERNATIONAL  XRAY 

254.6 

13 

500.3 

14 

27.4 

11 

61.7 

32 

10.8 

11.0 

20.6 

19 

222 

GUIDANT  GDT 

656.3 

-2 

1327.3 

2 

115.3 

-7 

226.5 

-7 

17.6 

18.6 

27.2 

27 

1  17 

INVACARE  IVC 

265.7 

7 

519.9 

5 

16.1 

17 

27.6 

17 

6.0 

5.5 

17.2 

18 

2.05 

JOHNSON  &  JOHNSON  JNJ 

8342.0 

9 

16363.0 

8 

1482.0 

9 

3034.0 

15 

17.8 

17.8 

25.8 

30 

1.80 

MEDTRONIC  MDT  (SI 

1517.9" 

6 

2879.5 

7 

349.6 

10 

652.4 

13 

23.0 

22.2 

23.2 

47 

1.02 

OWENS  &  MINOR  OMI 

953.5 

9 

1878.0 

8 

9.4 

18 

17.1 

15 

1.0 

0.9 

15.1 

19 

0.99 

ST.  JUDE  MEDICAL  STJ 

336.1 

12 

662.1 

11 

43.8 

28 

90.9 

82 

13.0 

11.3 

16.5 

36 

1.95 

STRYKER  SYK 

639.0 

13 

1273.2 

13 

65.7 

25 

129.8 

24 

10.3 

9.3 

26.1 

50 

1  22 
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SALES 

PROFITS 

COMPANY  SYMBOL 

MARGINS 

RETURN  ON 
COMMON 

a 

2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE 

MONT 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNI 

2001 

2000 

2001 

2000 

2001 

2000 

2001 

2000 

2001 

2000 

ENDING 

RATIO 

PEI 

SMIL 

SMIL. 

SMIL. 

SMIL 

% 

6-30 

7-26 

SHAi 

HcMlUiMllliiiiiiwiij 

INDUSTRY  COMPOSITE 

24467.5 

11 

45266.1 

9 

1389.9 

71 

2087.9 

26 

5.7 

3.7 

15.3 

15 

2.1 

(A)  BUILDING  MATERIALS 

GROUP  COMPOSITE 

11852.3 

2039.0 

0 

0 

21872.5 

3830.0 

-2 

-1 

591.7 

120.0 

62 

11 

666.8 

-16 

5.0 

3.1 

11.3 

26 

1.3 

AMERICAN  STANDARD  ASD 

185.0 

10 

5.9 

5.3 

NM 

15 

4, 

DAI-TILE  INTERNATIONAL  DTL 

263.4 

8 

509.0 

7 

20.1 

-21 

36.5 

-22 

7.6 

10.4 

36.5 

12 

" 

LAFARGE  LAI 

929.8 

20 

1374.2 

13 

86.7 

-9 

20.7 

-71 

9.3 

12.4 

11.7 

11 

2.8 

LENNOX  INTERNATIONAL  Lll 

848.3 

-5 

1564.3 

-3 

-7.0 

NM 

-17.3 

NM 

NM 

3.6 

0.5 

NM 

O.C 

MARTIN  MARIETTA  MATERIALS  MLM 

477.4 

16 

778.2 

7 

39.0 

-7 

34.3 

-31 

8.2 

10.2 

10.3 

21 

2.6 

OWENS  CORNING  OWC 

1239.0 

-4 

2306.0 

-10 

29.0 

NM 

19.0 

NM 

2.3 

NM 

NM 

NM 

-1.4 

PPG  INDUSTRIES  PPG 

2164.0 

-5 

4263.0 

-4 

155.0 

-24 

211.0 

-39 

7.2 

9.0 

15.9 

19 

2.8 

TECUMSEH  PRODUCTS  TECUA 

382.0 

-18 

786.7 

-17 

17.5 

-39 

31.5 

-16 

4.6 

6.1 

6.1 

16 

3.2 

USG  USG 

806.0 

-19 

1632.0 

-18 

-13.0 

NM 

-2.0 

NM 

NM 

9.3 

-96.8 

NM 

-9.8 

VALSPAR  VAL  <2) 

513.7 

31 

850.7 

19 

19.0 

-25 

23.5 

-36 

3.7 

6.5 

11.5 

20 

1.6 

VULCAN  MATERIALS  VMC 

760.5 

14 

1329.6 

13 

79.6 

5 

85.3 

-14 

10.5 

11.4 

13.7 

24 

2.0 

WATSCO  WSO 

351.7 

-5 

629.3 

-4 

13.0 

3 

15.4 

-2 

3.7 

3.4 

5.9 

21 

0.6 

YORK  INTERNATIONAL  YRK 

1077.5 

1 

2019  6 

3 

32  8 

-28 

23.8 

65 

3.0 

4.3 

8  7 

20 

1.5 

(B)  CONSTRUCTION  &  REAL  ESTATE 

GROUP  COMPOSITE 

12615.2 

448.8 

25 

15 

23393.6 

823.1 

22 

14 

798.2 

78 

1421.1 

66 

6.3 

4.5 

17.7 

11 

2.7 

BEAZER  HOMES  USA  BZH  l3) 

19.9 

88 

37.4 

93 

4.4 

2.7 

21.2 

10 

7.6 

BOSTON  PROPERTIES  BXP 

257.0 

18 

489.7 

15 

50.7 

39 

104.7 

51 

19.7 

16.8 

10.4 

18 

2.1 

CENTEX  CTX  (91 

1709. 1»* 

19 

3714.0 

17 

75.2 

56 

181.4 

53 

4.4 

3.4 

18.0 

9 

5.0 

CHAMPION  ENTERPRISES  CHB 

428.2 

-20 

754.5 

-29 

0.5 

-83 

-25.6 

NM 

0.1 

0.5 

-64.9 

NM 

-3.7 

DUKE  REALTY  DRE 

205.4 

1 

411.7 

5 

63.5 

10 

135.5 

14 

30.6 

28.4 

10.7 

14 

1.7 

HORTON  (D.R.)  DHI (31 

1121.0 

17 

2027.8 

15 

68.8 

43 

120.4 

38 

6.1 

5.0 

20.2 

9 

3.0 

HOST  MARRIOTT  HMT 

1002.0 

404 

1882.0 

390 

49.0 

NM 

81.0 

NM 

4.9 

NM 

23.2 

9 

14 

HOVNANIAN  ENTERPRISES  HOV  l21 

403.0" 

67 

697.0 

40 

14  1 

307 

21.0 

204 

3.5 

1.4 

14.1 

7 

1.9 

KB  HOME  KBHnl 

1066.9 

18 

1888.0 

11 

39.5 

43 

65.3 

-29 

3.7 

3.1 

25.0 

7 

4.8 

LENNAR  LEN  (,) 

1391.5" 

44 

2495.6 

55 

97.0 

166 

148.3 

153 

7.0 

3.8 

23.0 

9 

4.7 

M.D.C.  HOLDINGS  MDC 

508.0 

21 

927.4 

21 

38.8 

35 

68.1 

37 

7.6 

6.9 

24.8 

7 

5.8 

NVR  NVR 

664.2" 

16 

1195.9 

12 

59.4 

60 

107.3 

58 

8.9 

6.5 

65.1 

9 

19.3 

PULTE  HOMES  PHM 

1023.3" 

4 

1855.4 

6 

60.6 

27 

99.7 

39 

5.9 

4.9 

18.1 

7 

5.7' 

RYLAND  GROUP  RYL 

687.5 

31 

1201.7 

26 

33.9 

100 

50.0 

79 

4.9 

3.2 

20.6 

8 

7.3 

ST.  JOE  JOE 

259.4 

17 

399.5 

-8 

24.3 

29 

35.3 

-6 

9.4 

8.5 

18.2 

26 

1  1 

STANDARD  PACIFIC  SPF 

325.8 

15 

614.2 

19 

26.3 

31 

53.5 

58 

8.1 

7.0 

22.3 

6 

3.9' 

TOLL  BROTHERS  TOL  l2) 

511.6" 

32 

984.5 

35 

45.8 

64 

85.7 

70 

8.9 

7.2 

21.6 

8 

A./ 

WEBB  (DEL)  WBB  l6) 

602.3" 

-5 

1031.5 

-9 

31.0 

1 

52.1 

12 

5.1 

4.8 

16.7 

8 

4.7 

'CM^li'i,-^ll,',Hll:i»I'm;i 

INDUSTRY  COMPOSITE 

36181.4 

0 

70904.9 

4 

1522.6 

-21 

2549.0 

-34 

4.2 

5.3 

5.3 

36 

0.81 

(A)  EATING  PLACES 

GROUP  COMPOSITE 

8124.8 

2 

15746.3 

2 

643.8 

11.9 

-14 

7 

1075.7 

-21 

7.9 

9.4 

20.0 

22 

1.3. 

BOB  EVANS  FARMS  BOBE  ,81 

251.5 

5 

506.9 

7 

23.3 

0 

4.7 

4.6 

11.3 

13 

1  4. 

CBRL  GROUP  CBRL(SI 

468.1 

7 

952.4 

8 

14.6 

1 

29.7 

42 

3.1 

3.3 

8.2 

15 

1.2- 

CKE  RESTAURANTS  CKR  "" 

471.5 

-19 

825.7 

-22 

-37.1 

NM 

-185.4 

NM 

NM 

NM 

-73.2 

NM 

4.5. 

DARDEN  RESTAURANTS  DRI  l7) 

1082.4 

8 

2071.0 

8 

61.0 

5 

110.5 

5 

5.6 

5.8 

19.0 

19 

1.5' 

MCDONALD'S  MCD 

3707.5 

4 

7219.2 

5 

440.9 

-16 

819.2 

16 

11.9 

14.8 

20.4 

21 

1.31 

OUTBACK  STEAKHOUSE  OSI 

538.8 

12 

1060.1 

12 

36.5 

-5 

/•I  1 

0 

6.8 

8.0 

17.0 

16 

1.8( 

TRICON  GLOBAL  RESTAURANTS  YUM 

16050 

-3 

3111.0 

-4 

116.0 

9 

204.0 

-10 

7.2 

6.4 

NM 

1/ 

2.6; 

(B)  ENTERTAINMENT 

GROUP  COMPOSITE 

12288.3 

13 

24530.9 

26 

290.0 

NM 

442.5 

NM 

2.4 

NM 

0.8 

NM 

0.3. 

AMC  ENTERTAINMENT  AEN  (9) 

309.5 

6 

599.0 

8 

-11.9 

NM 

75.4 

NM 

NM 

NM 

NM 

NM 

3.91 

AZTAR  AZR 

210.9 

-5 

419.2 

-3 

16.0 

-28 

27.4 

18 

7.6 

10  1 

11.0 

13 

Ml 

BLOCKBUSTER  BBI 

1226.0 

1 

2533.9 

4 

•15.6 

NM 

-10.9 

NM 

NM 

NM 

0.9 

NM 

0.3 

BOYD  GAMING  BYD 

281.3 

6 

561.7 

8 

8.4 

26 

14.5 

77 

3.0 

2.5 

4.0 

28 

02; 

HARRAH'S  ENTERTAINMENT  HET 

914.0 

4 

1813.6 

9 

47.9 

1 

92.1 

18 

5.2 

5.4 

0.2 

NM 

0.0' 

ISLE  OF  CAPRI  CASINOS  ISLE  (81 

275.8 

25 

530.4 

42 

7.9 

-44 

4.9 

/■I 

2.9 

6.4 

15.7 

11 

0.8( 

MANDALAY  RESORT  GROUP  MBG  ""  t 

669.1" 

6 

1267.8 

10 

47.4 

-3 

50.8 

17 

7.1 

7.7 

1  1    1 

16 

1.5; 

MGM  MIRAGE  MGG 

1041.9 

73 

2099.1 

105 

76.6 

NM 

161.3 

519 

7.4 

NM 

11,8 

16 

1.9; 

PARK  PLACE  ENTERTAINMENT  PPE 

1204.0 

1 

2399.0 

1 

48.0 

55 

93.0 

12 

4.0 

2.5 

4.0 

21 

0.5( 

STATION  CASINOS  STN 

212.8 

-13 

422.5 

-15 

7.8 

-62 

18,6 

57 

3.7 

8,5 

27.4 

13 

l.i; 

VAIL  RESORTS  Ml N  (5> 

226.1 

-9 

415.5 

1 

40.8 

-5 

56.9 

6 

1  ;•■;  1 1 

1/1 

3.7 

38 

0.5! 

VIACOM 

5716.9 

18 

1141/)  1 

46 

NM 

9.4 

NM 

i 

NM 

0.1 

NM 

0.  If 

(C)  HOTEL  &  MOTEL 

GROUP  COMPOSITE 

4597.6 

-18 

9089.7 

-14 

336.1 

-1 

697.8 

130.8 

26 

7.3 

6.0 

14.1 

18 

1.51 

CRESTLWE  CAPITAL  CLJ 

210.6 

-82 

414,7 

81 

/  1 

-36 

520 

3.4 

0.9 

28.2 

1 

■1  ', 

HILTON  HOTEL', 

844.0 

-8 

1677.0 

2 

86.0 

2 

141.0 

1 

lu 

9.6 

16 

1/ 

I' 

MARRIOTT  INTERNATIONAL  MAR 

2433.0 

2 

4874.0 

7 

I  mo 

3 

251  i) 

14 

5.3 

5.3 

14  / 

.'•1 

1  ■>■ 

"TAKVOOD  HOTELS  &  RESORTS  HOT 

1110.0 

3 

2124.0 

1 

113.0 

1 

i  P5,o 

5 

10.2 

Mil 

10.5 

18 

1  'i' 

113,  2001 
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COMPANY  SYMBOL 


SALES 


PROFITS 


MARGINS 


2ND 

QUARTER 

2001 

$  MIL 


CHANGE  6 

FROM  MONTHS 

2000  2001 

%  $MIL. 


CHANGE 

FROM 

2000 

% 


2N0  CHANGE 

QUARTER  FROM 

2001  2000 

SMIL  % 


RETURN  ON 

COMMON  12 

6            CHANGE           2ND            2ND          EQUITY  PRICE-  MONTHS' 

MONTHS         FROM         QUARTER     QUARTER    12  MONTHS  EARNINGS  EARNINGS 

2001           2000            2001          2000         ENOING  RATIO  PER 

$  MIL             %                 %               %             6-30  7-26  SHARE 


(D)  OTHER  LEISURE 

GROUP  COMPOSITE  1 1 170.7 

AMERICAN  GREETINGS  AM  "01  505.7 

BRUNSWICK  BC  928.8 

CALLAWAY  GOLF  ELY  253.7 

CARNIVAL  CCL '"  1079.1 

EASTMAN  KODAK  EK  3592.0 

aEETWOOD  ENTERPRISES  FLE  <■>  547  4 

HARLEY-DAVIOSON  HDI  850.9* 

HASBRO  HAS  5110 

MATTEL  MAT  854.3 

POLARIS  INDUSTRIES  Pll  362.5 

POLAROID  PRD  333.5 

ROYAL  CARIBBEAN  CRUISES  RCL  82 1 .7 

THOR  INDUSTRIES  THO  ,51  221.0 
TRANS  WORLD  ENTERTAINMENT  TWMC  ""       309.1 

a  izzziMizmmm 

INDUSTRY  COMPOSITE  58004.6 

(A)  GENERAL  MANUFACTURING 

GROUP  COMPOSITE  17402.6 

APOGEE  ENTERPRISES  APOG  (,0>  203.6 

APTARGROUP  ATR  231.8 

AVERY  DENNISON  AVY  960.8 

BLYTHBTH""  261.2 

BUTLER  MFG.  BBR  213  7 

CARLISLE  CSL  490.4 

DONNELLY  DON  227.3 

FEDERAL  SIGNAL  FSS  286.8 

FORTUNE  BRANDS  FO  1345.2 

HARSCO  HSC  532.3* 

HEXCEL  HXL  253.5 

HILLENBRAND  INDUSTRIES  HB  '"  525.0 
INTERNATIONAL  GAME  TECHNOLOGY  IGT  (31      318.7 

JOHNSON  CONTROLS  JCI  l31  4722  1 

MINNESOTA  MINING  &  MFG.  MMM  4079.0 

NCI  BUILDING  SYSTEMS  NCS  l2»  208.2 

SHAW  GROUP  SGR  Ml  394.2 

SPARTECH  SEH  (2)  245.8 

SPS  TECHNOLOGIES  ST  239.4 

TELEFLEX  TFX  503.0 

TOWER  AUTOMOTIVE  TWR  642.4 

TUPPERWARETUP  285  4 

VALMONT  INDUSTRIES  VALM 232.9 

(B)  MACHINE  &  HAND  TOOLS 

GROUP  COMPOSITE 

BLACK  &  DECKER  BDK 

LINCOLN  ELECTRIC  HOLDINGS  LECO 

NACCO  INDUSTRIES  NC 

SNAP-ON  SNA 

STANLEY  WORKS  SWK 


(C)  SPECIAL  MACHINERY 

GROUP  COMPOSITE 

APPLIED  MATERIALS  AMAT  <2) 

CATERPILLAR  CAT 

CRANE  CR 

CUMMINS  CUM 

DEERE  DE  (2) 

DONALDSON  DC  I  <5> 

DOVER  DOV 

FLOWSERVE  FLS 

ILLINOIS  TOOL  WORKS  ITW 

INGERSOLL-RAND  IR 

in  INDUSTRIES  ITT 

JLG  INDUSTRIES  JLG  (51 

JOY  GLOBAL  JOYGV  l2) 

LAM  RESEARCH  LRCX (6) 

MANITOWOC  MTW 

McDERMOTT  INTERNATIONAL  MDR 


3197.8 

1070.4 
249.4 
668.0 
533.5* 

676. 5 

34306.6 

1909.4 

5488.0 

409.0 

1461.0 

3776.1* 

269.7 

1138.6 

464.6 

2510.1 

2285.6 

1184.3 

219.5 

288.2 

365.5 

298.2 

495.8 


-6 

-15 

-11 

-13 

23 

-4 

-40 

13 

34 

4 

5 

31 

21 

12 


21538.1 

1169.0 

1842.0 

515.0 

2086.7 

6567.0 

1057.6 

1618.2 

974.3 

1586.2 

656.5 

664.3 

1548.6 

390.2 

862  5 

113850.3 


-5 

-3 

-8 

6 

23 

-4 

-40 

13 

-37 

5 

5 

-25 

12 

-12 

4 


252.8 

-80.1 

41.5 

27.0 

187.0 

36.0 

-44.5 

115.6 

-18.3 

-4.9 

17.1 

-109.9 

81.7 

6.7 

-2  1 

3496.5 


-78 

NM 

-49 

-39 

-8 

-93 

NM 

28 

NM 

NM 

5 

NM 

-25 

-33 

NM 


333.0 

-207.8 

81.0 

61.1 

314.9 

186.0 

-249.5 

207.7 

-42.3 

-26.9 

27.5 

-200.8 

134.2 

9.9 

38.0 


-21        7008.4 


-83 

NM 

-43 

7 

-16 

-77 

NM 

22 

NM 

NM 

6 

NM 

-37 

-41 

-45 

-12 


2.3 

NM 

4.5 

10.6 

17.3 

1.0 

NM 

13.6 

NM 

NM 

4.7 

NM 

9.9 

3.0 

NM 

6.0 


9.8 

6.5 

7.8 

15.2 

23.3 

13.5 

1.3 

12.0 

0.8 

0.7 

4.7 

5.5 

15.9 

4.0 

2.9 

7.8 


2 

-14 

2 

-3 

-10 

-12 

2 

0 

3 

-4 

14 

-7 

4 

36 

8 

-4 

-11 

125 

-4 

5 

8 

-6 

3 

4 


34523.2 

397.9 
464.7 

1924.0 
593.9 
408.5 
953.6 
447.3 
544.8 

2563.0 

1058.6 
529.7 

1050.0 
665.6 

9323.7 

8249.0 
424.7 
734.4 
480.5 
478.5 
973.7 

1270.8 
549.1 
437.2 


3 

-12 

4 

-2 

-7 

-12 

4 

-4 

0 

-4 

15 

-4 

3 

47 

7 

-1 

-9 

111 

6 

8 

9 

-7 

0 

4 


811.3 

5.6 
15.2 
59.8 
15.7 

3.4 
16.6 

5.2 

16.7 

102.9 

24.7 

-9.5 

41.0 

56.7 

136.5 

202.0 

1.2 
17.9 
10.1 

5.6 
31.1 
16.7 
27.7 

8.5 


-31 

177 
-15 
-18 
-25 
-48 
-48 
-27 

3 

6 

-12 

NM 

14 

51 

2 
-57 
-86 
142 
-27 
-44 

6 

-58 

-5 

-7 


1700.8 

9.8 

33.4 

123.6 

26.9 

0.6 

6.4 

6.4 

28.3 

164.4 

34.8 

-4.0 

66.0 

110.3 

219.5 

655.0 

4.1 

29.7 

18.7 

17.4 

61.0 

29.5 

45.6 

13.3 


-22 

NM 

-2 

-14 

-45 

-93 

-89 

-54 

-5 

2 

-28 

NM 

-8 

77 

-1 

-32 

-75 

106 

-25 

-14 

9 

-61 

-6 

-20 


4.7 

2.8 
6.6 
6.2 
6.0 
1.6 
3.4 
2.3 
5.8 
7.6 
4.6 
NM 
7.8 
17.8 
2.9 
5.0 
0.6 
4.5 
4.1 
2.3 
6.2 
2.6 
9.7 
3.6 


6.9 

0.9 
7.8 
7.3 
7.2 
2.7 
6.7 
3.1 
5.8 
6.9 
6.1 

18.6 
7.2 

16.0 
3.0 

11.1 
3.8 
4.2 
5.4 
4.4 
6.3 
5.8 

10.5 
4.0 


6312.3 

2049.4 

502.0 

1385.2 

1073.0 

1302.7 

66824.1 

4640.6 

10298.0 

788.3 

2810.0 

6456.4 

549.4 

2386.1 

908.6 

4906.9 

4405.2 

2370.3 

449.6 

556.2 

787.1 

527.6 

928.5 


129.2 

41.7 

21.8 

6.1 

8.9 

50.7 

2511.2 

226.7 

271.0 

32.5 

-82.0 

127.8 

17.8 

143.3 

2.6 

232.8 

62.9 

76.1 

10.7 

-6.5 

25.2 

17.9 

8.0 


-42 

-50 
-26 
-55 
-81 

0 

-18 

-52 
-14 
-32 

NM 

-37 

2 

5 

-79 

-15 

-65 

8 

-41 

NM 
-61 
-21 

NM 


274.7 

74.8 
43.8 
20.5 
38.3 

97.3 

4974.7 

784.8 
433.0 

52.7 

-108.0 

184.2 

35.9 
222.4 

-6.0 
415.5 
112.2 
135.2 

15.6 
-12.7 

69.6 

27.8 
3.5 


-31 

-48 
-19 
-10 
-53 
-2 

-6 

-1 
-24 
-30 
NM 
-24 
3 
-12 
NM 
-16 
-64 

11 
-27 
NM 
-47 
-26 
NM 


4.0 

3.9 
8.7 
0.9 
1.7 
7.5 

7.3 

11.9 
4.9 

7.9 
NM 
3.4 
6.6 
12.6 
0.6 
9.3 
2.8 
6.4 
4.9 
NM 
6.9 
6.0 
1.6 


6.6 

7.4 
10.7 
1.9 
8.0 
7.2 

9.2 

21.4 
5.9 

12.3 
3.4 
5.4 
6.1 
9.9 
4.2 

10.6 
80 
5.7 
6.2 
NM 

14.0 
9.3 
NM 


9.9 

-20.2 
12.4 
13.6 
14.9 
23.9 

-82.0 
23.6 

-16.6 
12.9 
41.6 
NM 
10.1 
13.3 
6.7 

15.6 


16.7 

11.1 
14.7 
29.8 
17.6 
10.3 
8.4 
8.2 
15.2 
-6.4 
12.5 
-1.0 
16.4 
64.9 
18.4 
25.4 
11.7 
9.4 
20.1 
11.7 
15.4 
-4.2 
61.2 
12.5 


17.2 

28.4 
14.6 
5.9 
10.1 
24.2 

16.2 

26.5 
16.1 
16.4 
-17.3 

9.9 
23.5 
19.6 
-6.1 
15.5 
10.2 
23.3 
16.7 

NM 
294 
20.2 
-2.1 


33 

NM 
14 
13 
22 
17 

NM 
41 

NM 
43 
14 

NM 
13 
15 
13 

22 


26 

24 
19 
19 
15 

9 
24 
14 
18 
NM 
14 
NM 
24 
18 
16 
29 

7 
25 
15 
15 
16 
NM 
19 
15 


17 

16 
16 
15 
20 

19 

19 

19 
20 
18 

NM 
22 
20 
14 

NM 
22 
20 
14 
9 

NM 
25 
13 

NM 


0.90 

-3.32 
1.62 
1.18 
1.54 
2.68 

-8.33 
1.26 

-1.19 
0.43 
3.57 

-4.07 
1.89 
2.33 
0.60 

2.18 


2.25 

0.61 
1.76 
2.68 
1.59 
2.65 
1.48 
1.06 
1.23 

-0.83 
2.08 

-0.03 
2.35 
2.74 
5.07 
3.88 
2.18 
1.32 
1.55 
3.16 
2.93 

-0.35 
1.23 
1.12 


2.12 

2.60 
1.61 

4.34 
1.38 

2  22 

2.38 

2.40 
2.63 
1.67 

-5.32 
1.81 
1.56 
2.46 

-041 
2.89 
2.15 
3.08 
1.28 

-0.39 
1  07 
2.06 

-0.27 
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COMPANY  SYMBOL 


SALES 


PROFITS 


*« 


2ND  CHANGE 
QUARTER  FROM 

2001  2000 

$  MIL.  % 


6  CHANGE 

MONTHS  FROM 

2001  2000 

$  MIL.  % 


~~~~               madoimc  RETURN  ON 

MAHGIWS  COMMON  12 

2ND          CHANGE              6           CHANGE          2ND           2N0  EQUITY  PRICE-  MONTHS 

QUARTER        FROM            MONTHS         FROM         QUARTER     QUARTER  12  MONTHS  EARNINGS  EARNING 

2001           2000              2001           2000            2001          2000  ENDING  RATIO  PER 

SMIL.            %               $  MIL.            %                %              %  6-30  7-26  SHARE 


NOVELLUS  SYSTEMS  NVLS                               )7b.9 

4 

835  ii 

43 

59.2 

24 

141    3 

39 

15  / 

21  5 

14.9 

25 

1  97         ■ 

PENTAIR  PNR                                                      702.1 

-4 

1373.5 

-1 

28.6 

-26 

49.1 

-32 

4.1 

5.3 

5.8 

29 

1  20 

STEWART  &  STEVENSON  SERVICES  SSSS  ""   341.5 

31 

680.4 

24 

21.0 

180 

31.9 

156 

6.1 

2.9 

12.7 

18 

1  69 

TIMKEN  TKR                                                       634.4 

-8 

1295.9 

-6 

-14.6 

NM 

-12.4 

NM 

NM 

3.1 

-0.4 

NM 

0  Ob 

TORO  ITC  (2)                                                       463.5** 

5 

747.0 

3 

30.1 

12 

31.4 

13 

6.5 

6.1 

14.4 

12 

3  72 

TYCO  INTERNATIONAL  TYC  (3)                           9224.5 

24 

18122.9 

25 

1220.2 

22 

2367.5 

28 

13  2 

13.4 

17.0 

17 

3.01 

(O)  TEXTILES 


GROUP  COMPOSITE 

3097.6 

207.1 

-10 

6190.7 

-8 

44.8 

421 

58.3 

-38 

1.4 

0.2 

-15.7 

NM 

-1.14 

ALBANY  INTERNATIONAL  AIN 

-3 

415.6 

-3 

10.9 

16 

23.2 

20 

5.2 

4.4 

13.2 

14 

1  35 

BURLINGTON  INDUSTRIES  BUR  <31 

351.1 

-16 

712.5 

-13 

1.5 

0 

-2.9 

NM 

0.4 

0.4 

NM 

NM 

-10.32 

GALEY&LORDGNL131 

220.2 

-16 

451.9 

-12 

0.8 

-66 

1.0 

-62 

0.4 

1.0 

-71.7 

NM 

-3.27 

INTERFACE  IFSIA 

287.3 

-11 

593.8 

-4 

1.3 

-82 

5.7 

NM 

0.4 

2.2 

6.8 

13 

0.49 

MOHAWK  INDUSTRIES  MHK 

828.3 

-3 

1572.0 

-3 

46.5 

-2 

73.7 

-9 

5.6 

5.5 

18.8 

15 

2.92 

SPRINGS  INDUSTRIES  SMI 

546.9 

-5 

1117.3 

-4 

17.0 

-13 

30.1 

-24 

3.1 

3.4 

6.9 

14 

3.I9J 

UNIFI  UFI  l6> 

255.0 

-25 

507.3 

-23 

-15.6 

NM 

-44.1 

NM 

NM 

3.3 

-8.3 

NM 

-O.83I 

WESTPOINT  STEVENS  WXS 

401.7 

-13 

820.3 

-10 

-17.5 

NM 

-28.4 

NM 

NM 

NM 

NM 

NM 

-0.35 

■  « .-,  i  =t  1  _\  %--w:k ,-,  1 1 ;  1 1  :V^m 

INDUSTRY  COMPOSITE 

18931.5 

-4 

37240.1 

-3 

-1004.6 

NM 

-596.9 

NM 

NM 

3.1 

0.1 

NM 

-0.01 

(A)  ALUMINUM 

if  mi 

GROUP  COMPOSITE 

6954.0 

5991.0 

3 

8 

14154.7 

13 

206.5 

315.0 

^18 

-16 

793.5 

4 

3.0 

5.9 

13.8 

22 

23 

1.62 

1.69  ! 

,„, 

ALCOA  AA 

12167.0 

21 

719.0 

-1 

5.3 

6.8 

13.4 

IM 

KAISER  ALUMINUM  KLU 

446.8 

-19 

927.1 

-18 

-64.1 

NM 

55.5 

144 

NM 

2.0 

26.2 

6 

0.62     ' 

MAXXAM  MXM 

516  2 

-  18 

1 060  6 

-16 

44  4 

NM 

19  0 

38 

NM 

1.6 

33.6 

4 

4.77 

•A 

(B)  STEEL 

—     Bill 
nri 

GROUP  COMPOSITE 

8048.4 

-7 

15309.4 

-11 

-1189.5 

NM 

-1455.3 

NM 

NM 

2.0 

-17.9 

NM 

-2.65 

AK  STEEL  HOLDING  AKS 

1022.2 

-18 

2021.0 

-16 

2.7 

-95 

-10.1 

NM 

0.3 

3.9 

3.5 

29 

0.42 
-11.11 
1.50       , 

172 
9.12 
2.73 

BETHLEHEM  STEEL  8S 

911.1 

-16 

1789.0 

-20 

-1131.9 

NM 

-1250.3 

NM 

NM 

2.9 

NM 

NM 

CARPENTER  TECHNOLOGY  CRS  (61 

441.5 

42 

753.3 

23 

-4.0 

NM 

7.6 

-75 

NM 

5.9 

4.8 

18 

COMMERCIAL  METALS  CMC  m 

622.1 

-11 

1200.4 

-10 

10.7 

-17 

12.4 

-47 

1.7 

1.8 

5.4 

19 

NATIONAL  STEEL  NS 

673.2 

-16 

1262.6 

-23 

-110.3 

NM 

-236.2 

NM 

NM 

0.0 

-76.1 

NM 

NUCOR  NUE 

1078.6 

-11 

2106.6 

-13 

33.3 

-59 

66.0 

-60 

3.1 

6.7 

9.9 

18 

ROUGE  INDUSTRIES  ROU 

252.3 

-11 

482.5 

-20 

8.7 

26 

-51.1 

NM 

3.4 

2.4 

-67.4 

NM 

-7.32 

m 
a 

Ml 
B 

TEXAS  INDUSTRIES  TXI  (7» 

332.1" 

-9 

586.5 

-13 

2.1 

-93 

-9.4 

NM 

0.6 

8.0 

3.7 

32 

1.24 

USX-U.S.  STEEL  GROUP  X 

1733.0 

6 

3243.0 

1 

-30.0 

NM 

-21.0 

NM 

NM 

3.4 

-7.8 

NM 

-1.68 

WALTER  INDUSTRIES  WLT 

516.5 

2 

980.0 

1 

14.7 

NM 

20.5 

NM 

2.9 

NM 

11.1 

31 

0.46 

WORTHINGTON  INDUSTRIES  WOR  "• 

469.8 

-14 

884  5 

-14 

14.4 

-34 

16.2 

-64 

3.1 

4.1 

5.5 

34 

0.42 

(C)  OTHER  METALS 

1 

■ 

GROUP  COMPOSITE 

3929.1 

-10 

7775.9 

-10 

-21.6 

NM 

64.8 

^18 

NM 

0.8 

3.9 

43 

0.44 

-0.80 

COMMONWEALTH  INDUSTRIES  CMIN 

235.5 

-23 

465.7 

-25 

-4.9 

NM 

-1 1.0 

NM 

NM 

1.5 

4.1 

NM 

FREEPORT-McMORAN  COPPER  &  GOLD  FCX 

538.3 

35 

985.3 

14 

45.4 

NM 

92.5 

868 

8.4 

NM 

NM 

14 

0.84 

GENERAL  CABLE  BGC 

552.5 

-26 

1114.5 

-24 

15.2 

NM 

26.7 

NM 

2.8 

NM 

9.9 

38 

0.42 

INTERMET  INMT 

228.2 

-19 

452.1 

-23 

3.8 

-68 

4.2 

-81 

1.7 

4.2 

8.4 

5 

0.93 

MUELLER  INDUSTRIES  MLI 

286.0** 

-15 

562.6 

-13 

20.8 

-30 

36.2 

-36 

7.3 

8.8 

11.3 

17 

1.94 

.■.. 

OLIN  OLN 

324.5 

-18 

658.7 

-15 

6.6 

-72 

9.0 

-79 

2.0 

5.9 

15.7 

16 

1.06       ' 

PHELPS  DODGE  PD 

1063.5 

-4 

2164.2 

-3 

110.5 

NM 

-94.3 

NM 

NM 

NM 

-1.5 

NM 

0.60 

QUANEX  NX  (21 

213.8 

-12 

407.6 

-8 

4.3 

-52 

8.0 

-40 

2.0 

3.7 

5.7 

NM 

1.05 

H 

SUPERIOR  TELECOM  SUT 

486.9 

-11 

965.2 

8 

2.3 

NM 

6  5 

NM 

NM 

15 

16  8 

NM 

0  86 

kit 

INANCIAL 


INDUSTRY  COMPOSITE 


149773.0 


301761.4 


7     15151.1 


0      29349.6 


10.1       10.6 


16.5 


20 


2.53 


(A)  FINANCIAL  SERVICES 

GROUP  COMPOSITE 

AMERICAN  EXPRESS  AXP 

BEAR  STEARNS  BSC '" 

BLOCK  (H8.R)  HRB  (8» 

CAPITAL  ONE  FINANCIAL  COF 

CITIGROUP  C 

CONCORD  EFS  CFFT 

COUNTRYWIDE  CREDIT  INDUSTRIES  1 

DUM&BRADSTREETDNB 

E*TRADE  GROUP  ET 

EDWARDS  (A.G.)  AGE  (,0) 

EQUIFAX 

FSIJE'JTY  NATIONAL  FINANCIAL  FNF 

FRANKLIN  RESOURCES  I 

•RtODlEi     ' 

HER  (ARTHUR  J.)  AJG 
SACHS  GROUI 

FINANCIAL  HI 


1  in, 


103957.2 

5268.0 

2449.4 

1704.0 

1730.9 

27854.0 

420.7 

1441.7 

320.7 

521.2 

616.8 

289.5 

961.5 

609.5* 

8847.0 

209.1 

8158.0 


4 

-12 
-2 

6 
39 

3 
24 
69 

8 

2 
24 
-5 
27 

7 
21 
16 

0 


211610.1 

10987.0 

4585.6 

2365.3 

3405.5 

57658.0 

796.3 

25745 

678.3 

1077.1 

1273.5 

574.8 

1739.4 

1186.9 

17326.0 

418.8 

17660.0 

971,0 


6 

-6 
11 
12 
41 

7 
.'■1 
59 
-4 

0 
22 

1 
53 

0 
21 
16 

9 

0 


10186.3 

178.0 
169.5 
373.7 
155.3 
3652.0 

71.2 
123.1 

36.7 
-12.3 

45.3 

38.3 

89.8 
119.7 
949.0 

23.1 
577.0 

79.0 


-6 

76 

43 

10 

38 

9 

36 

47 

74 

NM 

-58 

20 

186 

15 

52 

13 


20421.6 

716.0 

335.4 

379.3 

298.9 

7232.0 

45.2 

227,3 

67.6 

19  5 

91.2 

72.4 

134.8 

251.4 

1781.0 

50.0 

1345.0 

147.0 


-10 

49 
15 
14 
36 

1 
52 
24 
41 
NM 
56 
20 
306 
11 
44 
37 
18 

1 


9.8 

3.4 
6.9 
21.9 
9.0 
13.1 
16.9 

11.4 
NM 
7.3 
13.2 
9.3 
19.6 
10.7 
11,0 
/I 
16.4 


10.8 

12.4 
4.7 

21.2 
9.0 

12.3 

15.4 
9.8 
6.1 
0.8 

13.2 

10.5 
4.1 

24.7 
8.5 
9.4 
9.2 

M  11 


19.5 

17.8 
14.2 
23.7 
20.0 
20.1 
13.1 
11.5 
NM 
1.8 
I  1  'i 
56.4 
14 .1 
13.8 
32.5 
31.8 
18  I 
I  I  I, 


19 

25 

12 
24 
25 
19 
90 
12 
24 
88 
16 
I  I 
9 
21 
16 

.M 
, 
14 


2.54 
1  57 
4.96 
2.99 
2.55 
2.60 
0.64 
3.42 
1.13 
1111/ 
2.75 
1.75 
2.83 
2.19 
4  16 
19 

2,65 
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COMPANY  SYMBOL 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2001           2000 
$  MIL.            % 

6 

MONTHS 

2001 

SMIL. 

CHANGE 
FROM 
2000 

% 

MARGINS 

2ND           2ND 

QUARTER     QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 
7-26 

12 
MONTHS- 
EARNINGS 
PER 
SHARE 

2ND 

QUARTER 

2001 

S  MIL 

CHANGE 

FROM 

2000 

% 

6 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

HOUSEHOLD  INTERNATIONAL  HI 

3331  0 

17 

6767.6 

21 

439.0 

14 

870.8 

15 

13  2 

13.5 

22  9 

17 

3.81 

INDYMAC  BANCORP  NOE 

212.6 

46 

413.7 

48 

30.4 

36 

55.6 

-25 

14.3 

15.3 

13.6 

17 

1.54 

INSTINET  GROUP  INET 

395.0 

14 

825.7 

19 

40.7 

10 

90.8 

14 

10.3 

10.6 

16.3 

19 

0.76 

IEFFERIES  GROUP  JEF 

215.9 

18 

425.6 

13 

16.6 

34 

32.2 

18 

7.7 

6.8 

12.4 

15 

2.40 

LANDAMERICA  FINANCIAL  GROUP  LEG 

553.6 

19 

992.2 

14 

28.5 

61 

35.2 

124 

5.2 

3.8 

-9.8 

NM 

-5.57 

LEGG  MASON  LM  "' 

381.0 

-2 

761  u 

-6 

35.4 

-12 

72.7 

-20 

9.3 

10.4 

15.6 

22 

2.23 

LEHMAN  BROTHERS  HOLDINGS  LEH  <" 

6284.0 

-1 

13036.0 

3 

430.0 

14 

817.0 

-11 

6.8 

6.0 

22.4 

13 

5.91 

marsh  &  Mclennan  mmc 

2505.0 

1 

5099.0 

-1 

293.0 

6 

662.0 

8 

11.7 

11.1 

23.4 

23 

4.24 

MERRILL  LYNCH  MER 

10320.0 

-7 

22254.0 

0 

541.0 

-41 

1415.0 

-30 

5.2 

8.3 

16.1 

16 

3.35 

METRIS  MXT 

449.7 

27 

847.6 

22 

62.8 

30 

118.8 

17 

14.0 

13.6 

28.9 

14 

2.23 

MOODY'S  MCO 

205.2 

37 

385.4 

33 

55.5 

33 

103.5 

33 

27.0 

27.9 

NM 

29 

1.14 

MORGAN  STANLEY  DEAN  WinER  MWD  '" 

12692.0 

8 

25469.0 

9 

930.0 

-36 

2005.0 

-33 

7.3 

12.4 

23.6 

15 

3.89 

PRICE  (T.  ROWE)  GROUP  TROW 

262.1" 

-13 

542.6 

-12 

51.2 

-26 

100.5 

-30 

19.5 

23.1 

21.6 

21 

1.74 

RAYMOND  JAMES  FINANCIAL  RJE  ™ 

4220 

-1 

857.0 

-3 

28.9 

25 

51.6 

-16 

6.9 

5.4 

16.4 

12 

2.51 

SCHWAB  (CHARLES)  SCM 

1328.0 

-23 

2860.0 

-24 

102.0 

-26 

199.0 

-54 

7.7 

7.9 

11.2 

57 

0.26 

STEWART  INFORMATION  SERVICES  STC 

314.2" 

40 

558.5 

29 

15.4 

724 

18.5 

NM 

4.9 

0.8 

6.5 

15 

1.34 

<\  STILWEU  FINANCIAL  SV  t 

411.5 

-27 

860.0 

-22 

90.4 

-40 

201.8 

-41 

22.0 

26.9 

46.8 

13 

2.28 

STUDENT  LOAN  STU 

317.5 

27 

626.9 

31 

39.0 

44 

61.2 

14 

12.3 

10.8 

18.5 

13 

5.61 

TD  WATERHOUSE  GROUP  TWE  ,21 

282.7" 

-42 

630.0 

-28 

6.5 

-91 

43.6 

-67 

2.3 

15.7 

5.3 

30 

0.32 

USA  EDUCATION  SLM 

1191.1 

28 

2120  2 

10 

281  8 

134 

3116 

14 

23.7 

12.9 

34.4 

27 

2.92 

(B)  INSURANCE 

GROUP  COMPOSITE 

35814.8 

7 

70289.9 

6 

3406.8 

6 

6061.8 

-7 

9.5 

9.6 

11.2 

25 

2.39 

AFLAC  AFL 

2348.0 

0 

4749.0 

0 

153.0 

-24 

332.0 

-7 

6.5 

8.6 

12.6 

24 

1.21 

ALLSTATE  ALL 

7203.0 

0 

14334.0 

-1 

168.0 

-63 

677.0 

-34 

2.3 

6.4 

10.6 

14 

2.55 

AMERICAN  INTERNATIONAL  GROUP  AIG 

11676.1" 

10 

22929.8 

11 

1627.0 

16 

3165.0 

15 

13.9 

13.3 

14.5 

32 

2.58 

AMERICAN  NATIONAL  INSURANCE  ANAT 

581.8 

30 

1035.1 

11 

41.3 

0 

78.1 

-25 

7.1 

9.2 

3.8 

18 

4.32 

CINCINNATI  FINANCIAL  CINE 

645.4 

12 

1263.3 

10 

49.0 

-34 

121.6 

-21 

7.6 

12.9 

1.4 

74 

0.53 

LINCOLN  NATIONAL  LNC 

1599.0 

-6 

3297.8 

-2 

153.0 

-6 

317.5 

-5 

9.6 

9.7 

11.9 

16 

3.12 

MGIC  INVESTMENT  MTG 

339.5" 

24 

660.0 

23 

161.2 

18 

319.1 

21 

47.5 

49.6 

21.5 

13 

5.54 

OLD  REPUBLIC  INTERNATIONAL  ORI 

589.2 

17 

1136.8 

14 

91.5 

32 

175.5 

41 

15.5 

13.8 

13.8 

9 

2.89 

PMI  GROUP  PMI 

216.6" 

15 

421.2 

15 

75.2 

16 

146.7 

17 

34.7 

34.6 

17.2 

11 

6.24 

PROGRESSIVE  PGR 

1862.6 

13 

3636.4 

12 

103.7 

NM 

190.3 

NM 

5.6 

NM 

9.8 

33 

3.99 

RADIAN  GROUP  RDN 

241.5 

60 

445.4 

49 

92.7 

50 

172.8 

43 

38.4 

40.9 

14.1 

11 

3.59 

SAFECO  SAFC 

1747.5 

-3 

3486.9 

-2 

-15.0 

NM 

-897.9 

NM 

NM 

1.5 

-22.8 

NM 

-6.56 

ST.  PAUL  SPC 

2165.6 

10 

4330.2 

5 

90.8 

-59 

299.8 

-47 

4.2 

11.1 

10.2 

14 

3.16 

TORCHMARK  TMK 

684.7 

10 

1353.0 

9 

73.2 

-12 

172.9 

0 

10.7 

13.3 

15.3 

14 

2.86 

TRANSATLANTIC  HOLDINGS  TRH 

505.8 

8 

992.6 

7 

39.8 

-22 

90.3 

-16 

7.9 

10.9 

10.0 

20 

3.80 

UNITRIN  UTR 

1044.0 

104 

1511.8 

52 

356.3 

NM 

372.9 

453 

34.1 

5.0 

23.5 

6 

5.83 

UNUMPROVIDENT  UNM 

2364.5 

-2 

4  706.6 

-2 

146.1 

2 

328.1 

18 

6.2 

5.9 

10.6 

11 

2.53 

(C)  SAVINGS  &  LOAN 

GROUP  COMPOSITE 

10001.0 

16 

19861.5 

19 

1558.0 

50 

2866.3 

39 

15.6 

12.0 

16.2 

14 

2.83 

ASTORIA  FINANCIAL  ASFC 

388.6 

-2 

783.9 

-1 

57.2 

2 

113.9 

2 

14.7 

14.0 

13.4 

13 

4.47 

CHARTER  ONE  FINANCIAL  CF 

696.6 

8 

1389.9 

10 

120.4 

17 

235.2 

9 

17.3 

16.0 

17.7 

15 

2.14 

DIME  BANCORP  DME 

616.7 

12 

1257.2 

16 

87.8 

155 

179.9 

80 

14.2 

6.2 

12.7 

21 

1.93 

DOWNEY  FINANCIAL  DSL 

233.5" 

16 

459.4 

17 

33.5 

49 

59.3 

19 

14.3 

11.1 

16.0 

14 

3.83 

GOLDEN  STATE  BANCORP  GSB 

1137.1" 

1 

2255.0 

2 

105.7 

23 

198.5 

17 

9.3 

7.6 

15.6 

12 

2.63 

GOLDEN  WEST  FINANCIAL  GDW 

1164.6 

25 

2342.1 

33 

208.9 

57 

385.0 

49 

17.9 

14.3 

17.5 

15 

4.19 

GREENPOINT  FINANCIAL  GPT 

460.4** 

16 

895.3 

16 

86.2 

32 

164.3 

33 

18.7 

16.5 

11.5 

14 

2.81 

PEOPLE'S  BANK  (BRIDGEPORT,  CONN.)  PBCT    300. 1 

19 

568.7 

12 

43.1 

63 

56.4 

5 

14.4 

10.5 

12.0 

13 

1.82 

WASHINGTON  MUTUAL  WM 

4741.3 

20 

9404.8 

24 

798.2 

63 

1439.2 

52 

16.8 

12.4 

17.8 

14 

2.87 

WESTCORP  WES 

262.1 

53 

505.2 

54 

169 

-4 

346 

7 

6.4 

10.2 

12.6 

9 

2.19 

118     OFFICE  EQUIPMENT  &  COMPUTERS 

■&m 

INDUSTRY  COMPOSITE 

119885.4 

5 

244719.9 

10 

-2198.9 

NM 

409.1 

-98 

NM 

12.5 

4.6 

81 

0.39 

(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  COMPOSITE 

10455.2 

-A 

21475.4 

2 

403.5 

-4 

764.0 

-1 

3.9 

3.9 

18.1 

16 

1.83 

DELUXE  DLX 

317.8 

-1 

633.6 

-2 

44.3 

4 

86.8 

2 

13.9 

13.2 

92.8 

13 

2.39 

DIEBOLD  DBD 

423.6 

-4 

807.5 

3 

27.8 

-22 

35.3 

-47 

6.6 

8.1 

11.6 

23 

1.48 

HON  INDUSTRIES  HNI 

444.2 

-13 

906.2 

-8 

4.2 

-82 

22.5 

-53 

1.0 

4.6 

14.3 

19 

1.35 

MILLER  (HERMAN)  MLHR  l7) 

511.0 

-6 

1049.4 

3 

32.8 

-17 

65.8 

-8 

6.4 

7.3 

41.0 

13 

1.86 

NCR  NCR 

1499.0 

4 

2875.0 

6 

35.0 

-10 

156.0 

359 

2.3 

2.7 

15.2 

13 

3.04 

PITNEY  BOWES  PBI 

1020.9 

2 

1987.2 

2 

187.9 

28 

291.8 

4 

18.4 

14.7 

43.0 

18 

2.28 

STANDARD  REGISTER  SR 

294.8 

-8 

592.7 

-7 

1.9 

-82 

-59.2 

NM 

0.6 

3.2 

-23.2 

NM 

-3.51 

STEELCASE  SCS  n°> 

868.3 

-9 

1810.7 

-3 

23.9 

-62 

49.6 

-53 

2.8 

6.6 

9.5 

13 

1.04 

TECH  DATA  TECD'"' 

4680.0 

-5 

9997.0 

3 

31.8 

-15 

84.5 

14 

0.7 

0.8 

14.5 

12 

3.03 

WALLACE  COMPUTER  SERVICES  WCS  ,5) 

395.7 

2 

816.2 

6 

13  9 

NM 

30.8 

NM 

3.5 

NM 

100 

12 

1.42 

(B)  COMPUTERS  &  PERIPHERALS 

GROUP  COMPOSITE 

66768.2 

-6 

136101.5 

-1 

2053.2 

-63 

5110.5 

-47 

3.1 

7.8 

16.8 

31 

0.92 

APPLE  COMPUTER  AAPL (3) 

1475.0 

-19 

2906.0 

-23 

61.0 

-70 

104.0 

-76 

4.1 

11.0 

1.7 

NM 

0.17 

BusinessWee 
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COMPANY  SYMBOL 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2001           2000 
$  MIL.            % 

6 

MONTHS 

2001 

SMIL. 

CHANGE 
FROM 
2000 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 
7-26 

L 

COMPAQ  COMPUTER  CP( 

2ND 

QUARTER 

2001 

$  MIL 

CHANGE 

FROM 

2000 

% 

6 

MONTHS 
2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

12 

MONTHS 

EARNING 

PER 

SHARE 

-0.19 

3 

8453.0 

-17 

17650.0 

-10 

279  0 

NM 

201.0 

NM 

NM 

3.8 

-2.7 

NM 

W-" 

DELL  COMPUTER  DELL1"1 

8028.0 

10 

16702.0 

19 

462.0 

-12 

896.0 

-7 

5.8 

7.2 

39.5 

35 

0  80 

EMC  EMC 

2020.9 

-6 

4365.7 

10 

108.9 

-75 

507.7 

-33 

5.4 

20.0 

17.9 

28 

0  58 

GATEWAY  GTW 

1500.9 

-32 

3534.4 

-23 

-20.8 

NM 

-499.8 

NM 

NM 

5.4 

-26.8 

NM 

-1.54 

Vi 

HEWLETT-PACKARD  HWP  (21 

11607.0 

-4 

23555.0 

-1 

55.0 

-93 

360.0 

-78 

0.5 

6.8 

16.4 

21 

1.14    » 

INTERNATIONAL  BUSINESS  MACHINES  IBM 

21568.0 

0 

42612.0 

4 

2045.0 

5 

3795.0 

10 

9.5 

9.0 

39.6 

23 

4.68 

l!r 

LEXMARK  INTERNATIONAL  LXK 

987.9 

11 

1987.3 

11 

87.1 

4 

166.8 

2 

8.8 

9.4 

28.6 

22 

2.17 

Uj 

NETWORK  APPLIANCE  NTAP  (8) 

225.8 

13 

514.3 

46 

0.5 

-98 

34.6 

-22 

0.2 

12.2 

9.3 

51 

0.21    3 

STORAGE  TECHNOLOGY  STK 

512.1 

0 

981.0 

1 

12.3 

NM 

9.2 

NM 

2.4 

0.1 

4,8 

27 

0.45 

MJi 

SUN  MICROSYSTEMS  SUNW  l61 

3995.0 

-20 

8090.0 

-10 

-88.0 

NM 

48.0 

-96 

NM 

14.4 

9.3 

55 

o.29  ;, 

SYMBOL  TECHNOLOGIES  SBL 

340.2 

0 

790.4 

20 

-59.6 

NM 

-31.7 

NM 

NM 

10.6 

-13.5 

NM 

-0.78 

;::.: 

UNISYS  UIS 

1461.4 

-8 

3085.2 

-6 

29.3 

-48 

98.6 

-39 

2.0 

3.5 

8.0 

21 

0.57 

BIB 

WESTERN  DIGITAL  WDC  l6) 

456.0 

-4 

989.3 

2 

-61.4 

NM 

-64.8 

NM 

NM 

0.9 

NM 

NM 

-0.71 

-■:>> 

XEROX  XRX 

413  7  0 

-13 

8339.0 

■  11 

-299.0 

NM 

-112.0 

NM 

NM 

4.2 

-8.5 

15 

0.52 

it 

(C)  COMPUTER  SOFTWARE  &  SERVICES 

l  '-■ 

GROUP  COMPOSITE 

42662.0 

33 

87143.0 

37 

-4655.6 

NM 

-5465.4 

NM 

NM 

25.7 

0.6 

NM 

0.08 

:'.'■ 

ACXIOM  ACXM  (9) 

ADOBE  SYSTEMS  ADBE1" 

205.0 
344.1 

-14 

15 

448.7 
673.1 

-10 
16 

-63.6 
61.3 

NM 
-7 

-89.8 
131.1 

NM 
1 

NM 
17.8 

9.5 
21.9 

-8.3 
42.2 

NM 
38 

-0.48 
1.15 

Ik 

bci 

re 
HI 

K1A! 
,.;:> 

E'l 
I" 

AMERICAN  MANAGEMENT  SYSTEMS  AMSV 

319.0 

0 

641.9 

2 

4.6 

-71 

10.1 

-68 

1.4 

5.1 

6.1 

33 

0.54 

AOL  TIME  WARNER  AOL 

9202.0 

NA 

18282.0 

NA 

-734.0 

NA 

-2103.0 

NA 

NM 

NA 

-0.9 

NA 

NA 

ASCENTIAL  SOFTWARE  ASCL 

AUTODESK  ADSK1"' 

208.6 
245.7 

-13 
6 

425.7 
488.8 

-13 
7 

-9.3 
27.9 

NM 
9 

4.8 
56.3 

NM 
11 

NM 
11.4 

2.1 
11.1 

-24.7 
21.8 

NM 
21 

-0.26 
1.68 

BEA  SYSTEMS  BEAS(,,) 

257.2 

67 

513.2 

69 

20.6 

NM 

39.6 

NM 

8.0 

NM 

7.7 

NM 

0.12 

BLACK  BOX  BBOX  (9) 
BMC  SOFTWARE  BMC  (9» 

207.1 
339.2 

21 
-9 

432.3 
762.0 

31 
-10 

15.1 
-34.5 

7 

NM 

32.2 
-11.5 

13 

NM 

7.3 

NM 

8.3 
2.7 

15.1 
-0.1 

18 
NM 

3.23 

-0.01 

CABLETRON  SYSTEMS  CS  (,0) 

306.9 

12 

592.9 

-10 

5.1 

NM 

-422.7 

NM 

1.7 

NM 

-45.0 

NM 

-3.18 

m 
w 

un 

3 

CADENCE  DESIGN  SYSTEMS  CDN 

347.6 

16 

692.2 

24 

-28.9 

NM 

-25.1 

NM 

NM 

1.9 

3.3 

NM 

0.12 

CERIDIAN  CEN 

CISCO  SYSTEMS  CSCO  <5) 

290.1 
4728.0 

2 
-4 

599.7 
11476.0 

1 
24 

-11.8 
-2693.0 

NM 
NM 

6.1 
-1819.0 

-76 

NM 

NM 
NM 

6.5 
13.0 

5.4 
-0.9 

43 

NM 

0.41 
-0.03 

CMGI  CMGI  l5) 

301.0 

29 

643.7 

64 

-963.3 

NM 

-3524.8 

NM 

NM 

NM 

NM 

NM 

-15.14 

COMPUTER  ASSOCIATES  INTL.  CA  <9) 

713.0 

-37 

1446.0 

-52 

-342.0 

NM 

-752.0 

NM 

NM 

2.0 

-17.6 

NM 

-1.66 

COMPUWARE  CPWR  l9) 

446.7 

-13 

961.2 

-12 

34.4 

45 

81.0 

15 

7.7 

4.6 

9.1 

40 

0.34 

\7.) 

DST  SYSTEMS  DST 

451.6 

34 

822.6 

21 

73.8 

56 

128.3 

24 

16.3 

14.0 

18.8 

27 

1.87 

|ca 

EARTHLINK  ELNK 

303.8 

32 

598.7 

33 

-90.5 

NM 

-190.1 

NM 

NM 

NM 

-36.9 

NM 

3.11 

r':,1 

EDWARDS  (J.D.)  JDEC  l2> 

216.7 

-6 

434.3 

-6 

-7.5 

NM 

-11.8 

NM 

NM 

NM 

-5.2 

NM 

-0.24 

H 

ELECTRONIC  DATA  SYSTEMS  EDS 

5091.0 

9 

10078.0 

9 

300.0 

18 

770.0 

42 

5.9 

5.5 

25.4 

22 

.'87 

n 

FIRST  DATA  FDC 

1568.6** 

11 

3039.8 

10 

245.4 

13 

435.6 

14 

15.6 

15.3 

26.9 

29 

2.43 

m 

FISERV  FISV 

472.6 

13 

926.6 

14 

52.0 

15 

102.8 

17 

11.0 

10.8 

13.9 

38 

1.51 

GALILEO  INTERNATIONAL  GLC 

447.6 

5 

913.5 

5 

44.0 

2 

94.6 

4 

9.8 

10.2 

29.5 

20 

1.73 

i'» 

GTECH  HOLDINGS  GTK  "0) 

235.0 

-3 

480.9 

-6 

19.1 

-6 

45.0 

-11 

8.1 

8.4 

20.4 

25 

1.28 

K'JF 

i2  TECHNOLOGIES  ITWO 

241.0 

-1 

597.5 

39 

-860.9 

NM 

-1635.0 

NM 

NM 

NM 

-45.1 

NM 

-7.99 

W 

IMATION  IMN 

283.4 

-8 

583.3 

-8 

9.9 

-27 

14.8 

-56 

3.5 

4.4 

-3.1 

NM 

0  54 

1 

INTUIT  INTU15' 

425.2 

29 

882.8 

17 

-14.3 

NM 

12.3 

-97 

NM 

90.3 

-0.9 

NM 

0  1( 

■ 

JUNIPER  NETWORKS  JNPR 

202.2 

79 

534.3 

202 

-37.1 

NM 

21.4 

-23 

NM 

17.4 

17.1 

62 

ii. Ii 

■ 

MCSI  MCSI 

222.2 

-6 

466.7 

6 

3.8 

1 

7.8 

7 

1.7 

1.6 

9.8 

10 

1  ." 

L» 

MICROSOFT  MSFT (6' 

6577.0 

13 

13033.0 

14 

66.0 

-97 

2517.0 

-47 

1.0 

41.5 

16.3 

48 

1    V 

™ 

NOVELL  NOVL  <21 

240.8 

-20 

485.8 

-21 

-151.3 

NM 

-148.0 

NM 

NM 

10.3 

-15.6 

NM 

-0.53 

«■ 

ORACLE  ORCL  (7) 

3263.9 

-3 

5938.3 

2 

854.9 

-83 

1437.6 

-75 

26.2 

NM 

40.8 

44 

0.44 

V 

PARAMETRIC  TECHNOLOGY  PMTC  l31 

229.1 

1 

474.2 

4 

-2.7 

NM 

4.4 

NM 

NM 

NM 

5.2 

94 

0.1C 

^ 

PEOPLESOFT  PSFT 

532.7 

27 

1035.7 

30 

47.4 

197 

83.4 

155 

8.9 

3.8 

14.9 

67 

0.63 

1 

REYNOLDS  &  REYNOLDS  REY  (3' 

242.2 

3 

483.5 

6 

24.7 

18 

46.9 

5 

10.2 

8.9 

18.0 

19 

1.19 

*A 

SABRE  HOLDINGS  TSG 

582.0 

16 

1155.4 

18 

5.1 

-89 

5.5 

-94 

0.9 

9.5 

2.2 

NM 

0.4C 

r> 

SIEBEL  SYSTEMS  SEBL 

549.7 

38 

1138.5 

59 

76.6 

93 

153,5 

105 

13,9 

10.0 

18.2 

59 

0.59 

SOFTWARE  SPECTRUM  SSPE  ,8» 

274.3 

11 

703.4 

28 

1.1 

NM 

4.8 

63 

0.4 

NM 

7.1 

9 

1  24 

SUNGARD  DATA  SYSTEMS  SDS 

462.2 

15 

903.0 

15 

64.3 

20 

118.2 

24 

13.9 

13.4 

14.6 

34 

0.81 

SYMANTEC  SYMC  (91 

228.0 

19 

478.6 

26 

-21.2 

NM 

-48.7 

NM 

NM 

20.1 

0.3 

NM 

0.0! 

3COM  COMS  <7) 

468.0 

-39 

1097.6 

-42 

-517.7 

NM 

-763.8 

NM 

NM 

NM 

-37.2 

NM 

2.81 

VERITAS  SOFTWARE  VRTS 

390.2 

42 

777.7 

50 

-129.0 

NM 

285.1 

NM 

NM 

NM 

19.7 

NM 

1.4C 

H-MJUJ.-P.U 

OREST  PRODUCTS 

INDUSTRY  COMPOSITE 

27151.9 

1 

53450.9 

2 

480.8 

-65 

858.6 

-69 

1.8 

5.2 

5.8 

38 

1  If 

(A)  FOREST  PRODUCTS 

GROUP  COMPOSITE 
GEORGIA-PACIFIC  GROUI 

8085.5 

13 

15522.2 

10 

64.9 

-75 

-143.2 

NM 

0.8 

3.6 

-3.4 

NM 

-0." 

"4 
3; 

»GP 

6603.0 

18 

12920.0 

16 

29.0 

-86 

107.0 

NM 

0.4 

3.7 

3.0 

NM 

0. 

LOUISIANA-PACIFIC  LPX 

649.8 

-22 

1208.3 

-27 

-9.7 

NM 

99.1 

NM 

NM 

2.5 

-16  2 

NM 

1  8< 

RAYONIER 

346. 4 

14 

622.9 

-5 

31.4 

80 

43.7 

1/ 

9.1 

5.7 

10.1 

18 

2.51 

tt 

*ST  PRODUCTS     ll 

1  i 

771.0 

5 

14,2 

10 

19 

1 

2.9 

3.0 

12.1 

14 

1.51 

GROUP  COMPOSITE 

19066.4 
1889.8 

-3 

37928.7 

-1 

415.9 

-63 

1001  8 

-55 

2.2 

5.8 

8.0 

30 

1.1 

If 

II 

EOIS5;  OAiCADE  8CC 

4 

3791.0 

-5 

19.7 

37 

L6.i 

NM 

1.0 

1.6 

49 

28 

i 

_^_— 
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COMPANY  SYMBOL 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2001           2000 
S  MIL              % 

6 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

MARGINS 

2ND            2ND 

QUARTER     QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 

7-26 

12 

MONTHS' 

EARNINGS 

PER 

SHARE 

2ND 

QUARTER 
2001 
SMIL 

CHANGE 

FROM 

2000 

% 

6 

MONTHS 

2001 

$  MIL 

CHANGE 

FROM 

2000 

% 

■OWATERP.ow 

585.2 

-4 

1190  1 

2 

18b 

-45 

56.3 

11 

3.2 

5.5 

9.0 

14 

3.15 

INTERNATIONAL  PAPER  IP 

6686.0 

-1 

13580.0 

3 

-313.0 

NM 

-295.0 

NM 

NM 

4.0 

-3.9 

NM 

-1.02 

KIMBERLY-CLARK  KMB 

35342 

2 

7142.6 

4 

415.4 

-4 

848.8 

-6 

11.8 

12.5 

29.8 

18 

3.25 

MEAD  MEA 

1151.9 

0 

2096.4 

0 

31.0 

-51 

-5.6 

NM 

2.7 

5.6 

2.9 

41 

0.71 

WAUSAU  MOSINEE  PAPER  WMO 

231.0 

-6 

455.6 

-7 

2.4 

-69 

-2.3 

NM 

1.0 

3.2 

0.9 

NM 

0.07 

WEYERHAEUSER  WY 

3852.0 

-8 

7405.0 

-9 

171.0 

-16 

278.0 

-38 

4.4 

4.8 

9.9 

19 

3.06 

WILLAMETTE  INDUSTRIES  WLL 

1136.3 

-4 

2268.0 

-4 

70.8 

-22 

137.4 

-22 

6.2 

7.6 

12.4 

18 

2.79 

120     PUBLISHING  &  BROADCASTING 

INDUSTRY  COMPOSITE 

12329.2 

7 

238264 

11 

413.2 

-51 

719.5 

-70 

3.4 

7.4 

6.3 

57 

0.72 

(A)  BROADCASTING 
GROUP  COMPOSITE 

3339.5 

26 

6465.1 

28 

22.6 

NM 

-192.3 

NM 

0.7 

NM 

1.8 

NM 

0.13 

COX  COMMUNICATIONS  COX 

1001.8 

14 

1949.7 

18 

30.7 

-66 

0.2 

NM 

3.1 

10.4 

7.9 

32 

1.25 

ECHOSTAR  COMMUNICATIONS  DISH 

966.3 

50 

1828.2 

51 

2.2 

NM 

-164.8 

NM 

0.2 

NM 

NM 

NM 

-0.99 

USA  NETWORKS  USAI 

1371  4 

21 

2687   1 

23 

-10.3 

NM 

-27.7 

NM 

NM 

NM 

-2.0 

NM 

0.26 

(B)  PUBLISHING 
GROUP  COMPOSITE 

8989.7 

2 

17361.3 

6 

390.6 

-57 

911.8 

-42 

4.3 

10.2 

8.9 

39 

1.29 

DOW  JONES  DJ 

484.1 

-18 

944.0 

-17 

43.2 

-57 

49.4 

-74 

8.9 

17.0 

NM 

NM 

-2.90 

GANNETT  GCI 

1627.2 

12 

3202.2 

16 

233.5 

-12 

408.0 

-13 

14.3 

18.4 

17.7 

20 

3.43 

HARCOURT  GENERAL  H  m 

454.6 

11 

861.7 

6 

-37.4 

NM 

-86.0 

NM 

NM 

NM 

26.5 

NA 

2.35 

KNIGHT-RIDDER  KRI 

738.4 

-8 

1473.8 

-6 

13.4 

-86 

54.2 

-79 

1.8 

11.9 

6.6 

46 

1.34 

McCLATCHY  MNI 

275.8 

-4 

539.5 

-2 

12.3 

-50 

22.9 

-44 

4.5 

8.7 

7.4 

27 

1.57 

McGRAW-HILL  MHP 

1149.5 

13 

1995.9 

11 

120.0 

12 

140.4 

-7 

10.4 

10.5 

25.0 

27 

2.35 

MEDIA  GENERAL  MEGA 

205.7 

-3 

404.6 

5 

7.7 

-55 

11.0 

-68 

3.7 

8.1 

3.4 

27 

1.75 

NEW  YORK  TIMES  NYT 

760.3 

-14 

1538.4 

-11 

24.2 

-75 

84.3 

-52 

3.2 

10.9 

24.1 

26 

1.83 

PRIMEDIA  PRM 

445.3 

5 

872.3 

5 

-139.7 

NM 

-225.5 

NM 

NM 

NM 

NM 

NM 

-3.29 

SCHOLASTIC  SCHL<" 

4989 

27 

931.9 

31 

-13.2 

NM 

-9.5 

NM 

NM 

8.0 

7.2 

37 

1.01 

SCRIPPS  (E.W.)  SSP 

378.1 

-14 

745.5 

-12 

39.4 

-15 

105.8 

33 

10.4 

10.5 

14.5 

29 

2.37 

TRIBUNE  TRB 

1367.2 

2 

2660.0 

29 

72.6 

-41 

143.3 

-25 

5.3 

9.1 

4.2 

59 

0.69 

WASHINGTON  POST  WPO 

604.5 

2 

1191   5 

5 

14.5 

-65 

213  5 

227 

2.4 

7.0 

17.2 

19 

29.89 

121      SERVICE  INDUSTRIES 

1 

INDUSTRY  COMPOSITE 

42325.1 

3 

83513.5 

4 

1096.9 

-27 

2260.1 

-16 

2.6 

3.7 

13.3 

25 

1.09 

(A)  CONSTRUCTION  A  ENGINEERING 

GROUP  COMPOSITE 

2658.5 

8 

5217.3 

9 

60.1 

12 

109.8 

10 

2.3 

2.2 

14.4 

15 

2.32 

DYCOM  INDUSTRIES  DY  ,5> 

201.6 

-5 

397.4 

2 

13.1 

-10 

26.1 

-9 

6.5 

6.8 

15.2 

14 

1.64 

EMCOR  GROUP  EME 

869.5 

0 

1707.1 

6 

11.6 

27 

17.3 

23 

1.3 

1.1 

11.4 

13 

3.11 

JACOBS  ENGINEERING  GROUP  JEC  l3> 

1041.4 

21 

2051.3 

18 

22.5 

18 

44.1 

18 

2.2 

2.2 

15.0 

19 

3.09 

:; 

URS  urs  ,21 

546.0 

2 

1061.6 

1 

129 

16 

22.3 

13 

2.4 

2.1 

15.6 

10 

2  33 

(B)  INDUSTRIAL  DISTRIBUTION 

1 

GROUP  COMPOSITE 

12847.2 

-6 

26511.7 

0 

229.7 

-36 

515.1 

-26 

1.8 

2.6 

12.0 

17 

1.40 

■:' 

AARAIR171 

221.1 

-2 

421.2 

-15 

5.7 

131 

11.1 

-17 

2.6 

1.1 

5.4 

22 

0.69 

■;i 

AIRGAS  ARG  <9' 

415.7 

2 

830.5 

2 

10.1 

3 

11.4 

10 

2.4 

2.4 

5.7 

28 

0.43 

; 

ARROW  ELECTRONICS  ARW 

2510.0 

-21 

5785.8 

-2 

7.0 

-92 

78.6 

-47 

0.3 

2.7 

14.8 

9 

2.86 

:.: 

AUDIOVOX  VOXX  "» 

276.1 

-28 

606.9 

-16 

-8.3 

NM 

-5.7 

NM 

NM 

1.8 

2.2 

35 

0,31 

-: 

BELL  MICROPRODUCTS  BELM 

455.7 

19 

991.2 

32 

-7.7 

NM 

-7.5 

NM 

NM 

1.0 

1.9 

80 

0.12 

;J 

CELLSTAR  CLST  (" 

572.3 

2 

1217.5 

6 

5.3 

NM 

9.5 

NM 

0.9 

NM 

-10.3 

NM 

-0.28 

153 

GENUINE  PARTS  GPC 

2119.0 

0 

4173.9 

-1 

94.7 

-2 

184.0 

-2 

4.5 

4.5 

16.3 

15 

2.20 

J.« 

GRAINGER  (W.W.)  GWW 

1225.0 

-4 

2444.5 

-2 

14.8 

-73 

57.0 

-41 

1.2 

4.4 

9.7 

26 

1.62 

010 

HUGHES  SUPPLY  HUG  <"' 

775.1 

-7 

1516.8 

-2 

6.4 

-56 

-2.7 

NM 

0.8 

1.7 

6.8 

16 

1.62 

JK 

HUTTIG  BUILDING  PRODUCTS  HBP 

249.2 

-13 

466.8 

-18 

4.7 

-13 

4.5 

-51 

1.9 

1.9 

11.4 

12 

0.48 

1.1! 

MSC  INDUSTRIAL  DIRECT  MSM  <4) 

204.8 

-A 

416.4 

1 

2.5 

-85 

16.8 

-44 

1.2 

7.7 

9.4 

28 

0.63 

HI 

PATTERSON  DENTAL  PDCO  l8> 

305.1 

9 

594.0 

10 

21.0 

17 

41.4 

18 

6.9 

6.4 

18.7 

30 

1.13 

I.5S 

PIONEER-STANDARD  ELECTRONICS  PIOS  (9)      595.4 

-12 

1320.2 

-3 

1.7 

-83 

1.8 

-92 

0.3 

1.5 

7.7 

14 

0.86 

IX 

RELIANCE  STEEL  &  ALUMINUM  RS 

412.0 

-7 

844.9 

-3 

11.4 

-32 

24.2 

-26 

2.8 

3.8 

12.6 

12 

2.05 

'31 

SCP  POOL  POOL 

332.1 

30 

487.6 

30 

25.5 

29 

26.5 

26 

7.7 

7.8 

22.1 

20 

1.87 

JS 

TBC  TBCC 

255.5 

24 

482.7 

26 

5.5 

10 

9.8 

9 

2.2 

2.4 

10.7 

12 

0.92 

UNITED  STATIONERS  USTR 

978.9 

4 

2038.7 

5 

21.8 

-4 

43.5 

-7 

2.2 

2.4 

18.4 

11 

2.79 

WESCO  INTERNATIONAL  WCC 

944.1 

-5 

1872.2 

-2 

7.5 

-41 

11.0 

-50 

0.8 

1.3 

17.5 

18 

0  48 

(C)  PRINTING  &  ADVERTISING 

.18 

GROUP  COMPOSITE 

5292.7 

1 

10358.6 

3 

80.6 

-79 

192.2 

-71 

1.5 

7.3 

16.2 

36 

1.19 

ADVO  AD  (3> 

281.8 

-5 

553.5 

-1 

12.4 

-16 

21.6 

-7 

4.4 

5.0 

NM 

16 

2.44 

)7< 

DONNELLEY  (R.R.)  DNY 

1292.1 

-7 

2594.7 

-5 

6.1 

-89 

20.7 

-80 

0.5 

4.1 

16.7 

19 

1.50 

83 

HARTE-HANKS  HHS 

228.7 

-3 

460.8 

0 

20.8 

-3 

39.2 

0 

9.1 

9.1 

15.0 

20 

1.22 

II 

INTERPUBLIC  GROUP  IPG 

1743.4 

-4 

3401.7 

0 

-110.2 

NM 

-138.8 

NM 

NM 

9.1 

1.8 

NM 

0.19 

2.51 

OMNICOM  GROUP  OMC 

1746.8 

15 

3347.9 

15 

151.4 

19 

249.6 

-8 

8.7 

8.4 

31.4 

34 

2  59 

SJ 

(D)  OTHER  SERVICES 

GROUP  COMPOSITE 

21526.7 

8 

41425.8 

7 

726.6 

2 

1443.0 

16 

3.4 

3.6 

13.1 

25 

0.92 

58 

ABM  INDUSTRIES  ABM  (2) 

490.5** 

11 

960.9 

11 

12.1 

22 

20.5 

18 

2.5 

2.2 

13.7 

19 

1.94 

a 

APOLLO  GROUP  APOL  (4) 

214.3 

28 

377.3 

25 

35.4 

67 

51.7 

57 

16.5 

12.6 

22.5 

53 

0.83 
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COMPANY  SYMBOL 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2001           2000 
$  MIL.            % 

6 

MONTHS 

2001 

SMIL 

CHANGE 
FROM 
2000 

% 

MARGINS 

2ND           2ND 

QUARTER     QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 

RATIO 
7-26 

12 

MONTH: 

[  ARNIN( 

FER 

•-HARE 

2ND 
QUARTER 

2001 
$  MIL 

CHANGE 

FROM 

2000 

% 

6 

MONTHS 

2001 

$  MIL 

CHANGE 

FROM 

2000 

% 

AUTONATION  AN 

4942   1 

-7 

9829  1 

-7 

86  i 

-11 

146  2 

-9 

1.7 

1.8 

8.2 

12 

0.90 

CARMAX  GROUP  KMX  (,°' 

796.8 

27 

1436.8 

27 

26.6 

91 

34.4 

181 

3.3 

2.2 

13.8 

29 

0,54 

CASEY'S  GENERAL  STORES  CASY 

18)                     462.9. 

3 

900.8 

6 

1.5 

-79 

5.4 

-55 

0.3 

1.5 

10.3 

19 

0.71 

CDI  GDI 

387.5 

-11 

792.7 

-8 

1.0 

-92 

4.7 

-81 

0.3 

2.9 

4.0 

25 

0.69 

CENDANT  CD 

2403.0 

111 

3889.0 

72 

242.0 

38 

519.0 

72 

10.1 

15.4 

14.2 

21 

0.96 

CERTEGY  CEY 

205.4 

6 

400.4 

8 

21.3 

-5 

36.5 

-2 

10.4 

11.6 

26.8 

23 

1  29 

CINTAS  CTAS  171 

563.0 

12 

1099.7 

12 

60.2 

14 

115.1 

13 

10.7 

10.5 

18.1 

40 

1  30 

CONVERGYS  CVG 

571.2 

8 

1162.7 

11 

27.3 

-41 

79.4 

-11 

4.8 

8.6 

15.1 

28 

1.16 

COVANCE  CVD 

226.4 

7 

455.1 

8 

-2.8 

NM 

29.1 

367 

NM 

NM 

12.3 

34 

0.66 

GARTNER  IT.B  (3) 

247.6 

12 

472.3 

14 

-10.2 

NM 

-11.6 

NM 

NM 

5.4 

NM 

NM 

-0  07 

GROUP  1  AUTOMOTIVE  GPI 

1006.6 

8 

1935.4 

8 

14.1 

18 

23.4 

12 

1.4 

1.3 

17.1 

13 

2.10 

HANDLEMAN  HDL  (el 

315.0 

13 

664.0 

7 

9.9 

1 

26.1 

7 

3.1 

3.5 

16.6 

10 

1.53 

IMS  HEALTH  RX 

334.3 

-10 

663.9 

-8 

64.5 

28 

130.4 

-2 

19.3 

13.6 

71.4 

62 

0.38 

KELLY  SERVICES  KELYA 

1066.3 

-4 

2153.5 

-2 

6.5 

-70 

11.3 

-70 

0.6 

2.0 

9.9 

15 

1.69 

LABOR  READY  LRW 

240.0 

-1 

442.7 

2 

2.9 

32 

-0.1 

NM 

1.2 

0.9 

9.2 

21 

0.24 

LITHIA  MOTORS  LAD 

462.1 

11 

882.2 

8 

5.1 

-18 

7.9 

-29 

1.1 

1.5 

12.1 

12 

1.54 

MANPOWER  MAN 

2620.1 

-3 

5272.0 

0 

34.6 

-9 

61.5 

-3 

1.3 

1.4 

22.7 

15 

2  20 

QUINTILES  TRANSNATIONAL  QTRN                    404  3 

-4 

808.8 

-3 

9.7 

NM 

17.5 

NM 

2.4 

NM 

2.0 

74 

0.24 

ROBERT  HALF  INTERNATIONAL  RHI                   648.4 

-3 

1367.7 

5 

37.7 

-19 

85.3 

-5 

5.8 

7.0 

23.2 

26 

0,99 

UNITED  AUTO  GROUP  UAG 

1615.2 

34 

3010.2 

30 

13.4 

21 

20.0 

20 

0.8 

0.9 

6.6 

13 

1,34 

UNITED  RENTALS  URI 

768.0 

5 

1387.1 

6 

24.9 

-47 

28.3 

-56 

3.2 

6.5 

9.3 

16 

1,49 

VOLT  INFORMATION  SCIENCES  VOL  (21                535.8 

0 

1061.7 

2 

2.9 

-62 

1.0 

-91 

0.5 

1.4 

7.7 

13 

1.33 

MWLUii.4>V.\!.[\\l\V. 

ATIONS 

INDUSTRY  COMPOSITE 

89516.1 

2 

146830.3 

3  - 

10536.7 

NM 

-9736.1 

NM 

NM 

13.2 

-0.5 

NM 

-0.08 

(A)  EQUIPMENT  &  SERVICE! 

GROUP  COMPOSITE 

> 

47206.1 

-1 

67625.0 

4 

-9140.0 

NM    - 

-12833.4 

NM 

NM 

8.3 

-5.9 

NM 

-0.94 

ADC  TELECOMMUNICATIONS  ADC 

T (21                 652.4 

-15 

1463.7 

7 

-1045.2 

NM 

-1052.8 

NM 

NM 

93.2 

-44.6 

NM 

-1.25 

AT&TT 

13326.0 

-3 

NA 

NA 

-51.0 

NM 

NA 

NA 

NM 

11.6 

-2.7 

NA 

NA 

AT&T  WIRELESS  SERVICES  AWE 

t                    3380.0 

36 

6592.0 

41 

263.0 

32 

263.0 

16 

7.8 

8.1 

2.0 

NA 

NA 

CENTURYTEL  CTL 

518.9 

23 

1034.9 

24 

154.2 

167 

201.0 

88 

29.7 

13.7 

15.7 

14 

2  29 

CIENA  CIENI2) 

425.4 

129 

777.4 

130 

-50.7 

NM 

2.6 

-91 

NM 

9.9 

1.5 

NM 

0  20 

COMVERSE  TECHNOLOGY  CMVT ' 

H)                     365.0 

36 

711.6 

37 

79.0 

40 

155.8 

44 

21.6 

20.9 

20.7 

19 

149 

CORNING  GLW 

1868.0** 

5 

3789.0 

21 

-4755.0 

NM 

-4623.0 

NM 

NM 

8.4 

-74.8 

NM 

-4.82 

IDTIDT'5' 

335.7 

28 

623.3 

16 

-48.3 

NM 

-165.4 

NM 

NM 

47,9 

55.9 

1 

9  03 

LEVEL  3  COMMUNICATIONS  LVLT 

389.0 

66 

838.0 

104 

-731.0 

NM 

-1266.0 

NM 

NM 

NM 

-64.1 

NM 

5.91 

LUCENT  TECHNOLOGIES  LU  m 

5819.0 

-21 

11734.0 

-20 

-1887.0 

NM 

-5267.0 

NM 

NM 

3.9 

34.8 

NM 

2.02 

MCI  GROUP  MCIT 

3548.0 

-15 

7170.0 

-14 

-29.0 

NM 

33.0 

-97 

NM 

12.9 

20.3 

NA 

NA 

NEXTEL  COMMUNICATIONS  NXTL 

1881.0 

38 

3623.0 

43 

-369.0 

NM 

-741.0 

NM 

NM 

NM 

NM 

NM 

1  '..(. 

PANAMSAT  SPOT 

208.2 

-35 

413.5 

-33 

2.9 

-95 

7.9 

-93 

1.4 

18.4 

0.6 

NM 

0.12 

SCIENTIFIC-ATLANTA  SFA  l6) 

619.6 

12 

1283.3 

29 

73.4 

24 

149.6 

54 

11.8 

10.7 

22.1 

12 

1  99 

SPRINT  FON  GROUP  FON 

4310.0 

-3 

8668.0 

-2 

290.0 

-21 

606.0 

-25 

6.7 

8.2 

8.7 

18 

1  2;. 

SPRINT  PCS  GROUP  PCS 

2264.0 

53 

4315.0 

60 

-247.0 

NM 

-640.0 

NM 

NM 

NM 

NM 

NM 

1  5' 

TELEPHONE  &  DATA  SYSTEMS  Tt 

)S                     642.3 

10 

1242.7 

11 

-338.5 

NM 

-307.2 

NM 

NM 

3.5 

-5.6 

NM 

3  7i 

TELLABS  TLAB 

509.4 

-35 

1281.5 

-10 

-174.7 

NM 

-52.2 

NM 

NM 

20.0 

16.7 

17 

1  03 

U.S.  CELLULAR  USM 

475.3 

10 

915.1 

11 

58.9 

5 

92.9 

-10 

12.4 

13.0 

10.2 

20 

2.7  1. 

WORLDCOM  GROUP  WCOM 

5362.0 

-5 

10565.0 

-4 

126.0 

-83 

674.0 

-54 

2.4 

13.0 

4.2 

NA 

NA 

XO  COMMUNICATIONS  XOXO 

306  8 

118 

584.1 

137 

-461.1 

NM 

904  6 

NM 

NM 

NM 

NM 

NM 

5.51 

(B)  TELEPHONE  COMPANIES 

GROUP  COMPOSITE 

BELLSOUTH  BLS 

BROADWING  BRW 

QWEST  COMMUNICATIONS  INTL.  Q 

SBC  COMMUNICATIONS  SBC 

VERIZON  VZ 


42310.0 

5985.0 
608.0 

5222.0 
13586.0 
16909.0 


4 

-11 

22 

51 

3 

1 


79205.3 

11904.0 
1186.3 
10273.0 
22667.0 
33175.0 


2 
-9 

24 

50 

-12 

6 


-1396.7 

880.0 

-28,7 

-3306.0 

2079.0 

-1021.0 


NM 

17 
NM 
NM 

12 
NM 


3097.3 

1771.0 

62.7 

-3287.0 

3943.0 

733.0 


-75 

14 

NM 

NM 

7 

-89 


NM 

14.7 
NM 
NM 

15  I 

NM 


18.9 

15.9 

NM 

NM 

14.0 

29.2 


10.9 

22,6 

-20.1 

9.8 

27.2 

14.5 


■litraiWM 


INDUSTRY  COMPOSITE 


56314.5 


-1       110243.2 


535.9         -85 


995.1       -82 


1.0         6.4 


6.9 


31 

20 
NM 
NM 
18 
30 


33 


(A)  AIRLINES 

GROUP  COMPOSITE 
AIRT«AN  HOLDINGS  AAI 
ALASKA  Aiff  GHOUP  ALK 
AMERiCA  WEST  HOLDINGS  AWA 

AMTRAri 

CONTINENTAL  AIRLINES  CAL 

DELTA  AIR  LiNI  S 

NORlKWESTAiRLINF.Si 

SOUTHWEST  AIRLINEC 


25065.9 

205.8 

579.3 

587.2 

5583.0 

358.9 

2556.0 

3776.0 

2715.0 

1553.8 


2 

28 

5 

-5 
11 
8 
-1 
-16 
6 
6 


48449.3 

379.5 

1095.3 

1174.7 

10343.0 

706.4 
5008.0 
7618.0 
5326.0 
2982.4 


-767.4 

13.2 

4.7 

-42.5 

-507.0 

6.5 

42.0 

90.0 

-55.0 

175.6 


NM 

42 
47 
NM 
NM 
11 
73 
NM 
NM 
8 


-1506.2 

22  7 
28.4 
55.3 
650.0 
2.1 
51.0 

-226.  ) 
296.7 


11 
NM 
NM 
NM 
45 
69 
NM 
NM 
4 


NM 

6.4 
0.8 
NM 
NM 
1.8 
1.6 
NM 
NM 
11.3 


6.7 

14.1 
1.6 
5.4 
6.4 
1.8 
6.0 

10.3 
4.0 

13.1 


-2.6 

188.8 
5.0 
LS 
S 

L6  i 

1 1 .  a 

0.3 
NM 
16.6 


14 
NM 
NM 
NM 
NM 

I  < 
NM 
NM 

25 


1.4 

2.0 

1.6? 

2.4C 

2.41 

1 


1.09 


-0.42 

i)  e 

1.56 
2.72 
I  || 
1  6fc 
381 

0.8C 
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COMPANY  SYMBOL 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2001            2000 
$  MIL.             % 

6 

MONTHS 

2001 

$MIL 

CHANGE 

FROM 

2000 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

2001          2000 

% 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

12 

PRICE-       MONTHS' 

EARNINGS    EARNINGS 

RATIO           PER 

7-26          SHARE 

2ND 

QUARTER 
2001 
SMIL 

CHANGE 

FROM 

2000 

% 

6 

MONTHS 

2001 

SMIL 

CHANGE 

FROM 

2000 

% 

UAL 

4658.0 

-9 

9082.0 

-6 

291.0 

NM 

594.0 

NM 

NM 

6.6 

-15.8 

NM 

-12.91 

it 

US  AIRWAYS  GROUP  U 

.-'4  >'MO 

2 

4734.0 

4 

24.0 

NM 

202.0 

NM 

NM 

3.3 

NM 

NM 

-4  97 

(B)  RAILROADS 

GROUP  COMPOSITE 

8918.0 

0 

17719.0 

-1 

653.0 

3 

1055.0 

-4 

7.3 

7.1 

7.7 

19 

1.70 

BURLINGTON  NORTHERN  SANTA  FE  BNI 

2271.0 

0 

4564.0 

1 

195.0 

-13 

335.0 

-28 

8.6 

9.9 

11.0 

13 

2.12 

CSX       ■ 

2067.0 

-1 

4082.0 

-6 

108.0 

125 

128.0 

75 

5.3 

2.3 

4.0 

35 

1.13 

NORFOLK  SOUTHERN  NSC 

1692.0 

0 

3132.0 

1 

107.0 

-8 

168.0 

29 

6.7 

7.3 

4.6 

38 

0.55 

UNION  PACIFIC  UNP     

2998.0 

1 

594  1  0 

1 

243.0 

0 

424.(1 

-1 

8.1 

8.2 

9.3 

17 

3.31 

(C)  TRANSPORTATION  SERVICES 

GROUP  COMPOSITE 

9727.7 

2 

19071.2 

3 

-26.3 

NM 

143.5 

-78 

NM 

4.3 

6.3 

32 

1.06 

CNF  CNF 

1256.6 

-10 

2535.1 

-7 

-225.8 

NM 

-210.3 

NM 

NM 

3.3 

-14.2 

NM 

-3.21 

DOLLAR  THRIFTY  AUTOMOTIVE  GROUP  DTG       281 .0 

-2 

524.8 

1 

12.4 

-50 

21.6 

-40 

4.4 

8.6 

13.8 

7 

2.58 

ill 

FEDEX  FDX  <71 

5117.0 

6 

9955.8 

6 

113.0 

-54 

221.7 

-38 

2.2 

5.1 

9.9 

20 

2.02 

6ATX  GMT  t 

422.6 

34 

778.6 

29 

22.5 

-31 

26.9 

-62 

5.3 

10.2 

-1.3 

NM 

-0.25 

HUB  GROUP  HUBG 

318.0 

-8 

664.0 

-1 

1.1 

-54 

0.4 

-80 

0.3 

0.7 

2.2 

36 

0.39 

i 

ROBINSON  (C.H.)  WORLDWIDE  CHRW 

796.7 

6 

1529.2 

9 

22.6 

20 

40.8 

19 

2.8 

2.5 

23.9 

34 

0.91 

RYDER  SYSTEM  R 

1294.1 

-3 

2575.6 

-2 

19.9 

-33 

24.0 

-52 

1.5 

2.2 

5.1 

18 

1.06 

WABTEC  WAB 

241.7 

-3 

508  2 

0 

80 

-1 

18  3 

25 

3.3 

3.2 

9.8 

33 

0.44 

(D)  TRUCKING  &  SHIPPING 

GROUP  COMPOSITE 

12602.9 

0 

25003.7 

0 

676.7 

-20 

1302.9 

-26 

5.4 

6.7 

22.2 

24 

2.09 

ALEXANDER  &  BALDWIN  ALEX 

294.2 

2 

570.0 

9 

24.5 

-13 

46.9 

11 

8.3 

9.8 

11.4 

12 

2.03 

ALLIED  HOLDINGS  AHI 

250.2 

-15 

468.4 

-19 

-5.7 

NM 

-24.6 

NM 

NM 

2.3 

NM 

NM 

-4.58 

1 

ARKANSAS  BEST  ABES 

406.6 

-14 

807.2 

-12 

9.8 

-45 

18.9 

-39 

2.4 

3.8 

19.9 

10 

2.64 

u 

CONSOLIDATED  FREIGHTWAYS  CFWY 

590.4 

1 

1165.0 

-1 

-35.0 

NM 

-36.9 

NM 

NM 

0.0 

-19.3 

NM 

-1.90 

HUNT  (J.B.)  TRANSPORT  SERVICES  JBHT 

521.5 

-11 

1016.9 

-9 

8.6 

-22 

10.2 

-36 

1.6 

1.9 

7.0 

29 

0.86 

LANDSTAR  SYSTEM  LSTR 

358.0 

0 

689.3 

1 

10.9 

16 

19.3 

9 

3.1 

2.6 

38.8 

14 

5.32 

ROADWAY  ROAD 

642.1 

-9 

1292.6 

-7 

4.0 

-59 

9.0 

-56 

0.6 

1.4 

13.2 

12 

2.39 

,1 

U.S.  XPRESS  ENTERPRISES  XPRSA 

202.5 

0 

389.0 

-1 

0.4 

-87 

-0.8 

NM 

0.2 

1.5 

-1.8 

NM 

-0.18 

UNITED  PARCEL  SERVICE  UPS 

7566.0 

4 

15076.0 

4 

630.0 

-9 

1212.0 

-20 

8.3 

9.5 

28.1 

25 

2.29 

USFREIGHTWAYS  USFC 

623.9 

-2 

1245.3 

-1 

11.4 

-58 

19.9 

-60 

1.8 

4.3 

10.3 

14 

2.49 

WERNER  ENTERPRISES  WERN 

322.8 

5 

627.4 

5 

12.1 

-6 

21.5 

-7 

3.7 

4.2 

8.3 

23 

0.97 

YELLOW  YELL 

824.8 

-9 

1656  7 

-7 

5.7 

-76 

7.4 

78 

0.7 

2.6 

9.0 

13 

1.76 

1 

i  24     UTILITIES  &  ENERGY  SERVICES 

INDUSTRY  COMPOSITE 

188686.0 

77 

398483.9 

99 

5266.5 

26 

10181.0 

11 

2.8 

3.9 

10.6 

20 

1.85 

(A)  ELECTRIC,  WATER  &  COGENERATION 

GROUP  COMPOSITE 

107956.5 

57 

223511.4 

74 

4487.4 

39 

8451.5 

22 

4.2 

4.7 

10.9 

18 

1.93 

,. 

AES  AES  t 

2215.0 

26 

4760.0 

38 

112.0 

-20 

218.0 

-47 

5.1 

8.0 

9.9 

35 

0.98 

ALLEGHENY  ENERGY  AYE 

3456.4 

299 

5270.8 

204 

122.6 

69 

224.3 

40 

3.5 

8.4 

21.4 

13 

3.35 

ALLETE  ALE 

400.1 

33 

800.1 

36 

42.5 

-34 

75.4 

-20 

10.6 

21.4 

11.6 

13 

1.80 

t 

ALLIANT  ENERGY  LNT 

611.8 

15 

1464.6 

33 

25.0 

-43 

60.0 

-8 

4.1 

8.2 

20.3 

6 

4.76 

ill   ' 

AMEREN  AEE 

1057.0 

12 

2081.5 

18 

97.7 

-16 

166.2 

-8 

9.2 

12.4 

14.0 

12 

3.22 

; 

IS 

AMERICAN  ELECTRIC  POWER  AEP 

14000.0 

75 

29000.0 

107 

287.0 

86 

511.0 

90 

2.1 

1.9 

9.1 

26 

1.68 

:"o 

CALPINE  CPN 

1611.3 

291 

2950.5 

329 

109.0 

83 

227.6 

182 

6.8 

14.4 

19.8 

24 

1.56 

:• 

CINERGY  CIN 

3642.1 

106 

7348.6 

119 

83.8 

10 

204.9 

-5 

2.3 

4.3 

13.7 

13 

2.42 

yi 

CONECTIV  CIV 

1752.1 

54 

3293.1 

51 

264.0 

745 

314.9 

305 

15.1 

2.7 

36.0 

5 

4.72 

M 

CONSOLIDATED  EDISON  ED 

2112.2 

3 

4998.5 

15 

104.1 

44 

286.6 

9 

4.9 

3.5 

11.0 

14 

2.85 

yi 

CONSTELLATION  ENERGY  GROUP  CEG 

822.8 

-5 

1987.9 

7 

78.9 

84 

185.5 

57 

9.6 

5.0 

11.1 

11 

2.67 

DOMINION  RESOURCES  D 

2246.0 

10 

5444.0 

32 

155.0 

NM 

318.0 

NM 

6.9 

NM 

9.8 

22 

2.73 

Ml 

DUKE  ENERGY  DUK 

15580.0 

43 

32071.0 

76 

419.0 

27 

973.0 

35 

2.7 

3.0 

19.7 

15 

2.68 

;/■' 

EDISON  INTERNATIONAL  EIX 

2627.4 

-4 

5088.9 

-7 

-95.9 

NM 

-707.6 

NM 

NM 

5,2 

NM 

NM 

-8.93 

1.8 

EXELON  EXC 

3651.0 

164 

7474.0 

173 

315.0 

165 

702.0 

145 

8.6 

8.6 

13.4 

16 

3.63 

;  |0 

FIRSTENERGY  FE 

1804.1 

6 

3789.9 

14 

162.9 

7 

286.1 

-8 

9.0 

8.9 

12.2 

12 

2.61 

_:; 

FPL  GROUP  FPL 

2166.0 

30 

4107.0 

31 

223.0 

8 

338.0 

2 

10.3 

12.4 

12.5 

13 

4.18 

11/ 

GPU  GPU 

1347.9 

5 

2648.3 

8 

88.1 

NM 

158.4 

NM 

6.5 

NM 

13.8 

9 

388 

HAWAIIAN  ELECTRIC  INDUSTRIES  HE 
KANSAS  CITY  POWER  &  LIGHT  KLT 

428.8 

4 

863.7 

6 

26.1 

33 

54.3 

11 

6.1 

4.7 

6.0 

25 

1.52 

354.3 

22 

636.2 

30 

36.2 

35 

33.3 

22 

10.2 

9.2 

14.4 

11 

2.14 

,09 

NRG  ENERGY  NRG  t 

661.3 

40 

1285.6 

59 

49.1 

13 

84.3 

61 

7.4 

9.2 

10.5 

17 

1.19 

i 

PINNACLE  WEST  CAPITAL  PNW 

1293.8 

71 

2232.6 

79 

66.9 

-26 

129.1 

-10 

5.2 

11.9 

11.8 

13 

3.39 

,« 

POTOMAC  ELECTRIC  POWER  POM 

622.5 

-4 

1233.0 

5 

49.5 

-15 

114.4 

69 

8.0 

9.0 

21.4 

6 

3.43 

a 

PPL  PPL 

1409.0 

9 

2975.0 

10 

130.0 

31 

358.0 

45 

9.2 

7.6 

26.3 

11 

4.15 

K 

PROGRESS  ENERGY  PGN 

2315.6 

161 

4223.7 

139 

111.7 

4 

265.7 

38 

4.8 

12.1 

10.1 

14 

3.09 

1! 

PUBLIC  SERVICE  ENTERPRISE  GROUP  PEG      2162.0 

0 

4976.0 

7 

143.0 

1 

397.0 

-4 

6.6 

6.6 

18.2 

13 

3.54 

8 

PUGET  ENERGY  PSD 

935.4 

74 

2055.3 

73 

25.0 

-9 

112.0 

6 

2.7 

5.1 

10.8 

11 

222 

ft 

RELIANT  ENERGY  REI 

11974.4 

108 

25258.7 

153 

273.7 

26 

474.7 

36 

2.3 

3.8 

16.0 

11 

3.05 

n 

RELIANT  RESOURCES  RRI 

9681.2 

168 

19552.1 

230 

175.5 

69 

254.0 

212 

1.8 

2.9 

14.4 

NA 

NA 

)? 

RGS  ENERGY  GROUP  RGS 

348.4 

12 

856.2 

23 

9.7 

-47 

56.0 

-3 

2.8 

5.9 

114 

15 

2.59 

a 

SOUTHERN  SO 

2562.0 

2 

4831.0 

6 

274.8 

5 

459.6 

10 

10.7 

10.3 

8.1 

15 

1.56 

*3 

TECO  ENERGY  TE 

641.8 

15 

1314.4 

21 

71.9 

25 

141.6 

28 

11.2 

10.3 

15.9 

13 

2.16 

BusinessWee 
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COMPANY  SYMBOL 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
2001           2000 
SMIL.            % 

6 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

2001          2000 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 
7-26 

12 

MONTHS' 

EARNINGS 

PER 

SHARE 

2ND 

QUARTER 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

6 

MONTHS 

2001 

SMIL. 

CHANGE 

FROM 

2000 

% 

txu  rxu 

6127.0 

33 

14502 0 

55 

209  0 

-9 

413  9 

-3 

3.4 

5.0 

1 2  0 

14 

3.41 

UIL  HOLDINGS  nil 

262.5 

35 

504.7 

26 

15.2 

-14 

24.7 

-29 

5.8 

9.1 

10.6 

13 

3.60 

WISCONSIN  ENERGY  WEC 

859.2 

14 

2214.2 

60 

46.1 

52 

123.4 

52 

5.4 

4.0 

9.6 

13 

1.65 

WPS  RESOURCES  WPS 

577.2 

54 

1574.6 

104 

12.4 

3 

36.8 

-13 

2.2 

3.2 

11.1 

13 

2.50 

XCEL  ENERGY  XEL 

3636.8 

51 

7843.9 

66 

167.9 

17 

377.2 

27 

4.6 

5.9 

10.4 

15 

1.79 

(B)  GAS,  OIL  &  ENERGY  SERVICES 

GROUP  COMPOSITE 

80729.4 

113 

174972.5 

144 

779.2 

-18 

1729.6 

-25 

1.0 

2.5 

9.4 

27 

1.58 

DYNEGY  DYN 

10812.0 

89 

24980.0 

126 

146.0 

60 

283.0 

77 

1.4 

1.6 

16.4 

25 

1.91 

EL  PASO  EPG 

13363.0 

31 

31117.0 

62 

-134.0 

NM 

-524.0 

NM 

NM 

2.6 

-3.5 

NM 

0.21 

ENRON  ENE 

50060.0 

196 

100189.0 

234 

404.0 

40 

810.0 

29 

0.8 

1.7 

10.2 

36 

1.31 

EQUITABLE  RESOURCES  EQT 

345.5 

4 

1196.7 

69 

31.4 

94 

102.7 

86 

9.1 

4.9 

20.5 

16 

2.30 

KEYSPAN  KSE 

1423.0 

50 

4064.7 

80 

-6.5 

NM 

218.3 

-3 

NM 

5.6 

9.6 

15 

2.09 

KINDER  MORGAN  km  1  t 

218.8 

-60 

544.1 

-47 

49.9 

107 

106.7 

51 

22.8 

4.4 

12.0 

29 

1.86 

MDU  RESOURCES  GROUP  MDU 

546.4 

51 

1187.7 

62 

43.4 

106 

76.1 

121 

7.9 

5.8 

16.4 

12 

2.35 

NATIONAL  FUEL  GAS  NFG  <31 

406.5 

45 

1286.4 

61 

36.6 

304 

111.9 

40 

9.0 

3.2 

16.3 

11 

4.14 

NEW  JERSEY  RESOURCES  NJR  <31 

260.6 

5 

1150.7 

87 

4.3 

38 

37.4 

7 

1.7 

1.3 

13.6 

15 

2.91 

NICOR  GAS 

373.0 

7 

1846.7 

83 

26.7 

-13 

65.5 

-6 

7.2 

8.8 

5.9 

39 

0.94 

NUI  NUI  l3) 

231.9 

17 

655.8 

37 

0.7 

-55 

15.4 

-20 

0.3 

0.7 

8.0 

13 

1.79 

PIEDMONT  NATURAL  GAS  PNY  l2) 

408.0 

44 

875.6 

59 

39.9 

6 

90.2 

11 

9.8 

13.2 

12.1 

15 

2.26 

SEMPRA  ENERGY  SRE 

2062  0 

39 

5317.0 

82 

137.0 

25 

315.0 

41 

6.6 

7.4 

19.2 

10 

2.56 

SOUTH  JERSEY  INDUSTRIES  SJI 

218.6 

144 

561.2 

118 

-0.2 

NM 

21.5 

13 

NM 

NM 

13.4 

13 

2.33 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


ASP  10c 

MR  21b 

Abbott  Laboratories  12b 
Abercrombie  &  Fitch  8 
ABM  Industries  21d 
Acxiom  18c 
ADC  Telecomm.  22a 
Adobe  Systems  18c 
Advanced  Micro  9d 
ADV0  21C 
AES  24a 
AFLAC  17b 
Agere  Systems  9d 
Agilent  Technologies  9c 
Air  Products  &  Chemicals  4 
Airgas21b 
AirTran  Holdings  23a 
AK  Steel  Holding  16b 
Alaska  Air  Group  23a 
Albany  International  15d 
Albemarle  4 
Alberto-Culver  8 
Albertson's  10c 
Alcoa  16a 

Alexander  &  Baldwin  23d 
Allegheny  Energy  24a 
Allegheny  Tech.  5 
Allergan  12b 
Allete  24a 
Alliant  Energy  24a 
Allied  Holding  23d 
Allstate  17b 
Altera  9d 
Amazon.com  6 
AMC  Entertainment  14b 
Amerada  Hess  11a 
Ameren  24a 

America  West  Holdings  23a 
American  Axle  &  Mfg.  2b 
• 
'     ic  24a 
17a 
r>14d 


American  Standard  13a 

AmeriSource  Health  12a 

Ames  Dept.  Stores  8 

Ametek  9a 

Amgen  12b 

Amkor  Technology  9d 

Amphenol  9d 

AMR  23a 

AmSouth  Bancorporation  3c 

Amtran  23a 

Anadarko  Petroleum  11a 

Analog  Devices  9d 

Andersons  10a 

Andrew  9b 

Anheuser-Busch  6c 

Anixter  International  5 

AnnTaylor  Stores  8 

AOL  Time  Warner  18c 

Apache  11a 

Apogee  Enterprises  15a 

Apogent  Technologies  9c 

Apollo  Group  21  d 

Apple  Computer  18b 

Applied  Biosystems  9c 

Applied  Materials  15c 

Apria  Healthcare  Group  12c 

AptarCroup  15a 

Arch  Coal  11a 

Archer  Daniels  10b 

Arkansas  Best  23d 

Arrow  Electronics  21b 

ArvinMeritor2b 

Ascential  Software  18c 

Ashland  11a 

Associated  Banc-Corp  3a 

Astoria  Financial  17c 

AT&T  22a 

AT&T  Wireless  22a 

Atmel  9d 

Audiovox21b 

Aurora  Foods  10b 

Autodesk  18c 

Autoliv  2b 

AutoNation  21  d 

AutoZone  8 

Avaya  9b 

Avi'ryDsnnison15a 

Avon  Products  6d 

AVXH 

A.rtar  14b 


Baker  Hughes  lib 
Ball  7a 

BancorpSouth  3a 
BancWest  3d 
Bandag  2c 
Bank  of  America  3c 
Bank  of  New  York  3a 
Bank  One  3b 
Banknorth  Group  3a 
Bard  (C.R.)  12d 
Barnes  &  Noble  8 
Bausch  &  Lomb  12d 
Baxter  International  12d 
BB&T3C 
BEA  Systems  18c 
Bear  Stearns  17a 
Beazer  Homes  USA  13b 
Becton,  Dickinson  12d 
Bed  Bath  &  Beyond  6b 
Bell  Microproducts  21b 
BellSouth  22b 
Bemis  7b 

Benchmark  Electronics  9d 
Bergen  Brunswig  12a 
Best  Buy  6b 
Bethlehem  Steel  16b 
Big  Lots  8 
Biogen  12b 
Biomet  12d 
BJ  Services  lib 
BJ's  Wholesale  Club  8 
Black  &  Decker  15b 
Black  Box  18c 
Block  (H&R)  17a 
Blockbuster  14b 
Blyth  15a 
BMC  Software  18c 
Bob  Evans  Farms  14a 
Boeing  1 

Boise  Cascade  19b 
BOK  Financial  3d 
Borders  Group  8 
BorgWarner  2b 
Boston  Properties  13b 
Boston  Scientific  1 2d 
Bowater  19b 
Boyd  Gaming  14b 
Bristol-Myers  Squibb  12b 


Broadcom  9d 
Broadwing  22b 
Brown  Shoe  6a 
Brown-Forman  6c 
Brunswick  14d 
Burlington  Industries  15d 
Burlington  Northern  Santa  Fe  23b 
Burlington  Resources  11a 
Butler  Mfg.  15a 


Cabletron  Systems  18c 

Cabot  4 

Cadence  Design  Systems  18c 

Callaway  Golf  14d 

Calpine  24a 

Campbell  Soup  10b 

Capital  One  Financial  17a 

Caraustar  Industries  7b 

Carlisle  15a 

CarMax  Group  21  d 

Carnival  14d 

Carpenter  Tech  16b 

Casey's  General  Stores  21  d 

Caterpillar  15c 

CBRL  Group  14a 

CDI  21d 

CDW  Computer  Centers  8 

CellStar21b 

Cendant  21 d 

Centex  13b 

CenturyTel  22a 

Ceridian  18c 

Certegy21d 

Champion  Enterprises  13b 

Charming  Shoppes  8 

Charter  One  Financial  17c 

Chevron  11a 

Chiquita  Brands  Intl  10b 

Chiron  12b 

Ciena  22a 

Cincinnati  Financial  17b 

CINergy  24a 

Cmtas  21d 

Circuit  City  Group  6b 

Cisco  Systems  18c 

Citigroup  17a 

CKE  Restaurants  14a 

Claire's  Stores  8 

CMGI  18c 


CNF  23c 
Coca-Cola  6c 
Coca-Cola  Enterprises  6c 
Cole  National  8 
Colgate-Palmolive  6d 
Colonial  BancGroup  3a 
Comerica  3b 

Commerce  Bancshares  3b 
Commercial  Metals  16b 
Commonwealth  Inds.  16c 
Community  Health  Sys.  12c 
Compaq  Computer  18b 
Computer  Associates  18c 
Compuware  18c 
ComverseTech.  22a 
ConAgra  Foods  10b 
Concord  EFS  17a 
Conectiv  24a 
Conexant  Systems  9d 
Conoco  11a 
Cons.  Freightways  23d 
Consol  Energy  11a 
Consolidated  Edison  24a 
Constellation  Brands  6c 
Constellation  Energy  24a 
Continental  Airlines  23a 
Convergys21d 
Cooper  Industries  9a 
Cooper  Tire  &  Rubber  2b 
Coors  (Adolph)  6c 
Corn  Products  Intl.  10b 
Corning  22a 
Costco  Wholesale  8 
Countrywide  Credit  17a 
Covance21d 
Cox  Communications  20a 
Crane  15c 

Crestline  Capital  14c 
Crompton  4 
Crown  Cork  &  Seal  7a 
CSK  Auto  8 
CSX  23b 
Cummins  15c 
Cytec  Industries  4 


Dai-Tile  Intl  13a 
Dana  2b 
Danaher  9c 
Oarden  Restaur,     ,14a 


Dean  Foods  10b 

Deere  15c 

Dell  Computer  18b 

Delphi  Automotive  2b 

Delta  Air  Lines  23a 

Deluxe  18a 

Dentsply  Intl.  12d 

Dial  6d 

Diamond  Offshore  lib 

Dieboid  18a 

Dillard's  8 

Dime  Bancorp  17c 

Dole  Food  10b 

Dollar  Thrifty  Automotive  23c 

Dollar  Tree  Stores  8 

Dominion  Resources  24a 

Donaldson  15c 

Donnelley  (R.R.)  21c 

Donnelly  15a 

Dover  15c 

Dow  Chemical  4 

Dow  Jones  20b 

Downey  Financial  17c 

Dreyer's  Grand  Ice  Cream  10b 

DST  Systems  18c 

Duke  Energy  24a 

Duke  Realty  13b 

Dun&  Bradstreet  17a 

DuPont4 

Dura  Automotive  Systems  2b 

Dycom  Industries  21a 

Dynegy  24b 

OMMI 

E'Trade  Group  17a 

I  .ii i hi 'i. hi i'.  10b 

I  ,n  I  hi  ink  18c 

Eastman  Chemical  4 

Eastman  Kodak  14d 

Eaton  2b 

EchoStar  Communications  20a 

Ecolab  brl 

Edison  International  24a 

Edwards  (AG)  17a 

Edwards !  II  i )  18c 

El  Paso  24b 

Electronic  Data  Systems  18c 

EMC  18b 

Emcor  Group  21a 

Enron  24b 

ENSCO International  lib 


Equifax  17a 

Equitable  Resources  24b 
Exelon  24a 
Express  Scripts  12c 
ExxonMobil  11a 

Fairchild  Semiconductor  9d 
Family  Dollar  Stores  8 
Fastenal  8 
Federal  Signal  15a 
Federal-Mogul  2b 
Federated  Dept.  Stores  8 
FedEx  23c 
Ferro4 

Fidelity  National  Finl.  17a 
Fifth  Third  Bancorp  3b 
First  Citizens  BancShares  3c 
First  Data  18c 
First  Tennessee  Natl  3c 
First  Union  3c 
FirstEnergy  24a 
FirstMerit  3b 
Flserv  18c 

FleetBoston  Financial  3a 
Fleetwood  Ents.  14d 
Flowserve15c 
Foodarama  10c 
Footstar  8 
Ford  Motor  2a 
Forest  Laboratories  12b 
Fortune  Brands  15a 
FPL  Group  24a 
Franklin  Resources  17a 
Freddie  Mac  17a 
Fred's  8 

Freeport-McMoRanC&G16c 
Fuller  (H.B.)  4 
Furniture  Brands  6b 


Galey  &  Lord  15d 
Galileo  Intl  18c 
Gallagher  (Arthur  J)  17a 
Gannett  20b 
Gap  8 
Gartner  21d 
Gateway  18b 
GATX  23c 
GenCorp  2b 
Gpnentech  12b 
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CORPORATE  SCOREBOARD 


ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


General  Cable  1 6c 
General  Dynamics  1 
General  Electric  S 
General  Mills  tOb 
General  Motors  2a 
Genlyte  Group  9a 
Genuine  Parts  21b 
Genzyme  General  12b 
Georgia-Pacific  Group  19a 
Giant  Industries  11a 
Gillette  6d 
Global  Marine  lib 
Golden  State  Bancorp  1 7c 
Golden  West  17c 
Goldman  Sacbs  Group  17a 
Goodnch  1 

Goodyear  Tire  &  Rubber  2c 
Goody's  Family  Clothing  8 
GPU  24a 
Grace  (WR)4 
Grainger  (WW)  21b 
Graphic  Packaging  Intl  7b 
Great  A&P  10c 
Great  Lakes  Chemical  4 
GreenPoint  Financial  17c 
Greif  Bros  7b 
Group  1  Automotive  21d 
Gtech  Holdings  18c 
Guidant12d 


Intel  9d 
Interface  15d 
Intermet  1 6c 
International  Flavors  4 
International  Game  Tech.  15a 
Intl  Multifoods  10a 
International  Paper  19b 
Intl  Specialty  Prods  4 
Interpublic  Group  21c 
Interstate  Bakeries  10b 
Intimate  Brands  8 
Intuit  18c 
Invacare  12d 
Isle  of  Capri  Casinos  14b 
ITT  Industries  15c 
IVAX12b 


J  P  Morgan  Chase  3a 
Jabil  Circuit  9d 
Jacobs  Engineering  21a 
JDS  Uniphase  9d 
Jeff  eries  Group  17a 
JLG  Industries  15c 
Jo-Ann  Stores  8 
Johnson  4  Johnson  12d 
Johnson  Controls  15a 
Joy  Global  15c 
Juniper  Networks  18c 


Halliburton  lib 
Handleman21d 
Harcourt  General  20b 
Hariey-Davidson  14d 
Hanah's  Entertainment  14b 
Hams  9b 
Harsco  15a 
Harte-Hanks21c 
Hasbro  14d 
Hawaiian  Electric  24a 
Hayes  Lemmerc  Intl.  2b 
HCA12C 

Health  Management  Assocs.  12c 
Heinz  (H.J )  10b 
Heller  Financial  17a 
Helmerich  &  Payne  lib 
Hershey  Foods  10b 
Hewlett-Packard  18b 
Hexcel  15a 
Hibernia  3c 
Hillenbrand  15a 
Hilton  Hotels  14c 
Hines  Horticulture  10b 
Holly  11a 
Home  Depot  8 
HomeBase  8 
HON  Industries  18a 
Honeywell  Intl.  5 
Hormel  Foods  10b 
Hortorr  (DR.)  13b 
Host  Marriott  13b 
Household  Intl.  17a 
Hovnanian  Ents.  13b 
Hub  Group  23c 
Hubbell  9a 

Hughes  Electronics  9b 
Hughes  Supply  21b 
Hunt  (J.B.)  23d 
Huntington  Bancshares  3b 
Huttig  Building  Prods.  21b 


i2  Technologies  18c 
IBM  18b 
IBP  10b 
IDT  22a 

IKON  Office  Solutions  5 
Illinois  Tool  Works  15c 
Imation  18c 
Immunex12b 
IMS  Health  21d 
IndyMac  Bancorp  17a 
Ingersoll-Rand  15c 
Instinet  Group  17a 


Kaiser  Aluminum  16a 
Kansas  City  Power&  Light  24a 
KB  Home  13b 
Kellogg  10b 
Kellwood  6a 
Kelly  Services  21  d 
Kerr-McGee  11a 
KeyCorp  3b 
KeySpan  24b 
Kimberly-Clark  19b 
Kinder  Morgan  24b 
King  Pharm.  12b 
Kmart  8 

Knight-Ridder  20b 
Kohl's  8 

Kraft  Foods  10b 
Kroger  10c 


L-3  Communications  9b 

Labor  Ready  21  d 

Laboratory  Corp  of  America  12c 

Lafarge13a 

Lam  Research  15c 

LandAmerica  Financial  17a 

Lands'  End  8 

Landstar  System  23d 

La-Z-Boy  6b 

Lear  2b 

Legg  Mason  17a 

Leggett  &  Piatt  6b 

Lehman  Brothers  Holdings  17a 

Lennar 13b 

Lennox  International  13a 

Level  3  Com  muns.  22a 

Lexmark  Intl.  18b 

Lilly  (Eli)  12b 

Limited  8 

Lincoln  Electric  15b 

Lincoln  National  17b 

Linear  Technology  9d 

Linens  'N  Things  6b 

Lithia  Motors  21d 

Liz  Claiborne  6a 

Lockheed  Martin  1 

Longs  Drug  Stores  12a 

Longview  Fibre  7b 

Louisiana-Pacific  19a 

Lowe's  8 

LSI  Logic  9d 

Lubrizol  4 

Lucent  Technologies  22a 

Lyondell  4 


M&T  Bank  3a 

M  DC.  Holdings  13b 

Mandalay  Resort  14b 

Manitowoc  15c 

Manpower  21  d 

Marriott  Intl.  14c 

Marsh  &  McLennan  1 7a 

Marshall  &  llsley  3b 

Martin  Marietta  Materials  13a 

Massey  Energy  11a 

Mattel  14d 

Maxxam  16a 

May  Department  Stores  8 

Maytag  6b 

MBNA  3a 

McClatchy  20b 

McCormicklOb 

McDermott  Intl.  15c 

McDonald's  14a 

McGraw-Hill  20b 

MCI  Group  22a 

McKesson  HBOC  12a 

MCSi  18c 

MDU  Resources  Group  24b 

Mead  19b 

Media  General  20b 

Medtronic  1 2d 

Men's  Wearhouse  8 

Mercantile  Bankshares  3a 

Merck  12b 

Merrill  Lynch  17a 

Metris  17a 

MGIC  Investment  17b 

MGM  Mirage  14b 

Michaels  Stores  8 

Micron  Technology  9d 

Microsoft  18c 

Miller  (Herman)  18a 

Minnesota  Mining  15a 

Mitchell  Energy  11a 

Modine  Mfg.  2b 

Mohawk  Industries  15d 

Molex  9d 

Monaco  Coach  2a 

Monsanto  4 

Moody's  17a 

Morgan  Stanley  Dean  Witter  1 7a 

Motorola  9b 

MSC  Industrial  Direct  21b 

Mueller  Industries  16c 

Murphy  Oil  11a 

Mylan  Laboratories  12b 


Nabors  Industries  lib 
Nacco  Industries  15b 
Nash  Finch  10a 
National  City  3b 
National  Commerce  Finl.  3c 
National  Fuel  Gas  24b 
National  Semicond.  9d 
National  Service  9a 
National  Steel  16b 
National-Oilwellllb 
Navistar  International  2a 
NCI  Building  Systems  15a 
NCR  18a 

Neiman  Marcus  Group  8 
Network  Appliance  18b 
New  Jersey  Resources  24b 
New  York  Times  20b 
Newport  News  Shipbuilding  1 
Nextel  Communications  22a 
Nicor  24b 
Nike  6a 

NL  Industries  4 
Noble  Affiliates  lib 
Noble  Drilling  11b 
Nordstrom  8 
Norfolk  Southern  23b 
North  Fork  Bancorp,  3a 
Northern  Trust  3b 
Northrop  Grumman  1 


Northwest  Airlines  23a 
Novell  18c 

Novellus  Systems  15c 
NRG  Energy  24a 
Nucor  16b 
NUI  24b 
NVIDIA  9d 
NVR  13b 


Occidental  Pet  11a 
Office  Depot  8 
OfficeMax  8 
Old  Republic  Intl.  17b 
Olin  16c 
OM  Group  4 
Omnicom  Group  21c 
ON  Semiconductor  9d 
Oracle  18c 
O'Reilly  Automotive  8 
Outback  Steakhouse  14a 
Owens  &  Minor  1 2d 
Owens  Corning  13a 
Owens-Illinois  7a 
Oxford  Industries  6a 


Paccar  2a 

Pacific  Century  Fin  3d 
Packaging  Corp.  America  7b 
Pactiv  7b 
Pall  5 

PanAmSat  22a 
Parametric  Technology  1 8c 
Park  Place  Entertainment  14b 
Pathmark  Stores  10c 
Patterson  Dental  21b 
Patterson-UTI  Energy  lib 
Payless  ShoeSource  8 
PC  Connection  8 
Peabody  Energy  11a 
Penn  Traffic  10c 
Penney  (J.C.)  8 
Pentair  15c 
People's  Bank  17c 
PeopfeSoft  1 8c 
Pep  Boys  8 

Pepsi  Bottling  Group  6c 
PepsiCo  6c 
PerkinElmer9c 
Petsmart  8 
Pfizer  12b 
Pharmacia  12b 
Phelps  Dodge  16c 
Philip  Morris  6e 
Phillips  Petroleum  11a 
Phillips-Van  Heusen  6a 
Piedmont  Natural  Gas  24b 
Pier  1  Imports  6b 
Pilgrim's  Pride  10b 
Pinnacle  West  24a 
Pioneer-Standard  21b 
Pitney  Bowes  18a 
Playtex  Products  7b 
Plexus  9d 
PMI  Group  17b 
PNC  Financial  Svcs.  3a 
Polaris  Industries  14d 
Polaroid  14d 
Popular  3c 
Potlatch  7b 
Potomac  Electric  24a 
PPG  Industries  13a 
PPL  24a 
Praxair  4 

Precision  Castparts  1 
Price  (T.Rowe)  17a 
Primedia  20b 
Priority  Healthcare  12a 
Progress  Energy  24a 
Progressive  17b 
Providian  Financial  3d 
Public  Service  Ent.  24a 
Puget  Energy  24a 
Pulte  Homes  13b 


Quaker  Oats  10b 

Qualcomm  9b 

Quanex16c 

Quest  Diagnostics  12c 

Quintiles  Transnational  21  d 

Qwest  Communs.  22b 

Eammmm 

RJ.  Reynolds  Tobacco  6e 

Radian  Group  17b 

RadioShack  6b 

Ralston  Purina  10b 

Raymond  James  Finl.  17a 

Rayonier  19a 

Raytheon  1 

Reebok  International  6a 

Regions  Financial  3c 

Reliance  Steel&  Alum.  21b 

Reliant  Energy  24a 

Reliant  Resources  24a 

Reynolds  &  Reynolds  18c 

RGS  Energy  Group  24a 

RightCHOICE12c 

Rite  Aid  12a 

Roadway  23d 

Robert  Half  International  21  d 

Robinson  (C.H.)  23c 

Rock-Tenn  7b 

Rockwell  Collins  1 

Rockwell  International  9a 

Rohm  &  Haas  4 

Ross  Stores  8 

Rouge  Industries  16b 

Rowan  lib 

Royal  Caribbean  Cruises  14d 

RuddicklOc 

Ryder  System  23c 

Ryland  Group  13b 


Sabre  Holdings  18c 
Safeco  17b 
Safeway  10c 
Saks  8 
Sanmina  9d 

SBC  Communications  22b 
Schering-Plough  12b 
Schlumberger  lib 
Scholastic  20b 
Schulman  (A.)  4 
Schwab  (Charles)  17a 
Scientific-Atlanta  22a 
SCP  Pool  21b 
Scripps  (E.W.)  20b 
Sealed  Air  7b 
Sears,  Roebuck  8 
Sempra  Energy  24b 
Sensient  Tech.  4 
7-Eleven  10c 
Shaw  Group  15a 
Sherwin-Williams  8 
ShopKo  Stores  8 
Siebel  Systems  18c 
Sigma-Aldricrt  12b 
Silgan  Holdings  7a 
Skechers  U.S.A.  6a 
Smart  &  Final  10c 
Smith  (A.O.)  9a 
Smith  International  lib 
Smithfield  Foods  10b 
Smurfit-Stone  Container  7b 
Snap-on  15b 
Software  Spectrum  18c 
Solectron  9d 
Sonoco  Products  7b 
South  Jersey  Inds.  24b 
Southern  24a 
SouthTrust  3c 
Southwest  Airlines  23a 
Spartan  Stores  10a 
Spartech 15a 
Spiegel  8 
Sports  Authority  8 
Springs  Industries  15d 
Sprint  FON  Group  22a 
Sprint  PCS  Group  22a 


SPS  Technologies  15a 

St.  Joe  13b 

St.  Jude  Medical  1 2d 

St.  Paul  17b 

Standard  Pacific  13b 

Standard  Register  18a 

Stanley  Works  15b 

Staples  8 

Starbucks  10b 

Starwood  Hotels  &  Resorts  14c 

State  Street  3a 

Station  Casinos  14b 

Steelcase  18a 

Stein  Mart  8 

Stewart  &  Stevenson  15c 

Stewart  Information  Svcs.  17a 

Stilwell  Financial  17a 

Storage  Technology  18b 

Stryker12d 

Student  Loan  17a 

Sun  Microsystems  18b 

SunGard  Data  Systems  18c 

Sunoco  11a 

SunTrust  Banks  3c 

Superior  TeleCom  16c 

Supervalu  10a 

Symantec  18c 

Symbol  Technologies  18b 

Synovus  Financial  3c 

a  mam 

Talbots  8 

Target  8 

TBC21b 

TCF  Financial  3b 

TDWaterhouse  Group  17a 

Tech  Data  18a 

Teco  Energy  24a 

Tecumseh  Products  13a 

Tektronix  9c 

Teleflex  15a 

Telephone  &  Data  Sys.  22a 

Tellabs  22a 

Temple-Inland  7b 

Tenet  Healthcare  12c 

Tenneco  Automotive  2b 

Teradyne  9c 

Texaco  11a 

Texas  Industries  16b 

Texas  Instruments  9d 

Textron  5 

Thermo  Electron  9c 

Thomas  &  Betts  9d 

Thor  Industries  14d 

3Com  18c 

3M15a 

Tiffany  8 

Timberland  6a 

Timken  15c 

TJX  8 

Toll  Brothers  13b 

Torchmark  17b 

Toro  1 5c 

Tosco  11a 

Tower  Automotive  15a 

Toys  'R'  Us  8 

Tractor  Supply  8 

Trans  World  Entertainment  14d 

Transatlantic  Holdings  17b 

Tribune  20b 

Tricon  Global  Restaurants  14a 

TRW  5 

Tupperware15a 

TXU24a 

Tyco  Intl.  15c 

tmmmmm 

U.S.  Bancorp  3b 

U.S.  Cellular  22a 

US  Xpress Ent  23d 

UAL  23a 

UIL  Holdings  24a 

UltramarDiamondShamracklla  York 

Unifi  15d  Zale  8 

Union  Pacific  23b  Zions  Bancorporation  3d 


Union  Planters  3c 

UnionBanCal  3d 

Unisys  18b 

United  Auto  Group  21d 

United  Natural  Foods  10a 

United  Parcel  Sen/ice  23d 

United  Rentals  21d 

United  Stationers  21b 

United  Technologies  1 

UnitedHealth  Group  12c 

Unitrin  17b 

Universal  Forest  Products  19a 

Universal  Health  12c 

Unocal  11a 

UnumProvident  17b 

URS21a 

US  Airways  Group  23a 

USA  Education  17a 

USA  Networks  20a 

USFreightways  23d 

USG13a 

UST6e 

USX-Marathon11a 

USX-U.S.  Steel  16b 

IHI 

Vail  Resorts  14b 

Valero  Energy  11a 

Valmont  Industries  15a 

Valspar  13a 

Value  City  8 

Venator  Group  8 

Veritas  Software  18c 

VF6a 

Verizon  22b 

Viacom  14b 

Wad  5 

Viasystems  Group  9d 

Visteon  2b 

Volt  Info.  Sciences  21  d 

Vulcan  Materials  13a 

171'    v  >'"'"' 
Wabash  National  2b 
Wabtec  23c 
Wachovia  3c 
Walgreen  12a 
Wallace  Computer  18a 
Wal-Mart  Stores  8 
Walter  Industries  16b 
Washington  Mutual  17c 
Washington  Post  20b 
Waters  9c 
Watsco13a 

Wausau-Mosinee  Paper  19b 
Weatherford  Intl.  lib 
Webb  (Del)  13b 
WellPoint  Health  12c 
Wells  Fargo  3b 
Werner  Enterprises  23d 
WESCO  International  21b 
Westcorp  1 7c 
Western  Digital  18b 
WestPoint  Stevens  15d 
Westvaco  7b 
Weyerhaeuser  19b 
Whirlpool  6b 

Willamette  Industries  19b 
Williams-Sonoma  6b 
Wisconsin  Energy  24a 
WorldCom  Group  22a 
Worthington  Inds  16b 
WPS  Resources  24a 
Wrigley(Wm.)Jr  10b 


Xcel  Energy  24a 
Xerox  18b 
Xilinx  9d 

XO  Communications  22a 
Yellow  23d 
13a 
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GLOBAL  POWER 


[ANOTHER   REASON   PSEG   HAS   WALL   STREET'S   ATTENTION] 


When  developing  power  plants  outside  the  U.S.,  you  must  have  a  strategy. 


One  that  carefully  weighs  the  risks  and  rewards.  Ours  is  a  proven,  disciplined 


approach.  The  product  of  a  decade  of  global  experience-from  Chile  to  China. 


We  carefully  analyze  the  economic,  social,  political  and  regulatory  landscape 


before  making  a  decision.  Our  goal  is  to  continue  to  successfully  build 


and  operate  generation  and  distribution  facilities  in  emerging,  deregulated 


growth  markets.  And  to  have  an  impact  on  the  local  economy  that  can  only 


be  described  as,  well,  powerful. 


PSEG 

We  make  things  work  for  you. 


www  pseg.com 
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ENERGY 

VALUE 
CHAIN 

Harnessing  Technology. 
Capitalizing  on  Competition. 


Not  since  1977  has  energy  enjoyed  such  prominence 

on  the  front  pages  of  the  nation's  newspapers,  the 
cover  stories  of  the  business  and  trade  weeklies,  the  top 
screens  of  the  Internet  web  information  services,  and 
even  the  top  stories  on  the  evening  news.  Hidden  in  the 
story  is  a  an  energy  value  chain  that  is  changing  as 


ayers,  and  a  new 


regulatory  regime  that  stresses  greater  competition  for 
what  was  once  a  staid  commodity  business. 


OOOOo 
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ENERGY 
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CHAIN 


BEGINNING  AT 

THE  SOURCE 

The  energy  value  chain  begins  with 
a  source  of  energy.  These  are  fuels-coal, 
natural  gas,  and  petroleum,  and  biomass 
fuels  like  wood,  straw,  and  municipal 
wastes.  Then  there  are  non-fuel  energy 
sources-including  renewables  like  wind 
and  solar  and  hydro  and  nuclear  fuels  based 
on  uranium.  Fuels  are  then  transported 
through  vast  truck,  rail,  and  pipe  lines  to 
conversion  facilities  like  refineries  and 
power  stations,  industrial  facilities  where 
they  are  consumed  as  raw  materials,  or  in 
the  case  of  natural  gas  to  distributors  who 
sell  it  to  directly  to  consumers.  Most  of  the 
renewable  and  nuclear  sources  are  used  to 
produce  electricity. 

Energy  products,  like  fuel  oil,  gasoline, 
natural  gas,  and  electricity,  then  proceed 
through  their  own  transport  and  distribution 
channels.  So  in  the  case  of  electricity,  the 
value  chain  is  fuel/energy  source,  power 
generating  station,  transmission,  distribu- 
tion, and  consumption.  Unlike  gasoline  or 
heating  oil,  both  of  which  are  liquid  fuels 
and  have  similar  networks,  electricity 
cannot  be  stored.  More  on  that  later. 

Natural  gas  is  transported  through 
interstate  pipelines  to  local  distribution 
companies  (LDCs).  The  gas  business  has  been 
"deregulated"  for  fifteen  years  but  most 
of  that  applied  to  sourcing  and  transport. 
The  LDCs  have  largely  been  insulated  from 
competition.  That's  changing,  and  as  a  result 
of  a  decade  or  more  of  REtD,  the  gas  indus- 
try has  new  commercial  products  based 
on  gas  ready  for  the  customer  base.  Many 
compete  with  products  driven  by  electricity. 

In  the  new  energy  value  chain,  the 
consumption  of  electricity  deserves  special 
attention.  Because  of  competition  and 
deregulation,  a  whole  new  area  of  energy 
services  has  sprung  up  around  electricity 

option  And  many  enthusiasts  look 
ept,  a  distributed  power 


network,  to  revolutionize  how  electricity 
is  produced,  bought,  sold,  and  used. 

Think  of  this  within  the  gasoline 
context.  When  you  "fill  er  up,"  you  have 
several  different  grades  of  product  to  select 
from.  You  can  buy  milk  and  cigarettes,  get 
your  car  washed,  and  even  bank  at  the  ATM 
at  what  once  were  called  "gas  stations". 
Electricity,  by  stark  contrast,  is  still  largely 
sold  as  a  bunch  of  electrons,  one  supplier's 
product  indistinguishable  from  another's. 
The  one  exception  is  the  fledgling  attempt 
to  sell  "green"  electricity,  electrons  generated 
by  renewable  sources. 


Because  of  competition 
and  deregulation,  a 
whole  new  area  of 
energy  services  has 
sprung  up  around 
electricity  consumption. 


Making  the  grade 


The  "grade"  of  electricity  needed 
to  run  our  washing  machines  is  different 
from  the  grades  needed  to  service  an 
Internet  server  farm  or  a  digitally  controlled 
assembly  line.  The  absolute  guarantee  one 
business  needs  on  supply  and  quality  may 
be  different  than  another's.  New  businesses 
are  springing  up  to  truly  service  this  new 
frontier  in  the  electric  energy  space. 

Many  think  that  the  industry  will  look 
vastly  different  in  twenty  years  as  a  result. 
The  popular  analogy  is  "from  mainframes  to 
PCs."  In  other  words,  large  inflexible  central 
stations  (mainframes)  and  long  transmission 
lines  will  be  replaced  by  tens  of  thousands 
of  medium-size,  small,  and  even  micro 
distributed  power  units  (PCs)  managed 
as  a  network  of  assets.  Much  controversy 
exists  as  to  how  deeply,  or  how  fast, 
distributed  power  will  displace  the  current 
system.  But  many  electric  utilities  are 
betting  that  both  will  be  important  to 
the  future  of  their  business. 

There  are  many  dimensions  to  the 
energy  services  rubric.  Lack  of  attention 
to  the  electricity  supply  and  delivery 
infrastructure,  caused  by  the  legislative 


dismantling  of  the  existing  regulated 
utility  structure,  has  made  businesses  and 
consumers  nervous  about  their  needs.  One 
dimension  therefore  is  on-site  electricity 
production  to  complement  supply  from 
the  grid.  Similarly,  prolonged  high  prices  fo| 
grid-supplied  power  lead  some  businesses 
to  believe  that  they  can  generate  electricit 
less  expensively  themselves  in  efficient 
modular  units.  This  dimension  is  displace- 
ment of  grid-supplied  power.  In  effect, 
a  network  of  dispersed  modular  units 
close  to  or  adjacent  to  loads  replaces 
large  central  stations  delivering  power 
through  long  transmission  lines  and 
convoluted  distribution  networks. 

Superimpose  the  Internet  onto  all  thil 
Modem  into  your  local  utility  or  distributor! 
or  energy  portal,  estimate  how  much  elec- 
tricity (and  for  that  matter  home  heating 
oil  and/or  natural  gas)  you'll  need  for  the 
next  six  months,  fill  in  a  request  for  proposj 
on-line,  and  select  the  best  offer.  Tell  the 
supplier  when  you'd  be  willing  to  curtail 
your  demand  and  you  may  be  entitled  to 
share  in  some  revenue  made  by  selling  youj 
increment  of  power  into  a  higher-priced 
market.  Yes,  self-service  energy  procuremer 
is  more  than  a  gleam  in  the  eye  of  an 
Internet  venture  fund! 

Or,  forget  about  Internet-age  stuff. 
You  just  want  to  lower  your  electricity 
bill.  Buy  or  lease  some  energy  management 
hardware  and  software  that  automates 
turning  on  and  off  your  energy  consumptio| 
devices.  You  can  get  this  stuff  from  your 
local  utility  cum  energy  services  provider 
or  an  independent  energy  services  firm. 

You  don't  want  any  more  holes  in 
your  walls  or  don't  have  the  inclination  to 
automate  switches  and  thermostats?  Just 
get  an  advanced  power  meter  or  log  into 
an  Internet  site  that  tells  you  what  the 
real-time  price  of  power  is  to  you.  You'll 
wash  your  clothes  at  night  when  the  poweij 
rates  are  lower.  You  are  changing  your 
"energy"  behavior  based  on  transparent 
pricing  information. 

If  prices  are  expected  to  remain 
high,  these  are  smart  investments  or 
at  least  good  options  to  consider.  However! 
high  prices  tend  to  take  care  of  themselves; 
because  consumers  make  better  or  differer 
choices.  Environmentalists  like  this  refrain,] 
too.  Keep  prices  high,  demand  will  fall, 
fewer  pollutant-spewing  plants  will  be 
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And  40%  of  America's  power  from  steam. 


Reliably,  cleanly  and  efficiently. 
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With  the  largest  installed  base  of  conventional  power  generating  equipment  in 
the  world,  ALSTOM  is  a  leading  designer  and  builder  of  environmental  equipment,  boilers,  gas 
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above.  With  140,000  people  in  70  countries,  we're  also  a  global  leader  in  power  transmission 
and  distribution,  rail  transport  and  marine  power.  With  U.S.  energy  challenges  increasing  daily, 
and  with  7,000  people  and  more  than  $4  billion  in  sales  in  the  U.S.  alone,  you  can  expect  to  hear 
our  name  more  and  more.  For  information,  contact  us  atwww.usa.alstom.com  or  call  860-688-191  1 . 


ALSTOM,  the  global  specialist  in  energy  and  transport  infrastructure. 


ENERGY 

VALUE 
CHAIN 


Special  Advertising  Sectio 


€ 


WEBSITES  TO  W 

pse&g:      www.pseg.com 


alsto        www.alstom.com 


el  pas       www.epenergy.com 


ouke:        www.duke-energy.com 


ppl:         www.pplweb.com 


EDISON  ELECTRIC  INSTITUTE: 

www.eei.org 


needed,  and  renewables  can  then  compete 
in  the  market. 

However,  unlike  many  other  consumer 
goods,  prices  are  not  yet  transparent  to 
the  consumer  so  rational  decisions  can't 
be  made  based  on  real-time  price  signals. 
The  industry  is  moving  in  this  direction, 
but  we're  not  there  yet. 

Now  if  you  are  a  large  energy- 
intensive  industrial  facility,  you  have  the 
very  large,  stable,  year-round  load  that 
energy  firms  covet.  Energy  service  providers 
are  probably  coming  to  you  with  the  many 
ways  they  can  help.  And  they  can,  with 
options  ranging  from  taking  complete 
responsibility  for  your  energy  supply  under 
a  multi-year  contract,  owning  and  operat- 
ing your  production  facilities  and  delivering 
you  electricity,  steam,  chilled  water,  natural 
gas,  and  other  utilities,  or  providing  hedging 
strategies  to  make  your  energy  costs  more 
predictable.  But  you'll  still  need  to  be  an 
informed  customer. 

Two  new  words  also  spring  up  on 
the  energy  services  side:  aggregation  and 
bundling.  Aggregation  refers  to  collecting 
many  small  customers  for  electricity  or 
gas  and  aggregating  their  load  so  it  can 
be  purchased  at  lower  cost.  Bundling  refers 
to  packaging  two  or  more  energy  products 
■  and  achieving  economies  of  scale 
for  the  customer.  Those  economies  can  be 
presenting  a  single  bill  to  the 


customer,  or  as  complex  as  hedging  one 
energy  product  against  another,  servicing 
and  maintaining  energy  consuming 
equipment,  like  chillers,  air  conditioners 
and  furnaces,  and  maintaining  inventory 
for  peak  load. 

The  Internet  promises  to  be  a  key 
technology  platform  for  aggregating  and 
bundling.  It  lowers  the  cost  of  servicing 
the  customer  and  even  allows  for  some 
amount  of  customer  self-service  to  take 
place.  Despite  difficulties  in  the  Internet 
and  e-commerce  sectors  recently,  the 
energy  industry  will  continue  to  seek 
the  benefits  of  the  customer  interface 
that  it  facilitates. 

One  thing  is  certain:  The  energy 
consumer  must  become  more  engaged. 
When  it  comes  to  electricity,  we  pay  our 
utility  bill  and  just  assume  the  juice  will 
be  there  when  we  want.  We  buy  natural 
gas  and  don't  worry  about  things  like 
temporary  curtailments.  Some  businesses 
out  West  were  shocked  when  their 
electricity  supply  was  curtailed,  until 
they  read  the  fine  print  in  their  contracts, 
especially  the  "interruptible  rate"  clause. 

Where  the  smart  money  is  going 

The  distributed  power,  e-commerce, 
and  information  technologies  applied  to 
new  energy  markets  have  venture  capitalists 
and  equity  investors  plenty  excited.  It  has 
those  familiar  rings  necessary  to  fuel 
enthusiasm-innovation,  paradigm  busting, 
customer  choice,  monopoly  chopping,  insa- 
tiable demand,  and  so  on.  Equity  enthusiasm 
for  fuel  cell  and  micro-turbine  technology, 
two  new  ways  to  generate  electricity  and 
even  power  automobiles,  skyrocketed  over 
the  last  few  years,  as  small  upstart  compa- 
nies, many  living  off  of  government  funds, 
announced  deals  with  big  energy  industry 
stalwarts  like  General  Electric  and  Enron. 
Internet  energy  trading  platforms  have 
also  been  darlings  of  investors  lately. 

At  the  same  time,  anyone  connected 
with  this  industry  will  tell  you  that  gross 
inefficiencies  and  imbalances  do  exist 
throughout  the  value  chain.  Better 
application  of  information  technologies, 
telecommunications  capabilities,  and 
customer  relationship  management,  can 
play  a  vital  role  in  optimizing  the  physical 
assets.  Automation  software,  optimization 
routines  encoded  into  today's  software, 
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and  better  measurement  and  control  devio 
extract  more  value  from  refineries  and  pow 
stations.  Dispersed,  modular  resources  can  | 
be  regulated  and  controlled,  with  respect  t 
the  distribution  grid,  as  easily  as  one  large 
plant's  supply.  New  technology  gets  the 
credit  for  the  higher  productivity  we  enjoy 
from  our  natural  gas  wells  and  the  fact  thj 
we  keep  finding  new  reserves  that  can  be 
tapped  for  future  needs. 

The  R&D  in  electricity  is  expected  to  | 
be  especially  intensive  over  the  next  twent 
years  because  there  are  greater  inefficiencil 
to  be  worked  out.  Some  in  the  R&D  commi] 
nity  view  the  electricity  industry  as  being 
at  the  same  point  that  telecommunication^ 
was  in  1981  at  the  breakup  of  AT&T.  Don't  | 
think  so  much  of  short-term  volatility  in 
your  equity  portfolio,  think  of  the  long-terj 
changes  that  have  been  wrought  on  the 
industry  and  consumer  habits  over  the  last) 
two  decades.  Computers  in  every  householl 
cell  phones  in  every  purse!  That's  the  scale 
of  change  that  has  got  investors  in  the  ne\| 
energy  sector  excited. 


It's  the  volatility 

Electricity  is  known  to  be  among  th 
most  volatile  commodities  ever  traded.  An 
natural  gas,  where  markets  opened  up  in  t 
late  1980s,  is  not  far  behind.  Virtually  all  o 
the  new  electricity  capacity  planned  in  thi 
country  was  predicated  on  this  fuel,  at  lea 
until  six  months  ago,  when  higher  natural 
gas  prices  changed  the  prevailing  wisdom. 

Volatility  is  tough  on  business  and 
consumers,  but  is  something  that  energy 
companies  can  capitalize  on,  often  to  the 
benefit  of  energy  consumers.  In  fact,  many 
of  the  top  energy  companies  have  mastere 
commodity  trading  and  hedging  skills.  TheN 
successfully  capitalize  on  figures  like  the 
"spark  spread,"  the  difference  in  market 
price  between  natural  gas  and  electricity, 
and  offer  new  energy  products  like  weathe 
derivatives,  which  allow  customers  to  hedc 
energy  needs  against  prevailing  weather 
trends.  To  these  leaders,  energy  is  more  risl 
management  than  it  is  a  commodity  mark< 

Volatility  tends  to  naturally  reduce  a 
players  gain  access  to  the  skills  and  knowl- 
edge necessary  to  hedge.  Yet  after  fifteen 
years  of  natural  gas  deregulation,  pricing 
of  this  commodity  is  still  considered  volati 
In  other  countries,  like  Australia,  the  UK, 
and  Argentina,  where  electricity  markets 


We  didn't  become  a  global  energy  leader  by  wearing  blinders. 
We  see  the  forest.  But  we  also  see  the  trees. 

The  details.  The  subtleties  of  new  energy  markets. 
The  opportunities  overlooked  by  others. 

It  is  this  intimacy  with  detail,  and  the  ability  to  step  back  and  see  beyond, 
which  give  us  perspective.  And  power. 
At  Duke  Energy,  we're  generating  a  new  source  of  energy. 
It's  called  vision.  Innovation.  Foresight.  It's  the  power  of  what  can  be. 
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are  somewhat  more  mature  than  most 
of  the  US,  electricity  prices  still  exhibit  a 
30°/o-50°/o  spread  between  the  off-peak 
periods  and  the  on-peak  periods,  notes 
DRI-WEFA,  an  econometrics  firm  based 
in  Boston.  Electricity  price  volatility  may 
subside,  but  most  experts  seem  to  think  it 
will  take  many  years  before  that  happens. 

Electricity  is  different.  First,  electricity 
demand  is  largely  dependent  on  the  weath- 
er. Second,  and  this  is  something  that  can 
be  fixed,  electricity  can't  be  stored.  You 
can  store  oil  in  barrels  and  tanks,  you  can 
store  natural  gas  in  large  tanks  within  the 
city  gate  or  distribution  system  or  in  huge 
underground  caverns.  You  can't  store 
electricity,  but  you  can  store  the  energy 
in  another  form-mechanically  as  water 
pumped  up  to  a  higher  reservoir  or  com- 
pressed air  sitting  in  a  cavern  overnight, 
or  chemically  in  a  battery  or  a  fuel  cell. 

Finding  answers 

Today's  energy  companies  have 
answers.  Part  of  that  answer  is  building 
new  transmission  lines,  which  have  been 
almost  impossible  to  permit  over  the 
last  decade.  But  part  of  the  answer  is 
technology  which  can  increase  the  amount 
of  power  transmitted  on  a  given  line,  allow 
the  remote  monitoring  of  transmission  lines 
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and  substations,  and  make  the  entire 
grid  far  more  flexible  than  it  is  today. 
The  grid  was  built  for  limited  amounts 
of  power  transfers  between  regions  of 
the  country;  it  needs  to  be  renovated  and 
expanded  for  the  flexibility  demanded 
by  a  competitive  market. 

Remember  that  value  chain?  If  trans- 
mission is  the  neglected  dimension,  energy 
storage  is  the  sixth  dimension,  the  missing 
dimension,  at  least  with  respect  to  electricity 
markets.  Only  one  commercial  bulk  energy 
storage  technique  is  prevalent  today.  It's 
called  pumped  storage  hydroelectric.  Water 
is  pumped  up  a  hill  to  a  reservoir  using 
low-cost  electricity  at  night  time.  During 
day-time  peak  periods,  that  water  flows 
downhill  to  drive  huge  turbine/generators. 

That  same  concept,  storing  electrical 
energy  as  mechanical  energy  of  a  flowing 
fluid,  can  be  applied  by  compressing  air, 
storing  in  it  huge  underground  caverns, 
and  then  releasing  it  to  drive  gas  turbine/ 
generators.  Other  energy  storage  devices, 
batteries  and  certain  fuel  cell  designs,  are 
being  developed  for  the  distributed  power 
markets  and  can  potentially  be  scaled  up 
to  serve  for  bulk  energy  storage. 

Upstream  is  where  it  starts 

So  much  of  the  future  electricity 
generation  is  predicated  on  natural  gas, 
even  the  most  enthusiastic  executives 
from  gas  supply  companies  have  been 
warning  of  potential  problems  in  trying 
to  meet  the  demand. 

It's  not  that  we  don't  have  the  natural 
gas  reserves.  Virtually  everyone  in  the 
industry  concurs  that  between  Canada  and 
the  US,  we  have  all  the  natural  gas  we  need. 
The  problem  lies  in  permits  for  exploration 
and  drilling  and  for  building  and  routing 
pipelines.  Getting  at  the  supply  and  getting 
the  supply  to  the  demand,  in  other  words  is 
a  big  part  of  the  issue.  Relief  in  the  form  of 
new  legislative  policies  may  not  come  soon 
enough  to  stave  off  short-term  dislocations. 

Other  options,  thankfully,  come  into 
play  to  resolve  short-term  problems.  For 
example,  several  natural  gas  companies, 
notably  El  Paso  Corp,  are  readying  new 
liquefied  natural  gas  (LNG)  facilities,  which 
can  bridge  some  gaps  between  natural 
gas  sourcing  and  pipelining.  Trinidad, 
Algeria,  and  Indonesia  ship  LNG  around 
the  world.  Prices  to  bring  LNG  into  the  US 


were  typically  too  high  to  compete  with 
indigenous  natural  gas  supply.  In  the  sho| 
term,  the  supply  may  be  necessary. 

Technology  is  helping  get  the  eneri] 
resources  out  of  the  ground  at  lower 
cost  and  with  less  environmental  impact] 
Gas  and  oil  wells  are  "smart"  now,  becaus 
\sensors  and  computer  modeling  and 
mapping  techniques  are  used  to  gain  an 
understanding  of  what  is  happening  on 
real-time  basis.  According  to  one  estimatl 
the  industry  has  reduced  the  cost  of  find | 
developing,  lifting,  and  transporting  natuj 
gas  by  2.5°/o  per  year  over  the  last  decade 


Technology  is 
helping  get  the  energy 
resources  out  of  the 
ground  at  lower 
cost  and  with  less 
environmental  impact. 
Gas  and  oil  wells  are 
"smart"  now... 


The  list  of  new  technologies  being 
brought  to  bear  on  natural  gas  supply 
is  formidable.  It  includes:  laser-based 
pipeline  leakage  monitoring  using  infrarej 
absorption,  use  of  robots  to  access  and 
repair  pipe  flaws,  use  of  fiberglass  and 
composite  materials  to  fix  cracks  and 
breaks  and  for  potential  use  as  new  pipe 
materials,  advanced  cathodic  protection 
to  resist  corrosion,  and  use  of  liners  to 
extend  the  life  of  existing  steel  pipe 

Coal  suppliers  are  learning  some 
lessons  from  the  natural  gas  side  of  the 
sector.  That  is,  they  are  beginning  to 
view  their  business  less  as  supplying  a 
fuel  to  the  utilities  with  coal-burning 
plants,  by  far  the  largest  market  for  coal 
in  the  US,  and  more  as  integrating  down- 
stream operations.  Peabody  Energy,  the 
largest  US  supplier  of  coal,  is  blazing  a 
trail  by  developing  a  mine-mouth  power 
station,  one  that  is  located  at  the  coal 
mine,  in  Kentucky. 
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El  Paso  Corporation  is  taking  the  lead  in  providing  solutions  for 
the  challenges  presented  by  today's  evolving  energy  environment. 
Our  production  company  is  using  new  technology,  drilling  deeper 
into  tight  rocks  to  deliver  gas  reserves  that  might  otherwise  be 
unreachable.  Our  pipeline  group  is  expanding  our  60,000  mile 
transmission  system  to  deliver  gas  from  supply-rich  basins  to 
supply-short  areas.  We're  investing  in  infrastructure  to  improve 
access  to  new  energy  sources  like  liquefied  natural  gas.  And  we're 
exploring  technology  to  convert  waste  coal  into  clean  burning  fuel 
for  power  plants  to  cut  electric  generation  costs.  At  El  Paso,  we 
believe  in  long  term,  flexible  supply  and  risk  management  solutions 
"1  benefit  our  company,  our  customers,  and  communities 
iund  the  world. 

Important  energy  solutions.  Raised  to  the  power  of  El  Paso. 


elpaso 
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This  "coal-by-wire" 
concept  is  likely  to 
catch  on,  especially 
in  states  with  large 
coal  reserves  that  are 
instituting  incentives 
for  coal  development. 


This  "coal-by-wire"  concept  is  likely  to 
catch  on,  especially  in  states  with  large  coal 
reserves  that  are  instituting  incentives  for 
coal  development.  New  cleaner  burning  coal 
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technologies,  such  as  advanced  pulverized 
coal  combustion,  fluidized  bed  boilers,  and 
multi-pollutant  emissions  control  systems 
that  can  simultaneously  remove  two  or 
more  of  S02,  NOx,  flyash,  mercury,  and  trace 
metals  will  likely  be  applied  to  meet  state 
and  federal  clean  air  laws. 

21st  century  energy  firms 

Even  with  the  degree  of  uncertainty 
facing  this  industry,  there  are  strategies 
being  pursued  by  the  leading  energy 
companies  that  are  easily  identified.  First, 
there's  the  large  integrated  energy  firm. 
Their  formula  for  success  is  assets  plus 
trading  skills  times  uncertainty  equals 
profitability. 

Many  of  the  firms  in  this  category  are 
headquartered  in  Houston  or  have  dominant 
operations  there.  They  are  often  products 
of  a  merger  between  an  electric  utility  and  a 
natural  gas  company,  or  they  are  natural  gas 
companies  that  have  learned  how  to  devel- 
op power  generating  assets  to  strategically 
move  "downstream."  Some  of  these  firms 
include  El  Paso,  Duke  Energy,  Williams 
Companies,  Dynegy,  and  Enron.  Enron 
may  be  a  special  case  as  it  has  proclaimed 


@ 


in  recent  months  that  assets  may  not  be 
necessary,  just  the  ability  to  arbitrage  andl 
trade  in  most  any  commodity-fiberopticsj 
natural  gas,  bandwidth,  and  electricity. 

The  scope  of  these  players  is  impres 
sive.  Enron,  for  example,  is  one  of  the 
largest  players  in  the  wind  energy  sector. 
Duke's  new  projects  are  all  gas-fired  and 
dot  the  country,  but  it  is  still  anchored  by  I 
Duke  Power  Co's  coal  and  nuclear  assets  I 
the  South.  Thus,  it  is  a  diversified  supplier| 
on  a  nationwide  basis.  Dynegy  acquired 
lllinova  Corp,  which  includes  Illinois  Powe| 
Co,  and  therefore  has  a  sizable  beachheac 
in  the  Midwest.  Searching  for  incremental 
or  new  business,  Williams  has  created  a 
large  energy  information  portal  on  the  we 
called  EnergyNewsLive.  Says  Travis  Campt 
Senior  VP,  Williams  Energy  Services,  "We 
gave  customers  what  they  were  asking  fol 
Enron's  EnronOnline  is  reported  by  the  firi| 
to  be  among  the  highest  traffic  business- 
to-business  portals  on  the  Internet. 

Another  strategy  is  size  plus  fuel  ar 
regional  diversity.  Included  here  are  entity 
that  are  the  product  of  mergers  between 
already  large  electric  and  gas  utilities.  AEPJ 
the  merger  between  the  giant  coal-based 
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Where  do  they  get  the  energy? 


100  million  transactions  every 

hour.  35  billion  dollars  every  day. 

The  business  of  Wall  Street  runs  on 

pure  nerve,  adrenaline  and  a 
constant,  reliable  flow  of  electricity. 

America's  economic  growth  has 

created  major  new  demands  on  our 

electricity  supply.  And  there  are  even 

greater  challenges  ahead.  With 

government  and  community  support, 

America's  power  companies  can 

build  the  generation  facilities  and 

transmission  lines  our  nation  needs, 

to  ensure  that  today's  business  has 

the  energy  to  keep  succeeding.  Visi 

www.eei.org  to  learn  how  American 

progress  depends  on  power. 


America's  Power  Source 
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holding  company,  American  Electric  Power 
Corp  of  Ohio  and  a  gas  giant,  Central  and 
Southwest  Corp  in  Texas,  is  one.  Florida 
Progress,  a  merger  between  Carolina  Power 
Et  Light  Co  and  Florida  Power  Corp;  Xcel 
Energy,  the  merger  between  Northern  States 
Power  Co,  and  Public  Service  Co  of  Colorado 
(which  had  earlier  picked  up  Southwestern 
Public  Service  Corp  in  Texas);  are  two  others. 
These  entities  now  control  wide  swaths  of  the 
nation's  transmission  system,  huge  chunks  of 
generating  assets,  and  large  customer  bases 
by  merging  service  territories. 

Looking  at  other  strategies 

Other  strategies  are  also  worth  noting. 
AES  Corp,  perhaps  the  largest  global  electric 
energy  firm,  has  picked  off  two  small 
Midwest  utilities,  Central  Illinois  Lighting  Co 
and  Indianapolis  Power  ft  Light  Co,  purchased 
generating  assets  in  California,  purchased 
utilities  around  the  world,  including  far-flung 
places  like  Kazakstan,  and  distribution 
utilities  in  places  like  Brazil.  Mirant,  the 
new  name  for  Southern  Energy,  achieved 
organic  growth  worldwide  through  indepen- 
dent power  project  development  and  utility 
acquisitions,  but  it  already  started  out  as  the 
"self-proclaimed"  nine-hundred  pound  gorilla 
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in  this  country,  controlling  nuclear,  coal, 
and  new  gas  turbine  assets  throughout  the 
mid-South.  It  has  also  acquired  generating 
assets  in  Illinois,  California  and  elsewhere. 

Most  companies  on  the  fuels  side,  El 
Paso,  BP,  Chevron,  ExxonMobil,  Texaco,  and 
Shell  are  seeking  to  become  more  dominant 
in  the  downstream  markets.  They  are  often 
partners  to  new  large  gas-based  merchant 
and  independent  power  projects  or  equity 
investors  in  projects  based  on  other  fuels 
as  well.  This  is  true  whether  they  are  largely 
sourcing  companies  or  pipeline  distribution 
firms.  But  oil  and  gas  are  not  their  only 
interests.  Shell  and  Texaco  have  been  active 
for  years  developing  coal  gasification 
technologies,  which  when  combined  with 
gas-turbine-based  power  plants,  can  be 
efficient  and  clean.  Photovoltaic  solar 
energy  technology  is  also  on  several  of 
these  firms  radar  screens. 

Then  there  are  firms  like  PSEEtG, 
Cinergy,  Ameren,  Dominion  and  others 
that  have  merged  neighboring  or  adjacent 
utilities  or  bought  assets  close  by.  Many  of 
these  are  located  in  states  where  deregula- 
tion and  competition  are  proceeding  more 
slowly.  Although  they  may  appear  to  be  less 
aggressive  and  not  as  often  in  the  national 
limelight,  they  are  honing  special  skills, 
such  as  excelling  at  coal-fired  power  plant 
operations  or  paying  close  attention  to 
their  customer  base.  The  strategy  could 
be  summed  up  as  securing  the  home  front 
before  invading  far-flung  territories! 

Still  another  strategy,  or  at  least 
a  component  of  one,  is  to  dominate  in 
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Most  companies  on 
the  fuels  side,  El  Paso, 
BP,  Chevron,  ExxonMobil, 
Texaco,  and  Shell  are 
seeking  to  become 
more  dominant  in  the 
downstream  markets. 


one  energy  source.  Exelon  Corp,  through 
individual  plant  acquisitions  and  the  merger 
of  PECO  Energy  (the  old  Philadelphia  Electric 
Co)  with  Commonwealth  Edison  Co  in 
Illinois,  now  controls  more  than  one-fifth 
of  the  nuclear  power  assets  in  the  US. 
When  nuclear  plants  are  for  sale,  Dominion 
Energy,  Entergy  Corp,  and  Duke  also  show 
up  at  the  bidding,  so  there's  at  least  a  fight 
to  dominate  nuclear  power. 

The  large  suppliers  to  the  industry 
have  bulked  up  as  well,  particularly  for 
pursuits  of  turnkey  solutions,  installations, 
and  services.  Alstom,  for  one,  notes  that  its 
added  value  has  shifted  to  providing  greater 
system  reliability,  availability,  and  efficiency. 

Finally,  environmental  responsibility 
should  not  be  overlooked.  Energy  firms  are 
often  derided  for  destroying  the  ecology. 
Yet  firms  like  BP  and  Shell  take  great  pains 
to  discuss  openly  their  environmental 
performance;  it's  front  and  center  of  their 
public  information.  They  are  also  in  the 
vanguard  of  renewables  energy  development 
as  well.  Nuclear  generating  companies 
are  often  not  given  credit  they  deserve 
for  their  role  in  keeping  the  lid  on  carbon 
dioxide  emissions. 

All  these  firms  are  charged  with 
delivering  the  world's  insatiable  demand 
for  energy.  It  doesn't  happen  without 
formidable  compromise. 


Jason  Makansi  is  president  of  Pearl 
Street  Inc.  (www.pearlstreetinc.com),  a  busi- 
ness and  technology  deployment  consulting 
practice  based  in  St.  Louis,  MO.  Makansi  was 
previously  editor  in  chief  of  Power  magazine, 
a  McGraw  Hill/Platts  Energy  publication,  and 
Director  -  Power  Industry  for  Myplant.com, 
an  information  and  engineering  services 
portal  for  vertical  industries. 
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Well,  well,  well.  The  omniscient  groundhog 
has  finally  met  its  match. 

It's  our  very  own  "Seer  of  Seers,  Sage  of 
Sages,  Prognosticator  of  Prognosticators." 

Mike  Pontrelli. 

Our  Clairvoyant  of  Climates  knows  that 
the  success  of  buying  and  selling  wholesale 
electricity  and  natural  gas  depends  on  the 
temperature.  And  that  the  demands  for 
power  do  fluctuate  based  on  just  how  hot  or 
cold  it  is  outside. 

He's  also  aware  that  having  early,  accurate 
and  astute  weather  forecasts  gives  PPL 
a  significant  advantage  in  the  stormy 
electricity  marketplace. 

So  Mike  Pontrelli  vigilantly 
tracks  climatic  patterns  and  then 
delivers  his  weather  reports  before  the  market 
starts  trading  at  7  a.m.  And  he  delivers 
them  straight  to  the  PPL  traders,  who  now 
can  determine  how  much  demand  is  anticipated, 
how  much  electricity  we  need  to  supply  and 
where  to  sell  or  buy  it. 

Because  we  believe  in  being  ready  to  power 
up  at  a  kilowatt's  notice,  we're  in  the  process 

©  PPLCoip.  2001  AJ  rights  reserved. 


of  building  several  power  plants  where  they're 
needed,  when  they're  needed.  In  Washington, 
Arizona,  Connecticut,  Pennsylvania,     j^^^ 

ow  on-the-spot  forecasts 

and  on  the-trading  floor  decisions 

get  pOWer  to  where 
it's  needed  most. 

New  York  and  Illinios,  to  be  precise. 

Today,  the  company  that  began  as  a  local 
energy  provider  for  eastern  and  central 
Pennsylvania  has  burgeoned  into  one  of  the 
nation's  leading  marketers  of  electricity  in  42 
states  and  Canada. 


HELPING  KIDS 

COPE  WITH  THE 

NET,  PICKING  A 

CAMP 


For  Kids  On  the  Web, 

It's  An  Ad,  Ad,  Ad,  Ad  World 

How  to  help  yours  see  the  sales  pitches  behind  online  games 


BY  ELLEN  NEUBORNE 

When  I  told  my  6-year-old  he  could 
choose  some  candy  at  the  supermar- 
ket checkout,  he  grabbed  a  package  of 
Sweet  Tarts  and  proceeded  to  do  a 
little  song-and-dance  number  for  the 
cashier.  "Is  that  from  the  TV  commer- 
cial?" she  asked  him.  "No,"  he  replied. 
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"It's  from  the  Sweet  Tarts  Internet  game.' 
The  Internet  economy  may  be  on  the  rocks 
but  the  business  of  marketing  to  kids  online  is 
booming.  More  than  two-thirds  of  all  Internet  M 
sites  designed  for  kids  and  teens  use  advertising    ■ 
as  their  primary  revenue  stream.  Since  obvi   b 
ous  tactics,  such  as  banner  ads  and  buttons  ■■- 
have  been  less  than  successful  in  nabbing  youth- 
ful consumers,  sites  are  now  em- 
ploying more  creative  tech-  Ui 
niques,    from    games    tc  n 
e-mails  to  wireless  tech-  pp 
nology.  There  are  hard- 
ly   any    commercial-    ■ 
free    zones    left    or   ■ 
the   Internet,  says  | 
Kathryn      Mont- 
gomery, president  ol  I 
the  watchdog  group  Center  for  Media  - 
Education.  "Parents  need  to  be  aware 
that  online  ads  are  now  cropping  up  in  | 
places  they  may  not  expect." 

To  teach  kids  to  be  critical  consumers] 
you  must  take  the  time  to  examine  what 
they  are  seeing  and  discuss  with  ther 
how  to  evaluate  those  messages.  And  tol 
do  that  effectively,  you  need  to  know  where  the 
messages  are  coming  from: 
■  GAMES.  Some  55%  of  children's  and  teens'  sites 
now  feature  games,  up  from  43%  last  year.  Al- 
though original  games  with  no  commercial  tie-in  are 
still  common,  they  have  been  joined  by  a  growing 
army  of  product-related  offerings.  These 
games  offer  the  same  rich  graphics  and 
high-energy  activities  kids  are  used  to. 
Increasingly,  consumer  goods 
have    starring    roles.    On 
FoxKids.com,  where 
my  son  enjoyed 
the  Sweet  Tarts  game, 

Burger  King  and   Mc- 
Donald's have  also  appeared.  Their  products 
may  be  the  game  pieces,  the  hidden  trea- 
sure, or  some  other  integral  part  of 
the  game.  Kids  spend  as  much  as 
30  minutes  per  online  session  on 
the  Fox  site,  much  of  thai  play 
ing  games.  That's  far  more  time 
with  a  young  consumer  than  a 
marketer  nmld  h< >| m •  to  achieve 

I  \  \  with  a  television  commercial, 

says  Allison  Ellis,  general  man 
ager  at  FoxKids.com. 
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Ellis  recognizes  that  parents  may  be  con- 
cerned about  the  product  pitches,  but  so  far,  she 
tays,  they  haven't  been  willing  to  support  an 
id-free  subscriber  site.  In  fact,  research  shows 
,hat  the-  number  of  children's  sites  with 
10  advertising  has  dropped  from  10% 
)f  all  kids'  sites  last  year  to  just  2%  to- 
lay.  "We  are  up  front  that  we  are 
unded  by  advertisers,  and  so  it's  clear 
;hat  advertising  is  going  to  be  on  our 
rite,"  Ellis  says.  "Our  goal  is  to  make 
t  fun  and  maintain  standards  so  that 
rids  are  not  seeing  something  inappro- 
priate." Game-and-ad  combos  are  labeled 
'sponsored  content,"  she  notes. 

To  get  the  undivided  attention  of  users — 
without  the  presence  of  competing  advertis- 
ers— marketers  are  also  creating  their  own 
sites.  One  example  is  Candystand.com,  which 
enjoyed  extensive  word-of-mouth  buzz  after 
promos  appeared  on  Nabisco  candy  packages. 
The  site  stars  members  of  the  Nabisco  confec- 
tion lineup,  such  as  LifeSavers  and  Now  and 
Later  chews.  Its  downloadable  miniature-golf 
game,  which  uses  LifeSavers  to  mark  the  holes, 
is  especially  popular.  Candystand.com  "is  a  very 
clever  integration  of  product  and  games,"  says 
Barbara  Feldman,  who  writes  a  syndicated  col- 
umn called  Surfing  the  Net  With  Kids  and  has  a 
Web  site  of  the  same  name.  The  key,  she  says, 
is  to  be  sure  your  kids  recognize  the  sales  pitch 
as  well  as  the  entertainment  factor.  And  re- 
mind them  that  even  if  they  encounter  a  contest 
or  offer  of  free  merchandise  on  the  site,  they 
should  refrain  from  giving  out  their  e-mail  or 
home  address. 

■  E-MAIL.  The  Children's  Online  Privacy  Protec- 
tion Act,  enacted  last  year,  forbids  companies 
from  using  e-mail  to  sell  to  kids  under  13  without 
parental  permission.  But  while  marketers  can't  e- 
mail  kids,  kids  can  e-mail  each  other — and  more 
and  more,  they're  passing  along  advertising  mes- 
sages gleaned  from  commercial  Web  sites.  It  can 
be  as  simple  as  an  e-card  with  a  Sesame  Street 
character,  which  a  child  can  pick  up  from 
Sesameworkshop.org,  or  a  hyperlink  to  a 
Nike  site  that  hosts  video  clips  (star- 
ring the  shoes,  of  course). 

E-mail  is  the  primary  conduit  for 
the  "viral"  campaigns  (they  used  to  be 
known  as  word  of  mouth)  that  rely  on 
kids    to    hit    the    forward    button, 
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stores,  where  secret  codes  for  prizes  were  print- 
ed on  price  tags. 

■  CHAT  ROOMS  AND  NEWSGROUPS.  There  are 
lots  of  independent  gathering  spots  on  the  Web 
where  kids  go  to  chat  about  similar  inter- 
ests, from  music  to  skateboarding  to 
computer  games.  Increasingly,  mar- 
keters are  joining  those  conversations. 
Tiger  Electronics,  a  division  of  Has- 
bro, is  hard  at  work  promoting  its 
new  i-Cybie  robotic  dog,  due  to  hit 
stores  later  this  summer.  To  ensure 
that  this  virtual  pup,  which  responds  to 
voice  commands,  will  be  a  holiday  hit,  Tiger 
executives  regularly  visit  chat  rooms  and  bulletin 
boards  where  toy  and  tech  enthusiasts  gather. 
Brian  Rubash,  manager  for  technical  marketing 
at  Tiger,  discovered  an  i-Cybie-related  news- 
group on  Yahoo!  and  has  regularly  signed  on  to 
offer  product  news  and  answer  questions. 


Shielding  Kids  from  Online  Ads 


VEHICLE                                                    WHAT  TO  DO 

E-MAIL  From  e-cards  featuring  TV 
characters  to  "viral"  ad 
campaigns  that  teens  pass  along 

Software  lets  you  block  attachments, 
where  commercial  messages 
often  lurk 

GAMES  In  one,  a  virtual  game 
of  golf  uses  LifeSavers  candies 
to  mark  the  holes 

Check  out  the  games  your  kids  are 
talking  about;  explain  to  them  any 
marketing  pitches  you  detect 

WIRELESS  TRANSMISSIONS 

Companies  that  target  teens  are 
sending  ad  messages  to  their 
cell  phones 

Monitor  your  child's  cellular  service; 
if  it  delivers  popular  news,  such  as 
fashion,  it  is  likely  to  embed  ads  in 
the  package 

according     to 
Jupiter  Media  Metrix, 
a   leading   Internet   re- 
search firm.   One   example: 
Lee  Jeans  targeted  200,000  young 
men  last  year  with  e-mails  sent  out 
by  its  ad  agency  that  carried  myste- 
rious and  amusing  video  clips.  Dis- 
tributed by  recipients  to  an  average  of 
six  friends  each,  the  e-mails  directed 
consumers  to  a  specially  designed 
online  game,  and  ultimately,  to 


What  can  a  parent  do  about  all  this?  Soft- 
ware, such  as  America  Online's  Parental  Control 
program,  and  browser  options,  such  as  Surfmon- 
key.com,  can  keep  kids  from  visiting  sites  you 
choose  to  block.  But  as  ad  messages  become 
more  closely  woven  into  online  entertainment 
and  e-mail  exchanges  among  friends,  blocking 
becomes  more  difficult.  "The  No.  1  thing 
you  want  to  have  is  the  parent  in  the 
room,"  says  Jupiter  senior  analyst 
Rachel  Terrace  (table). 

Even  if  you're  on  top  of  the  latest 

marketing  ploys,  be  aware  that  more 

are  coming  online  every  day.  Capitol 

Records  is  experimenting  with  an 

instant-messaging  agent  that  spreads 

news  and  information  about  the  rock 

band  Radiohead.  And  teen  retailer 

Alloy  Online  has  launched  a  wireless 

news    service    that    delivers    content 

and    house    ads    to    cell-phone-toting 

teenage  girls. 

"The  digital  environment  only  gets  more 
compelling  for  kids,"  says  the  Center 
for    Media    Education's    Mont- 
gomery. Your  job  is  to  alert  your 
kids  to  how  marketers  are  mak- 
ing the  most  of  it.  □ 


Remind  your 
children  to  resist 
the  temptation 
to  give  out 
their  e-mail  or 
home  address 
in  return  for 
free  merchandise 
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Camp  Next 

Year?  Start  Now  WM 

The  best  sleepover  camps  fill  up  fast 


n  a  sunny  summer  af- 
ternoon      at       Camp 
Pinecliffe  in  Harrison, 
Me.,    girls    gather   at 
Crystal    Lake    for    a 
swimming  lesson.  Far- 
ther south,  at  Indepen- 
dent Lake  Camp  in  Orson,  Pa., 
campers  practice  on  a  flying 
trapeze.     And    at    Rawhide 
Ranch  in  Bonsall,  Calif.,  chil- 
dren stand  around  four  ponies 
to  learn  the  basics  of  horse 
grooming. 

There's  something  for  every- 
one in  the  world  of  sleepaway 
camps.  While  the  majority  of 
the  6,000  residential  U.S. 
camps  offer  a  smattering  of 
swimming,  boating,  soccer,  and 
the  like,  an  increasing  number  feature  nontradi- 
tional  activities,  from  circus  arts  to  extreme 
sports,  such  as  BMX  free-style  bicycling.  What's 
more,  about  20%  of  all  camps  specialize,  focusing 
on,  say,  computers  or  horseback  riding. 

While  top-of-the-line  camps  can  cost  close  to 
,000  for  an  eight-week  session,  you  can  find  less 
expensive  alternatives,  such  as  subsidized  scout- 
ing camps,  that  typically  run  $800  for  two  weeks. 
Camps  also  vary  by  level  of  competition,  type  of 
accommodations,  even  policies 
on  campers  phoning  home. 

With  so  many  choices,  how 
do  you  find  the  best  one  for 
your  child?  And  if  you're  think- 
ing of  sending  a  child  to  camp 


FLYING  FREE 

Kids  swing 
on  a  trapeze 
at  Independei 
Lake 


BUSY  SEASON 

Offerings  at  the  co-ed  Independent 
Lake  Camp  in  Orson,  Pa.,  include  a 
climbing  wall  (above)  and 
a  rock  music  program  (right) 


next  summer,  when  should 
you  start  your  search? 

The  answer  to  the  last 
question  is  easy:  right  now. 
"It's  never  too  early  to  start 
looking,"  says  Bette  Bussel, 
executive   director   of  the 
New  England  chapter  of  the 
American  Camping  Assn.  in  Natick,  Mass.  Wl| 
the  big  recruitment  season  is  in  fall  and  ea 
winter,  popular  camps  fill  up  even  before  th  | 
Plus,  if  you  investigate  during  the  summer,  J 
can  get  a  feel  for  a  camp  by  going  there  in  s 
son.  Most  camps  welcome  such  visits  as  long 
you  make  an  appointment  ahead  of  time.  If  yl 
don't  get  moving  until  the  fall,  that's  O.  K.  Ji  I 
remember:  "By  February,  lots  of  can  j 
don't  have  any  openings,"  says  Peg  Smi 
executive  director  of  the  American  Camp  I 
Assn.  (aca)  in  Martinsville,  Ind. 

Where  to  look?  One  good  place  to  bejl 
is  the  Web,  where  you'll  find  a  number  I 
sites   aimed   at   helping  parents   in   th 
Bearch  (table)-  Before  you  log  on,  ho\ve\  ', 
you  need  to  reflect  on  a  few  crucial  matte 
Chief  among  them:  Is  your  child  ready  fo  I 
sleepaway  program?  Most  camps  accept  d 
dren  starting  at  age  6  or  7,  though  some 
as  young  as  5,  according  to  the   Natioil 
Camp  Assn.  (nca)  in  New  York,  You  <  i 
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get  a  clue  to  your  kids'  readiness  by  how  well 
they  handle  sleepovers  with  friends  and  whether 
they  have  indicated  an  interest  in  attending  a 
camp.  Younger  children  might  feel  more  com- 
fortable if  an  older  sibling  is  at  the  same  camp, 
though  you  can't  assume  all  your  offspring  will  fit 
in  at  the  same  place.  Believe  it  or  not,  6-  to  9- 
year-old  first-timers  tend  to  adjust  more  quickly 
than  older  ones,  says  Jeff  Solomon,  executive 
director  of  the  nca. 

You  also  must  understand  your  goals.  Are 
you  interested  in  improving  your  child's  tennis 
skills?  Giving  him  or  her  access  to  top-quality  fa- 
cilities, a  good  drama 
program,  or  a  place  to 
have  fun?  It's  important 
to  consider  the  child's 
personality — don't  as- 
sume the  type  of  camp 
you  attended  will  be  ap- 
propriate for  your  child, 
too.  A  shy  bookworm 
might   do   better   at   a 


Online  Help  in  Picking  a  Camp 


AMERICAN  CAMPING  ASSN. 

www.aca-camps.org 


Lets  you  find  camps  using  criteria  such  as 
location;  offers  tips  on  getting  your  child  ready 
and  a  schedule  of  camp  fairs 


iVILLAGE  SUMMER  CAMP 
SELECTOR 

www.ivillage.com/parentsoup 


Camp  selector  is  listed  under  "tools"; 
includes  a  quiz  entitled  "Is  Your  Child  Ready 
for  Sleepover  Camp?" 


KIDSXAMPS.COM 

www.kidscamps.com 


A  searchable  database  that  divides  camps  by 
specialty,  such  as  sports,  art,  study  abroad, 
special  needs,  military,  and  weight  loss 


NATIONAL  CAMP  ASSN. 

www.summercamp.org 


Answer  a  series  of  questions  about  your  camp 
preferences,  and  this  referral  service  will  con- 
tact you  with  four  to  eight  recommendations 


STUDENT  CAMP  AND 
TRIP  ADVISORS 

www.campadvisors.com 


At  this  free  service,  17  consultants  representing 
some  700  summer  programs  guide  parents  to 
appropriate  choices 

place  that  emphasizes  instruction  over  competi- 
tion, while  a  star  athlete  would  prefer  a  camp 
with  plenty  of  intercamp  sports  competition. 

Deciphering  a  camp's  fundamental  character 
requires  an  in-depth  conversation  with  its  di- 
rector. Many  will  arrange  home  visits  during 
the  fall  with  prospective  campers  and  their  fam- 
ilies if  you  can't  visit  during  the  summer.  Or 
you  can  talk  on  the  phone. 

Find  out  the  number  of  campers  who  return 
from  year  to  year  and  the  ratio  of  campers  to 
counselors.  The  average  return  ratio  is  60%,  ac- 
cording to  the  aca,  and  the  recommended 
camper-counselor  ratio  is  6:1  for  ages  6  to  8 
and  8:1  for  9-  to  14-year-olds.  You  also  want  to 
know  how  many  counselors  come  back  for  an- 
other stint.  The  national  average  is  40%  to  60%. 
That's  important  because  it  not  only  suggests 


TINY  TREASURE 

A  magnifying  glass 
gives  a  camper  a 
better  view  during 
a  nature  hike 


that  the  camp  treats  its  counselors  well  b 
there's  also  continuity  of  counselors  and  the  q 
portunity  for  campers  to  form  real  bonds  wi 
them.  Counselors  typically  range  in  age  from 
to  21,  says  the  NCA. 

Most  revealing  is  the  record  of  the  supervi 
ry  staff — the  heads  of  boating,  tennis,  arts  ai 
crafts,  and  so  on.  "They  should  be  older,  mo 
mature,"  says  Bette  Horowitz,  a  camp  consulta 
in  Woodbridge,  Conn.  "It's  more  important  th 
these  key  people  keep  returning."  Most  of  the 
department  heads  at  Camp  Thunderbird, 
wilderness  camp  in  Bemidji,  Minn.,  have  be 
working  there  for  12 
20  years. 

Camps  vary  in  he 
independent  they  alk 
campers  to  be 
Pinecliffe,  8-  to  10-ye; 
olds  are  pretty  mu 
told  what  activiti 
they'll  be  participati: 
in,  and  11-  to  14-yej 
olds  can  pick  about  t 
of  seven  activities  in 
day.  By  contrast — and 
keeping  with  its  name 
Independent  Lake  offe 
complete  freedom 
choice.  Many  cam] 
such  as  Fernwood 
Poland,  Me.,  are  in  I 
tween:  Campers  are  i 
quired  to  take  swimmi 
and  canoeing  lessons  and  join  in  team  spoi 
twice  a  week;  the  rest  is  up  to  the  camper. 

Camps  differ  in  many  other  respects.  Abe 
75%  are  coed.  At  most,  children  sleep  in  cabi: 
But  at  Camp  Flying  Cloud  in  Mount  Holly,  \ 
they  live  in  tents.  At  Camp  Thunderbird,  kids 
on  wilderness  trips  lasting  from  3  to  37  days 
such  places  as  the  Canadian  Rockies.  While  ma 
traditional  camps  last  for  one  seven-  or  eig 
week  session,  others  offer  the  option  of  a  t 
four-,  or  eight-week  stay.  Camps  even  vary 
their  phone  policies,  from  those  that  don't  all 
any  telephone  contact  with  parents  to  those  tl 
let  campers  call  home  at  will. 

Despite  your  best  efforts,  you  may  disco 
your  choice  doesn't  work.  Three  years  af 
Sharon  Groth  of  Pelham,  N.  Y,  sent  her  daugh 
Sarah,  then  13,  to  a  camp  where  the  range  of 
tivities  and  noncompetitive  philosophy  all  seen) 
to  fit  the  bill.  But  when  she  arrived,  Sarah  c 
covered  that  many  of  the  girls  in  her  cabin  I 
attended  the  camp  before  and  had  formed 
impenetrable  clique.  "A  camp  is  not  only  the 
tivities  but  the  social  atmosphere — and  th 
virtually  impossible  to  figure  out  beforehaa 
says  Groth.  The  next  year,  Sarah  went  In  a  < 
ferent  camp  where  she  signed  on  as  a  counse 
in-training,  and  where,  says  Groth,  "every<  i 
was  starting  on  the  ground  Moor  together."  !" 
I  ed  il  much  heller.  II  just  goes  to  show:  WI 
choosing  a  camp,  it  migW   lake  more  I  h: u 

bel  ire  you  find  your  child's  besl  match. 
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The  first  step  towards  a  better 
understanding  of  IT. 
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Bookmark  our  technology  page. 
Or  risk  getting  lost  in  today's  tumultuous  tech  market. 

I  Go  1  www.businessweek.com/technology 
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A  GUIDE  TO 
ARBITRATION, 
BOB  BARKER'S 
READING  LIST 


Your  Broker  Blew  It. 
What  to  Do 


How  to  boost  your  chances  of 
winning  an  arbitration  case 
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BY  SUSAN  SCHERREIK 

Mad  as  hell  at  your  stockbroker?  You're 
not  alone.  A  record  number  of  investors 
want  to  make  their  brokers  pay  for 
their  portfolio  blowups.  Securities  arbi- 
trations— the  brokerage  industry's  ver- 
sion of  going  to  court — soared  to  3,358 
in  the  first  half  of  the  year  at  the  Na- 
tional Association  of  Securities  Dealers  (nasi)), 
which  oversees  90%  of  arbitrations.  That's  a  24% 
hike  over  the  first  half  of  2000.  Linda  Fienberg, 
who  heads  nasd  arbitrations,  figures  that  by 
yearend,  arbitration  filings  could  reach  7,000,  ex- 
ceeding 1995's  record  high  of  (5,058  filings. 
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You  may  be  tempted  to  join  these  disgruntl  I 
investors,  especially  in  light  of  a  recent  hig  » 
profile  proceeding  involving  Merrill  Lynch's  st  j 
Internet  analyst,  Henry  Blodget.  In  .July,  Men  j 
agreed  to  pay  $400,000  to  an  investor  w  I 
claimed  to  have  lost  his  kids'  college  savings    \ 
following  Merrill's  advice,  including   H  lodge 
buy  recommendation  on  InfoSpace.  The  arbiti 
tion,  which  was  settled    between   the   parti< 
charged  that  Merrill  failed  to  disclose  a  conllict  [) 
interest— namely  that  the  linn  was  represonti|i 
a  company  being  acquired  by  InfoSpace. 

Arbitrations  don't   set   legal  precedents.  Nc 

ertheless,  arbitrators,  securities  lawyers,  a 


i  3,  2001 


■eved  investors  arc  likely  to  be  influenced  by 

Men-ill  case.  "Where  an  investor  can  show  he 
she  relied  upon  the  integrity  of  analysts'  re- 
rch  and  the  analysts  failed  to  disclose  a  con- 
t  of  interest,  the  firm  could  be  held  responsi- 
,"  says  Jacob  Zamansky,  the  investor's 
orney  in  the  case.  Says  Merrill  spokesman 

Cohen:  "We  settled  to  avoid  the  distraction 
I  expense  of  further  litigation." 
Most  arbitrations  are  against  brokers,  not  an- 
sts.  What  about  taking  the  broker  to  court? 
rget  it.  You've  probably  already  agreed  to  go 
arbitration  in  case  of  a  dispute  with  your  bro- 
I  It's  in  the  fine  print  of  the  documents  you 
ned  when  you  opened  your  account. 
<E  NOTES.  To  win  your  case,  you  generally 
>d  to  show  that  it  was  your  broker — and  not 
l — who  made  the  bad  investment  decisions. 

you  were  on  the  phone  with  your  broker 
;ry  day,  telling  him  to  buy  stocks  on  margin 
1  then  you  lost  money,  you  have  no  claim," 
'8  David  Robbins,  an  attorney  in  Manhattan 
o  has  written  several  books  on  securities  ar- 
ration.  However,  he  stresses  that  brokers  have 
iduciary  duty  to  determine  a  client's  aims  and 
k  tolerance  and  recommend  investments  and 
ategies  accordingly. 

Indeed,  arbitration  pros  say  one  of  the  most 
despread  complaints  they're  seeing  involves 
jkers  exposing  clients  to  unsuitable  risks.  For 
tance,  Douglas  Schulz,  who  acts  as  an  expert 
;ness  for  investors  in  arbitrations,  cites  cases  in 
ich  brokers  took  conservative  investors'  mon- 
out  of  blue  chips  in  early  2000  to  invest  heav- 

in  tech  and  telecom  stocks.  "Brokers  weren't 
ling  their  clients  that  these  stocks  had  stratos- 
eric  price-earnings  ratios  or  that  portfolios  are 
pposed  to  be  diversified,"  he  says. 
You  may  also  have  a  case  against  your  broker 
you  can  show  that  he  or  she  didn't  fully  ex- 
lin  the  risks  of  an  investment  strategy.  You'll 
:rease  your  odds  of  winning  an  arbitration  if 
u've  kept  good  notes  detailing  your  conversa- 
ns  with  the  broker. 
One  increasingly  common  com- 
rint  is  that  brokers  encouraged 
vestors  to  borrow  money  on 
irgin  to  buy  stocks  as  a  way  to 
agnify  profits.  Of  course,  that 
/erage  compounds  losses  when 
jcks  sink.  The  209  arbitrations 
volving  margin  complaints  filed 

the  NASD  in  the  first  half  of 
01  made  up  just  6%  of  the  total, 
it  the  number  of  such  cases  are 
>  sharply  from  prior  years.  In  all  of  2000,  284 
ses  involved  margin,  and  in  1999,  only  104. 
Another  complaint  is  excessive  trading  by 
•okers.  Thad  Wong,  a  32-year-old  Chicago  real 
tate  executive,  alleges  his  Morgan  Stanley 
ean  Witter  broker  traded  so  much  that  his  ac- 
unt  lost  over  $1  million  between  March  and  Oc- 
ber,  2000.  In  an  arbitration  claim,  Wong  says 
.at  his  broker  never  held  any  of  the  204  stocks 
irehased  for  his  account  for  more  than  three 
onths  and  that  some  issues  were  held  for  just  a 
iy.  Wong  says  he  was  so  preoccupied  with 
iarting  a  business  that  he  didn't  notice  the  dam- 
je  until  it  was  too  late.  A  Morgan  Stanley 


spokesman  declined  to  comment  on  Wong's  com- 
plaint, except  to  say  the  firm  warned  Wong  about 
"the  extremely  risky  strategy  he  was  pursuing." 

Before  you  file  an  arbitration  complaint,  you'll 
need  to  figure  out  how  much  to  ask  for  in  dam- 
ages. A  common  mistake  is  to  ask  only  for  loss- 
es. You  should  add  on  the  amount  that  your 
portfolio  would  likely  have  earned  had  it  been 
properly  invested,  such  as  in  bonds  if  you  are  re- 
tired and  need  income  from  your  portfolio.  It's 
also  a  good  idea  to  ask  for  attorney's  fees. 

Arbitration  isn't  something  you  want  to  do 
on  your  own,  especially  if  your  case  is  complex. 
Although  the  process  is  simpler  than  going  to 
court,  you  can't  afford  a  mistake,  since  decisions 
can  rarely  be  appealed.  What's  more,  you'll  be  up 
against  seasoned  brokerage  firm  attorneys.  Sev- 
enty percent  of  all  arbitrations  are  settled  before 
the  hearing,  and  an  experienced  attorney  will 
know  how  to  best  negotiate  a  fair  settlement.  To 
hire  one  who  specializes  in  securities  arbitra- 
tion, contact  your  state's  bar  association  or  the 
Public  Investors  Arbitration  Bar  Assn.,  a  nation- 
wide group  of  investors'  attorneys  (table). 

Expect  to  fork  over  30%  to  40%  of  any  award 
to  your  lawyer.  Few  attorneys  will  accept  con- 
tingency cases  asking  for  less  than  $50,000  in 
damages.  But  even  with  smaller  claims,  it's  pru- 
dent to  hire  a  specialized  attorney  on  an  hourly 
basis.  Most  charge  $200  to  $350  an  hour. 

Investors  are  largely  limited  to  filing  arbitra- 
tions claims  with  the  nasd  or  the  New  York 
Stock  Exchange.  If  your  claim  is  $25,000  or  less, 
you  can  forgo  a  formal  hearing  and  have  an  ar- 
bitrator make  a  decision  based  on  a  written  sub- 
mission. For  claims  between  $25,000  and  $50,000, 
one  arbitrator  will  preside  at  your  hearing.  Three 
arbitrators  decide  cases  above  $50,000.  If  both 
parties  agree,  you  can  also  opt  for  mediation — a 
process  of  trying  to  negotiate  a  settlement. 
SETTLE  FOR  LESS?  Investors  recover  money  in 
around  55%  to  60%  of  arbitration  cases,  according 
to  the  NASD.  Don't  expect  full  reimbursement, 
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A  common  mistake 
is  seeking  to  be 
compensated  only 
for  your  losses. 
Ask  for  the  sum 
you  would  have 
made  had  your 
money  been 
properly  invested 


NASDADR.COM  Comprehensive  site  of  NASD  Dispute  Resolution,  the  largest 
arbitration  forum.  Lists  arbitration  rules  and  filing  costs,  explains  media- 
tion, and  lets  you  search  for  specific  arbitrators'  past  decisions. 

NYSE.COM/ARBITRATI0N  Excellent  site  provides  information  on  filing  an 
arbitration  claim  at  the  New  York  Stock  Exchange. 

PIABA.ORG  Lists  local  attorneys  who  specialize  in  representing  investors  in 
arbitration  disputes.  Most  members  of  the  Public  Investors  Arbitration  Bar 
Assn.  will  give  a  15-minute  initial  consultation  for  free. 


however.  A  common  result  when  arbitrators  can't 
agree  about  fault  is  to  "split  the  baby,"  giving  the 
investor  only  a  portion  of  the  requested  amount. 
Also,  you're  likely  to  do  better  against  an  es- 
tablished brokerage.  A  General  Accounting  Office 
study  found  that  only  half  of  all  investors  who 
won  arbitration  awards  in  1998  got  their  money, 
largely  because  the  firms  went  bust. 

Arbitration  can  be  lengthy  and  frustrating. 
But  doing  your  homework  increases  your  odds  of 
victory.  "You've  already  had  one  disaster,"  says 
Mark  Maddox,  an  ex-Indiana  securities  regulator 
who  now  represents  investors.  "Don't  compound 
it  by  having  a  bad  arbitration  experience."       □ 
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The  Barker  Portfolio 


TITLES  WORTH  YOUR 
SUMMER  TIME 


BY  ROBERT  BARKER 

rb@businessweek.com 

A  concise  culling 
from  the  pile 
of  info-clutter, 

covering 
everything  from 
value  investing 
to  taxes 


Individual  investors  in  the  Internet  Age 
are  blessed  with  information.  We  also 
are  cursed  with  too  much  of  the  stuff, 
from  real-time  quotes  to  streaming  videos 
of  fund  managers.  This  info-clutter  extends 
to  books,  and  cutting  through  it  can  be  difficult, 
even  dispiriting,  when  you  see  how  little  thought 
goes  into  so  many  books. 

That's  why  I've  spent  part  of  the  summer  do- 
ing it  for  you  (table).  And  the  new  title  most  de- 
serving of  your  time  is  Value  Investing:  From 
Graham  to  Buffett  and  Beyond.  Its  authors,  Co- 
lumbia Business  School  faculty  members  Bruce 
C.N.  Greenwald  and  Michael  Van  Biema  and 
fund  managers  Paul  D.  Sonkin  and  Judd  Kahn, 
aim  to  place  their  work  next  to  Benjamin  Gra- 
ham's 1950  classic,  The  Intelligent  Investor:  My 
1986  edition  came  with  Warren  Buffett's  en- 
dorsement— "by  far  the  best  book  on  investing 
ever  written."  Value  Investing  is  better. 

The  trouble  with  Graham's  book  is  that  today 
such  examples  as  Whiting  Corp. 
seem  antediluvian.  Value  Investing 
has  fascinating  contemporary  cases, 
including  Intel  and  Microsoft,  plus 
an  account  of  veteran  value  investor 
Michael  Price's  decision  last  year  to 
short  General  Electric.  It  also  ex- 
tends Graham's  work  by  examining 
the  variety  of  branches  value  in- 
vesting has  grown,  and  advises  how 
to  estimate  such  head-scratchers  as 
the  asset  value  of  a  company's  re- 
search or  the  minimum  capital 
spending  a  company  needs  to  main- 
tain operations. 

No  less  practical  for  many  in- 
vestors will  be  Your  Employee  Stock 
Options  by  Alan  B.  Ungar  and  Mark 
T.  Sakanashi,  two  Southern  Califor- 
nia financial  planners.  As  options 
have  spread,  so  have  similar  titles. 
This  one,  with  a  host  of  worksheets 
and  a  companion  Web  site,  is  the 
best  I've  seen.  What  are  your  op- 
tions worth?  Their  real  value  "is  not  a  number  of 
dollars,"  say  the  authors.  "It's  what  those  dollars 
can  do,  the  difference  they  can  make  in  your 
life."  With  that  idea  at  its  core,  this  book  shows 
how  to  use  options  to  fund  your  dearest  goals. 

One  goal  we  all  share  is  minimizing  taxes. 
Capital  Gains,  Minimal  Taxes  will  help  anyone 
from  mutual-fund  investors  to  day-traders.  Kaye 
A.  Thomas,  a  Chicago-area  tax  attorney,  covers 
the  topic  so  clearly  that  I  came  away  with  a 
good  understanding  of  the  cruel  and  too-usual 
punishment  of  mutual-fund  taxes  and  the  four 
brain-scrambling  ways  the  Feds  give  us  for  fig- 
uring them.  I  plan  on  keeping  this  book  close. 
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An  Investor's 
Midsummer 


TITLE/PUBLISHER 

CAPITAL  GAINS, 
MINIMAL  TAXES 

Fairmark  Press,  $23.95 

INVESTMENT  MADNESS 

Prentice  Hall  PTR,  $24.00 

OFF  THE  RECORD 

Crown  Business,  $24.95 

VALUE  INVESTING 

John  Wiley,  $49.95 

YOUR  EMPLOYEE 
STOCK  OPTIONS 

Harper  Business,  $35.00 

Data:  BusinessWeek 


Taxes  may  be  maddening,  but  it's  our  p  (K 
sonal  craziness  that  Washington  State  Unive 
ty  finance  professor  John  R.  Nofsinger  target: 
Investment  Madness.  It  mostly  reiterates  oth( 
research  into  the  psychology  of  investor  behav 
noting  such  rampant  frailties  as  overoptimii 
But  it  also  shows  how  to  guard  against  th 
and  Nofsinger  touches  on  his  own  study  of  h 
investors  react  to  corporate  news.  One  findi 
Good  news  leads  us  to  sell  winners,  while 
news  fails  to  shake  the  losers  oul 
our  portfolios. 

Explaining  how  to  stay  ahead 
the  news  is  Off  the  Record's  burd 
Craig  Gordon,  who  runs  a  San  Fr 
cisco  research  firm,  tells  how 
crew  does  "marketplace-checking 
that  is,  talking  to  buyers  and  sell  pi 
to  see  which  companies  are  do 
well  and  which  aren't.  In  1999,  G 
don  saw  unusually  low  candy  sto 
at  his  local  Walgreen's.  He  got  ci 
ous  and  soon  learned  Hershey 
fered  such  severe  software  probk 
that  it  couldn't  get  orders  shippei 
this  was  just  before  Halloween- 
screaming  signal  to  dump  the  stc 
Gordon  rambles  some,  and  his  mt 
ods  will  strike  most  amateurs, 
less  they're  in  an  investment  club 
impractical.  Yet  testing  Wall  St  re 
expectations  against  the  real  eco 
my  is  a  sure,  if  uphill,  path  to  pro 
A  fresh  approach  is  promised  b 
Harvard  Business  School  Press  book  due  in 
tober.  Expectations  Infesting,  by  Northwest' 
University  emeritus  professor  Alfred  K;ip|>;i| 
and  Credit  Suisse  First  Boston  strategist  Mid 
.J.  Mauboussin,  suggests  investors  first  gai 
the  expectations  of  future  cash  How  already  b 
into  a  stock's  price  instead  of  forecasting  tut 
profits.  Judging  by  an  early  version  of  this  be  a 
my  autumn  reading  list  is  already  lillin.u  up 
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IN  ONLINE  CRAPSHOOT 

Never  mind  that  online  gambling  is  not  yet 
legal  in  the  U.S.  The  prospect  has  fired 
up  some  pros  who  are  positioning  them- 
selves for  a  big  play  in  electronic  wagers.  Wit- 
ness the  stock  of  CryptoLogic  (cryp),  a  leading 
licensor  of  online  casino  software,  which  has 
raced  from  10  in  early  March  to  27.70  on  Aug.  1. 

"CryptoLogic  is  betting  that  gamblers  will 
roll  the  dice  online,"  says  Scott  Preston,  an  ana- 
lyst at  Research  Capital,  who  rates  the  stock  a 
buy  and  sees  it  leaping  to  40  in  a  year.  Crypto- 
Logic's  premier  software  lets  casinos  extend 
their  operations  to  the  Internet.  The  online  set- 
up has  a  secure,  encrypt- 
ed cash  server  for  deposits 
and  withdrawals  from  cus- 
tomers' accounts  to  facili- 
tate Web  transactions. 

CryptoLogic's  big  jump 
was  partly  due  to  applica- 
tions for  licenses  by  MGM 
Mirage  and  Park  Place  En- 
tertainment to  operate  on- 
line casinos  in  Britain's  Isle 
of  Man.  In  Nevada,  a  state 

Senate  committee  cleared  a  bill  that  could  bring 
online  gaming  there  in  a  couple  of  years.  MGM  Mi- 
rage owns  the  Bellagio  and  MGM  Grand,  while 
Park  Place  owns  30  resorts  including  Caesars 
Palace  in  Las  Vegas.  "All  of  these  trademarks 
would  translate  well  onto  the  Internet,"  says 
Peter  Swan  of  Pacific  Growth  Equities. 

Net  gambling,  analysts  say,  should  grow  from 
$1.5  billion  in  2000  to  $6  billion  by  2003— a  frac- 
tion of  the  $350  billion  world  gambling  total. 
Overseas,  online  gambling  is  already  clicking: 
CryptoLogic  has  provided  software  for  Casino 
Sur  in  Argentina,  and  has  750,000  users  of  its 
gaming  software  in  Europe,  Asia,  the  Caribbean, 
and  Australia.  The  big  casinos  will  reap  the  bulk 
of  the  business,  but  CryptoLogic  will  also  see 
quite  a  harvest,  says  Preston,  who  figures  it  will 
earn  $1.33  a  share  in  2001  and  $1.68  in  2002,  up 
from  2000's  $1.04. 

VI AD'S  PAYMENT  ARM 
COULD  PAY  OFF  BIG 


Viad  (wi)  may  well  have  to  split 
itself  into  two:  The  slump  has 
walloped  its  convention-and- 
events  business,  while  its  high-margin, 
high-growth  payment  services  unit 
has  showed  sterling  results.  So  Viad 
may  sell  or  at  least  spin  off  the  latter 
to  unlock  its  underlying  worth,  says 
Marc  Shapiro  of  Awad  Asset  Manage- 
ment, who  has  accumulated  shares. 
The  payment  unit  handles  transactions 
for  banks  and  other  institutions — pro- 
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cessing  money  orders,  electronic  payments,  and 
fund  transfers.  Shapiro  notes  that  payment  serv- 
ices account  for  just  30%  of  revenues,  while  con- 
ventions kick  in  70%.  In  the  second  quarter,  pay- 
ment services'  sales  rose  12%,  and  earnings  14%. 
Meanwhile,  convention  sales  fell  14%,  and  earn- 
ings tumbled  30%. 

Donald  Zwyer  of  Lehman  Brothers  figures 
that  the  value  of  Viad's  two  major  businesses  is 
more  than  the  stock's  current  price  of  24:  He 
says  payment  services  alone  is  worth  26,  based 
on  20  times  his  2002  earnings  estimate  of  $1.33  a 
share.  The  convention  business  is  worth  6,  or 
12  times  his  2002  estimate  of  52(2. 

So  Zwyer  argues  that  on  a  sum-of-the-parts 
basis  alone  the  stock  is  worth  32.  Zwyer,  who 
rates  Viad  a  strong  buy,  expects  the  company  to 
produce  earnings  of  $1.55  a  share  in  2001  and 
$1.85  in  2002. 

AIRNET  MAY  DELIVER 
QUITE  A  PACKET 

By  stepping  down  as  chairman,  has  Gerald 
Mercer  put  AirNet  Systems  (ans)  in  play? 
He  founded  the  company  in  1974  but,  be- 
cause of  poor  health,  retired  on  July  27 — and 
sold  back  to  the  company  818,300  shares  at  $6.11 
each,  for  a  total  of  $5  million.  Mercer  still  owns 
2.3  million  shares,  or  21.2%  of  the  company.  So 
he  still  has  a  good  deal  of  say  in  the  future  of 
AirNet,  a  Big  Board-listed  provider  of  overnight 
delivery  service  to  more  than  100  banks,  mainly 
the  transport  of  time-critical  canceled  checks. 
AirNet's  big  rivals  in  the  business  are  FedEx 
and  United  Parcel  Service. 

Some  pros  contend  that  Mercer  and  some  of  the 
other  big  stakeholders  want  to  sell  the  compa- 
ny— and  are  pushing  for  the  company  to  hire  an 
investment  bank  to  explore  all  strategic  options. 
Some  investors  figure  that  AirNet  is  worth  11 
to  15  a  share,  based  on  5 
to  7  times  projected  2001 
cash  flow  of  $25  million,  or 
$2.27  a  share. 

AirNet's  stock  has  been 
strong  this  year,  winging  up 
from  4  in  February  to  7.30 
on  Aug.  1.  "With  the 
founder  retired  but  still  in 
control  of  over  20%  of  the 
stock,  AirNet  has  become  a 
likely  takeover  target,"  says 
Sven  Monberg  of  Starr  Securities.  AirNet  now 
needs  to  merge  or  be  acquired  by  a  larger  com- 
pany as  it  tries  to  diversify  into  other  sectors  of 
the  highly  competitive  freight-forwarding  express 
business.  A  spokeswoman  for  AirNet  says  she 
isn't  aware  of  plans  to  hire  an  investment  bank. 
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Figures  of  the  Week 


Stocks 

S&P  500 

Aug.    Feb.    Aug.  )uly26-Aug.1 


U.S.  MARKETS 


Aug 


%  change 
Year  to    Last  12 
1      Week      date    months 


GLOBAL  MARKETS 


1250 


COMMENTARY 

The  U.S.  markets  shrugged  off  disap- 
pointing economic  reports,  including  a 
weak  manufacturing  survey  from  the 
National  Association  of  Purchasing 
Management,  and  bounded  ahead  for 
the  week  ending  Aug  1.  Nasdaq  led  the 
way,  rising  6.2%  on  optimism  that  the 
tech  sector  has  bottomed.  Positive  com- 
ments from  Merrill  Lynch  on  chipmak- 
ers  added  to  the  cheer. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500  1215.93  2.0  -8.0  -15.5 

Dow  Jones  Industrials  10,510.0  1.0  -2.6  -0.9 

Nasdaq  Composite  2068.4  3.8  16.6  -44.1 

StPMidCap400  513.5  2.7  0.8  4.2 

S&P  SmallCap  600  229.4  2.8  4.4  11.8 

Wilshire  5000  11,259.7  2.1  -7.7  -15.9 

SECTORS 

BusinessWeek  50*  838.3  3.7  13.6  -31.5 

BusinessWeek  Info  Tech  100**     442.5  3.8  -21.8  -50.3 

S&P/BARRA  Growth  608.7  1.5  -11.7  -29.9 

S&P/BARRA  Value  607.9  2.5  -4.4  1.7 

S&P  Energy  873.7  0.8  -5.6  3.8 

S&P  Financials  157.4  2.7  -4.4  8.3 

S&P  REIT  92.4  -0.1  4.9  3.9 

S&P  Transportation  713.1  2.0  2.0  11.3 

S&P  Utilities  291.5  3.4  -17  3.3 

GSTI  Internet  118.5  6.0  -35.1  -70.3 

PSE  Technology  702.9  6.6  13.9  -31.0 
*Mar.  19,  1999  =  1000       "Feb.  7,  2000=1000 


Aug.  1 


%c 

Year 

Week      d 


S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 


1150.0 

5546.9 

5112.5 

5835.2 

11,959.3 

12,478.7 

7741.4 

6573.1 

July  31 


5.4 
5.1 
7.1 
4.5 
0.6 
2.2 
1.4 
2.3 
Wk. 


S&P  500  Dividend  Yield  1.29% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  32.2 

S&P  500  P/E  Ratio  (Next  12  mos.)*  21.6 

First  Call  Earnings  Surprise*  -6.81% 
•First  Call  Corp. 
TECHNICAL  INDICATORS 


1.33T 
29.0 
21.0 
-5.63" 

N 


July  31      Wk.  age 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1277.2  1281.6 

64.0%  59.0 

0.55  0.73 

3.81  3.91 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


WORST-PERFORMING     Last 

GROUPS  month 


Shoes 

Genl.  Merchandise  Chain 
Paper  Containers 
Long-Dist.  Telecomms. 


12.3 
12.0 
11.8 
11.1 


Homebuilding 
Tobacco 

Pollution  Control 
Engineering  &  Constr. 


Furnishings  &  Appliances      11.1    Savings  &  Loans 


79.2 
78.7 
72.3 
68.7 
68.2 


Engineering  &  Constr. 
Oil  &  Gas  Drilling 
Electrical  Equipment 
Broadcasting 
Enterntainment 


-17.1 
-16.6 
-11.6 
-9.9 
-9.9 


Communications  Eqi 
Semiconductors 
Computer  Systems 
Metal  &  Glass  Conta 


Long-Dist.  Telecomn  c; 


r:'- 


I  Mutual  Funds 

Weekending  July  31 
■  S&P  500  *  U.S.  Diversified  »  All  Equity 
4-week  total  return 


52-week  total  return 


%      A        -3-2-10        1 

Week  ending  July  31 
■  S&P  500  *  U.S.  Diversified  £  All  Equity 
52-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return % 

Leaders  Leaders 

Small-cap  Value  0.0  Financial 

Mid-cap  Value  -0.2  Small-cap  Value 

Miscellaneous  -0.5  Mid-cap  Value 

Domestic  Hybrid  -0.5  Precious  Metals 

Laggards  Laggards 

Japan  -8.8  Technology 

Technology  -8.1  Communications 

Latin  America  -6.7  Japan 


%     -20      -15      -10      -5         0         5 
Data:  Standard  &  Poor's 


Diversified  Pacific/Asia 

EQUITY  FUNDS 

4-week  total  return 

Leaders 

Potomac  Internet  Short 

iShares  MSCI  Malaysia  Indx. 

Rydex  Dynamic  Vent.  100 

ProFunds  Ultrashort  OTC 

Laggards 

Van  Wagoner  Mid  -Cap  Gr. 

Van  Wagoner  Technology 

Amerindo  Technology  D 

Van  Wagoner  Emerging  Gr. 


-6.2      Diversified  Pacific/Asia 


52-week  total  return 


14.1 
12.4 
12.2 
12.1 

-20.7 
-19 
-19 

-18.3 


Leaders 

Potomac  Internet  Short 
CGM  Focus 
Schroder  Ultra 
Rydex  Dynamic  Vent.  100 
Laggards 
ProFunds  UltraOTC  Inv. 
Jacob  Internet 
Berkshire  Focus 
Berkshire  Technology 


22.8 
22.5 
20.3 
11.2 

-50.8 
-48.1 
-33.9 
-30.6 


116.7 
93.2 
86.6 
67.2 

-85.4 
-78.7 
-75.8 
-75.8 


■  Interest  Rates 

i 

KEY  RATES 

Aug.  1 

Week  ago    r;  I 

MONEY  MARKET  FUNDS 

3.55% 

3.59% 

90-DAY  TREASURY  BILLS 

3.51 

..._*** .: 

1-YEAR  TREASURY  BILLS 

3.48 

3.46          L 

10-YEAR  TREASURY  NOTES 

5.07 

5.17 

30-YEAR  TREASURY  BONDS 

5.52 

5.58 

30-YEAR  FIXED  MORTGAGE  1 

6.97 

7.01 

tBanxQuote,  Inc. 

hi 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  fh  • 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond 


GENERAL  OBLIGATIONS 


4.26% 


TAXABLE  EQUIVALENT 


6.17 


INSURED  REVENUE  BONDS 


4.37 


TAXABLE  EQUIVALENT 


6.33 


I  THE  WEEK  AHEAD 


PRODUCTIVITY  &  COSTS  Tuesday,  Aug.  7, 
8:30  a.m.  io\>  Output  per  hour  worked 
in  the  second  quarter  likely  grew  at  an 
annual  rate  of  1.5%,  says  the  median 
forecast  of  economists  surveyed  by  Stan- 
dard &  Poor's  mms,  a  unit  of  The  Mc- 
Graw-Hill Companies.  First-quarter  pro- 
ductivity slipped  1.2%,  on  a  1%  increase 
in  output  and  a  2.2%  jump  in  hours 
worked.  It  was  the  first  decline  in  pro- 

ty  since  the  first  quarter  of  1995. 
Unit  labor  costs  probably  advanced  2%, 
after  jumping  6.3%  in  the  first  quarter. 


INSTALLMENT  CREDIT  Tuesday,  Aug.  7, 
3  p.m.  edt>  Consumers  probably  added 
$7.1  billion  of  debt  in  June,  after  taking 
on  $6.5  billion  in  May.  The  June  forecast 
would  put  the  monthly  average  in  2001 
at  $10.6  billion,  after  averaging  $11.7 
billion  per  month  in  2000. 

BEIGE  BOOK  Wednesday,  Aug.  8,  P.  p.m.  un 
►  The  Federal  Reserve  Bank  will  release 
its  compilation  of  regional  economic  ac- 
tivity in  advance  of  the  policy  meeting 
scheduled  for  Aug.  21. 


EXPORT-IMPORT  PRICES  Thursday,  Au 
8:30  a.m.  edi  ►  Export  prices  in 
expected  to  have  fallen  0.2%,  wh 
port  prices  probably  declined  0.4 
June,  export  prices  moved  0.3% 
and  import  prices  fell  0.5%. 

PRODUCER  PRICE  INDEX  Friday,  Aug. 
8:30  a.m.  mi  ►  Producer  prices  ( 
ished  goods  in  July  likely  dipped 
due  to  falling  energy  prices,  espei 
for  gasoline.  Excluding  food  and  ( 
core  prices  probably  rose  0.1% 
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lowing  for  the  BW  50,  which  rose  3.7%  for  the  week.  Semiconductor  companies  such  as  Texas  In- 
and  Xilinx,  up  15.9%  and  14.9%,  respectively,  and  equipment  maker  Applied  Materials,  up 
the  way.  Among  the  list,  a  mere  six  stocks  showed  declines. 


COMPANY  PERFORMANCE 


rnfMny 


%  change 

Since 
Week     3/1/01 


Rank      Company 


%  change 

Since 
Week     3/1/01 


nternational 
rko  Petroleum 
le 

» 

id  Materials 

lian  Financial 

ental  Petroleum 

le 

rfcGee 

e 

an  Brothers  Holdings 


t  Laboratories 
Boston  Financial 
n  Technology 


ada  Hess 
Energy 

elecommunications 
al  One  Financial 
ps  Petroleum 
g  Devices 
iesources 
nal  Health 


3.2 
0.3 
0.5 
4.2 

10.3 
6.3 
2.5 
0.7 
3.9 

-4.9 
1.0 

15.0 

11.2 
2.6 
1.5 

13.9 

14.9 
3.1 
4.2 

-2.2 
5.5 
2.4 

15.3 
2.2 
3.3 


-2.5 

-12.0 

-19.2 

1.0 

6.6 

1.0 

14.9 

-14.1 

-3.8 

-14.3 

7.7 

-51.3 

-28.9 

16.2 

-7.8 

21.7 

1.2 

6.0 

-5.5 

-55.3 

17.7 

6.5 

21.4 

-20.7 

11.4 


Verizon  Communications 

Citigroup 

Sun  Microsystems 

Merck 

El  Paso 

Altera 

Marsh  &  McLennan 

Household  International 

Chevron 

SBC  Communications 

Mercury  Interactive 

AOL  Time  Warner 

Washington  Mutual 

General  Dynamics 

Comcast 

Morgan  Stanley  Dean  Witter 

Tellabs 

Exxon  Mobil 

Scientific-Atlanta 

U.S.  Bancorp 

Paychex 

Merrill  Lynch 

Bed  Bath  &  Beyond 

Texas  Instruments 

Teradyne 


-0.2 
2.6 

11.7 
4.6 
6.3 

16.6 
2.5 

-1.5 
2.2 
3.6 

10.6 
5.3 
1.5 
4.0 
5.9 
9.2 
1.8 

-1.3 
8.8 
6.9 
0.1 
7.4 

-0.8 

15.9 

12.9 


15.1 
4.1 

-13.5 

-14.7 

-26.5 
27.0 
-4.9 
12.6 
5.0 
-1.3 

-33.1 

4.7 

21.2 

24.2 

-12.4 
-1.9 

-60.6 
2.2 

-43.9 
2.3 
-0.9 
-6.3 
27.1 
13.1 
13.2 


Production  Index 


Change  from  last  week:  0.3% 
Change  from  last  year:  -3.4% 


USTRIAL  OUTPUT    July  21=169.3     1992=100 


4°/ 


esol 


_The  index  is  a  4-week 
moving  average 


Nov. 
2000 


Mar. 
2001 


July 
2001 


ction  index  rose  for  a  second  straight  week, 
culation  of  the  four-week  moving  average, 
advanced  to  170.4  from  169.2.  After  season- 
lents,  auto  and  truck  assemblies  accounted 
f  the  rise  in  the  unaveraged  index.  Steel  and 
xtion  rose  as  well,  while  lumber  was  virtual- 
ged.  Crude-oil  refining  declined  significantly 
(id  consecutive  week,  with  rail-freight  traffic 
ic  power  also  lower. 
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Post-Apocalypse  Survival  Skills 

The  dot-com  meltdown  has  seriously 
transformed  the  competitive  e-busi- 
ness environment.  And  while  many 
firms  are  waiting  for  the  market  to 
recover,  smart  companies  know 
they  have  to  continue  to  push  ahead, 
investing  in  and  implementing  e-busi- 
ness initiatives.  Being  an  innovator  or 
"first-mover"  remains  a  critical  skill  for 
the  digital  economy,  and  executives 
who  lose  their  sense  of  urgency  to 
adopt  e.biz  practices  in  favor  of  cozy 
post-apocalypse  complacency  do  so 
at  their  peril.  Once  the  downturn  is 
over,  the  visionaries  will  own  innova- 
tion in  their  industries. 

Rethinking  the  Internet  will  examine 
the  firms  that  are  using  the  Internet 
to  change  business  processes  and 
organization,  measure  their  costs 
against  returns,  and  manage  their 
corporations  through  the  downturn. 
Encompassing  keynote  addresses, 
executive  interviews,  and  working 
group  sessions  that  explore  issues 
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will  provide  a  frank  assessment  of 
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of  the  meltdown  and  offer  insight 
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likely  to  emerge  in  its  wake. 
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Editorials 


TRUST  THE  STRONG  DOLLAR 


The  National  Association  of  Manufacturers,  the  afl-cio, 
and  the  American  Farm  Bureau  are  all  pressuring  Pres- 
ident Bush  to  weaken  the  dollar.  They  argue  that  the 
strength  of  the  greenback  (up  25%  since  1995  against  a  bas- 
ket of  currencies)  is  hurting  sales,  profits,  and  jobs.  For  in- 
dividual companies  and  farmers,  that  may  be  the  case.  But  for 
the  economy  as  a  whole,  a  strong  dollar  has  lowered  the 
price  of  imports  and  attracted  a  flood  of  foreign  capital  that 
buoyed  the  stock  market,  financed  capital  spending,  lowered 
interest  rates,  and  bolstered  growth.  That  is  why  signals 
from  Washington  undermining  the  dollar's  strength  are  trou- 
bling. With  the  global  economy  weak  and  markets  jittery,  they 
could  lead  to  a  currency  crisis  that  slows  a  recovery. 

There  is  good  reason  why  the  dollar  is  strong.  In  1992,  the 
U.  S.  attracted  about  18%  of  global  capital  flow,  according  to 
the  International  Monetary  Fund.  That  share  rose  steadily 
throughout  the  decade,  reaching  64%  in  2000.  Global  capital 
poured  into  American  companies  and  equities  because  of  the 
higher  growth  potential  of  the  U.  S.  economy.  And  that  po- 
tential was  greater  than  Europe's  or  Asia's  because  of  a  ris- 
ing federal  budget  surplus  as  well  as  a  higher  productivity 
growth  rate  thanks  to  new  information  technologies.  It  also 
helped  to  have  two  Treasury  Secretaries  who  publicly  sup- 
ported a  strong  dollar  without  qualification. 

Foreign  exchange  traders  are  seeing  qualification  every- 
where and  are  starting  to  slap  at  the  dollar.  Both  President 
Bush  and  Treasury  Secretary  Paul  H.  O'Neill  recently  un- 
dermined the  dollar  by  saying  that  only  the  currency  markets 


determine  the  value  of  the  dollar.  They  should  have  kno> 
that  the  markets  would  interpret  their  comments  to  mean  t 
Bush  Administration  might  not  support  the  dollar  if  it  cai] 
under  pressure.  And  perhaps  they  did. 

The  currency  markets  are  also  nervous  about  the  Bush 
ministration's  commitment  to  a  federal  budget  surplus, 
surplus  is  being  unexpectedly  whittled  away  as  the  incoi! 
tax  cut  and  the  economic  slowdown  lower  federal  tax 
ceipts.  Instead  of  paying  down  $57  billion  in  debt,  the  Tre 
sury  will  now  borrow  $51  billion  for  the  third  quarter, 
recovery  later  this  year  or  next  could  send  surpluses  back  \ 
But  the  bond  market,  with  surprisingly  high  long-term 
terest  rates,  is  signaling  its  doubt  that  the  Bush  Admin 
tration  is  really  committed  to  future  budget  surpluses. 

Foreign  exchange  traders  are  also  fretting  about  prodi 
tivity.  U.S.  companies  are  cutting  back  on  capital  invei 
ment  as  their  earnings  crater.  Thanks  to  enormous  spendi: 
on  information  technologies  in  the  '90s,  this  can  continue 
a  few  quarters  without  hurting  productivity.  But  if  the  pn 
it  recession  drags  on  into  2002,  cutbacks  in  investment  cot 
erode  productivity  growth  and  return  on  capital.  That  coi;  - 
slow  inflows  of  overseas  capital  and  hurt  the  dollar. 

It  may  well  be  that  dollar  is  somewhat  overvalued.  It's 
6.3%  this  year  alone  and  currencies  invariably  overshoot 
the  market.  But  managing  a  smooth  10%  decline  is  a  near- 
possible  task  likely  to  cause  a  chaotic  30%  crash.  Washing! 
would  be  wise  to  stand  by  the  dollar  and  not  undermine  " 
with  fiscal  irresponsibility  or  ambiguous  commitment. 


DON'T  ROLL  BACK  FAIR  DISCLOSURE 


Transparency,  the  free  flow  of  information,  and  a  level 
playing  field  are  the  key  components  of  efficient  capital 
markets  and  capitalism  itself,  which  is  why  the  U.S.  preach- 
es their  virtues  around  the  world.  But  not,  perhaps,  on  Wall 
Street.  Last  year,  the  Securities  &  Exchange  Commission 
passed  Regulation  Fair  Disclosure,  barring  companies  from  se- 
lectively disclosing  key  information  to  an  inside  crowd  of 
analysts  and  big  investors.  Now  companies  must  share  news 
that  is  material  to  their  performance  and  profits  with  all  in- 
vestors at  the  same  time.  Sounds  decent,  democratic,  and  dog- 
matically capitalistic,  right?  Not  according  to  Wall  Street, 
which  is  lobbying  Congress  and  the  new  head  of  the  SBC, 
Harvey  L.  Pitt,  to  reverse  course.  We  hope  they  refuse. 

In  the  past,  CEOs,  analysts,  brokers,  and  money  managers 

could  shape  the  market  to  their  advantage.  They  went  to  in- 

i-only  conferences  or  took  closed  conference  calls  and 

heard  exclusive  financial  details  of  what  was  coming  up.  It's 

I  that  stock  prices  often  soared  after  such  meetings, 

small  invi    tors  wondering  what  they  had  missed. 

was  the  "whispering"  game.  Companies  leaked 


inside  information  to  analysts  as  to  what  earnings  they 
pected  in  the  quarter,  usually  guiding  expectations  low.  An 
lysts,  allowed  to  buy  shares  for  their  own  account  based 
this  information,  went  on  TV  to  spread  the  news.  Compani 
then  invariably  beat  the  whisper  numbers,  sending  sto 
prices  soaring.  With  Reg  FD,  whispers  are  mostly  gone. 

True,  other  games  are  being  played.  Companies  are  nc 
"preannouncing,"  lowballing  earnings,  only  to  "surprise 
vestors  with  an  extra  penny  or  two  in  earnings  per  share  f 
the  quarter.  But  with  Reg  FD,  at  least  they  must  preannoun 
publicly,  without  whispering  inside  information  to  a  select  IV 
Progress  of  a  sort.  Maybe  enough  progress  to  explain  the  si 
prising  decline  in  market  volatility  since  Reg  I'D  went  into  < 
feet  (page  72). 

Wall  Street  does  have  one  legitimate  complaint  about  R 
id:  CEOS  and  analysts  don't  know  exactly  what  is  material  ai 
must  be  disclosed.  The  SEC  should  issue  guidelines  as 
what  is  "material"  and  what  is  not.  What  it  should  tiol  do 
kill  Reg  I'd,  restrict  the  tree  flow  of  financial  information,  ai 
hurt  small  investors. 
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How  do  you  organize  the  astronomical  amount  of  data  your  team  needs  to  run  smoothly'.''  Start  witl 
FileMaker*  Pro  5.5.  A  new  spin  on  the  revolutionary  software  that  makes  it  easy  to  orchestrate  your  team'! 
projects  and  get  all  of  your  data  working  together  in  harmony.  With  FileMaker  Pro  .r)..r)  yon  can  develoj 
and  customize  databases  to  track,  categorize  and  manage  information  in  exactly  the  format  yon  want—  nsin< 


,.     .    ..         .'  I  ,i,  Makei  ia  a  Ira  demai  I.  ofFiii  »„/., ,  /„,  .  registered  in  the  Is  '.and  ,,il„,  countriei  TheJUe  foldei  logo  and  "Whats  >,.»>  probi 

once  to  existing  persons  and  companie$  it  purely  coincidental 
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robin  partenheimer 
director  of  operations 
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a  surprisingly  simple  interface  that  integrates  seamlessly  with  Microsoft  Office.  And,  with       p 
Instant  Web  Publishing,  authorized  users  can  access,  edit  and  update  records  through  a 
web  browser,  without  the  need  lor  separate  web-server  software.  If  all  this  sounds  like 
music  to  your  ears,  visit  www.filemaker.com  or  call  800-325-2747.  WhaVs  your  problem? " 


trademarks  of  FileMaker,  bu    til  other  trademarks  are  the  property  of  their  respective  holders.  The  persons  and  companies  listed  in  the  example  ore  pureh 
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Adobe  Acrobat  5.0  lets  you 
convert  your  forms  to  a 
universal  digital  format. 

It's  time  to  send  all  those 
business  forms  somewhere 
they've  never  gone  before: 
the  web.  Because  Adobe 
Acrobat  5.0  software  lets  you  post  any 
form  online.The  full  version  of  Adobe 
Acrobat  5.0  software  allows  you  to 
convert  your  existing  business  forms 
to  the  universal  Adobe  PDF  format. 
You  can  also  add  live  fields  for  text, 
check  boxes,  buttons,  and  even  digi- 
tal signatures.  So  they  look  just  like 
your  paper  forms,  without  the  paper. 
You  create  and  save  your  forms  with 
Adobe  Acrobat  5.0,  while  your  users 
view,  fill  in  and  print  them  with  the 
free  Adobe  Acrobat  Reader "'  software. 
You  won't  waste  any  time  distributing 
or  collecting  information.  And  you'll 
save  big  time  on  printing  costs.  Any 
way  you  look  at  it,  it's  faster,  cheaper 
and  easier  than  those  paper 
forms.  To  learn  more  about 
Adobe  Acrobat  5.0  visit  us  at 
www.adobe.com/fullacrobat  Adobe 
everywhere 
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aken  Americans'  faith  in  technology  and  renewed 
jerity.  But  expectations  are  becoming  more  realistic 
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;tock  market  looks  a  lot  steadier  for  the  next  several 
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STURDINESS  MEETS  HUSTLE 


With  companies  that  supply  electricity, 


broadband  capacity  and  natural  gas  to 


one  of  the  nation's  highest  population 


growth  regions,  we  are  able  to  maneuver 


wisely  in  any  situation.  For  instance,  when 


the  energy  market  shifts,  our  diverse  fuel 


mix  enables  us  to  respond  by  producing 


energy  in  the  most  cost-efficient  manner. 


And  our  aggressive  trading  of  energy  on 


the  open  market  gives  us  yet  another  way 


to  enhance  our  bottom  line.  So,  although 


we're  structured  for  stability,  when  it  comes 


to  the  future,  we  have  no  intention  of 


standing  still. 
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ALIEN  INVASION 

BUTT-UGLY 
COULD  BE  BIG 

THE    MARTIANS   ARE   COMING! 

The  Martians  are  coming! 
Butt-Ugly  ones,  that  is.  And 
they're  being  eyed  as  the 
biggest  kiddie  merchandise 
and  program- 
ming craze 
since  Ninja 
Turtles.  Busi- 
nessWeek has 
learned  that  in 
an  all-but-finalized 
deal,  Nickelodeon 
will  begin  airing 
the  cartoon  ani- 
mation series 
early  next  year. 
British      kids 


HARTiA 


were  so 
crazy  about 
Martians  fol- 
lowing a  13- 
episode  run  in  Feb- 
ruary that  the 
show  is  now  re- 
run almost  daily. 
Universal  is  also 
discussing  a  movie  and  video 
games  with  the  British  own- 
er, Just  Group.  And  more 
than  20  licensing  deals  have 
been  inked  with  such  giants 
as  Hasbro,  Milton  Bradley, 
and  publisher  Scholastic. 

So  what's  the  big  deal? 
Butt-Ugly  Martians,  set  in 
2053,  revolves  around  the 
wacky,  irreverent  adventures 
of  three  teenage  aliens  who 
invade  Earth  and  do  things 
like  disguise  their  identities 
as  the  faux  boy  band,  "Boyz 
to  Martians."  Hasbro  CEO 
Alan  Hassenfeld  recently  not- 
ed the  Martians'  potential  to 
reach  Ninja  Turtles  status. 
"It's  fun,"  he  said.  "And  it's 
got  the  best  name  of  any  pro- 
gram that  I  have  ever  seen." 
With  those  other  kid-craze 
import!- — Pokemon  and  Tele- 
now  passe,  the  time 
may  just  be  right  for  the 
ion.      Tom  Lowry 


SURREAL  ESTATE 

KEEPING  UP 

WITH  THE  SEINFELDS 

REALITY  IS  A  TOUGH  SELL  IN 
the  Hamptons,  that  favorite 
summer  playground  of  the 
New  York  elite.  Although 
many  Wall  Street  bonuses 
will  be  slim  to  nonexistent 
this  year,  the  average  selling 
price  for  a  Hamptons  home 
has  dropped  only  1.2%  from  a 
year  ago,  to  $744,193.  (That's 
off  a  44%  increase  in  2000.) 

But  lots  of  houses  aren't 
moving  at  all:  The  number  of 
properties  sold  this  spring 
dropped  27%  compared  with 
last  spring.  Two  priced  at 
$25  million  recently  went  for 
around  $17  million.  Home- 
owners are  pretending  not  to 
notice,  and  real  estate  agents 
say  asking  prices  keep  ris- 
ing. "They're  still  puffing  up 


mzm 


TALK  SHOW  ((Take  as  much  of  your  clothes  off  as  you're 
legally  allowed  to." 

— New  York  City  Mayor  Rudolph  Giuliani  recommending  how 
to  deal  with  the  latest  heat  wave 

the  numbers," 
says  Judy  Desi- 
derio,  of  Cook 
Pony  Farm  Real 
Estate.  __,  ■    "  yp  ~  ,   ;  -■      . 

Then    there's 
the    high    end. 
In     a     market 
where  no  house 
has  ever  fetched 
more   than   $32 
million — when 
Billy  Joel  sold  to 
Jerry     Seinfeld 
last  year — there  are  now  two 
houses  listed  at  $50  million. 
One,  the  Andy  Warhol  estate 
in  Montauk,  is  miles  from  the 
Hamptons  epicenter.  The  oth- 
er, owned  by  a  copper  trader, 
is  on  the  same  waterfront  as 
Martha     Stewart,      Steven 
Spielberg,  and  Seinfeld.  It's 
sat  on  the  market  for  more 
than  six  months.  And  a  60- 
room  "castle"  in  Southamp- 
ton is  listed  at  $45  million, 


"CASTLE":  For  a\ 

mere  $4-5  millioi 


despite  chatter  among  Rel 
tors  calling  it  a  "bad  dreq 
turned  into  a  house." 

Agents  blame  big  egos 
low  inventory.  But  moslj 
they  blame  Seinfeld  and 
$32  million.  "Everyone  wej 
'Well,  my  house  is  much  nic 
I  can  get  $42  million,'" sa 
Diane  Saatchi  of  Dayton-H| 
stead  Real  Estate.  Not  tl 
there's  anything  wrong 
that.  Kimberly  Weis 


FOREIGN  FOIBLES 


COME  SI  DICE . . .  WHERE'S  THE  OUTRAGE?' 


ITALIAN  PRIME  MINISTER 
Silvio  Berlusconi,  a  media 
mogul  with  a  fortune  esti- 
mated at  $14  billion,  hit  the 
campaign  trail  last  year  with 


BERLUSCONI:  Off  the  hook': 


six  criminal  proceedings 
pending  against  him  for  tax 
evasion,  bribery,  and  false  ac- 
counting. Now,  following  his 
election  victory  in  May, 
Berlusconi  may  be  about  to 
put  his  legal  problems  behind 
him:  On  Aug.  3,  his  center- 
right  coalition  rushed  to  pass 
a  draft  law  that  reduces  jail 
terms  and  fines  for  false  ac- 


counting, and  trims  the 
statute  of  limitations  for  that 
crime.  If  the  Senate  approves 
it  as  expected,  Berlusconi's 
false  accounting  cases  will  be 
zapped,  legal  experts  say. 

Berlusconi's  timing  couldn't 
be  better.  With  Italians  in 
mass  August  exodus  to  the 
seaside,  complaints  by  oppo- 


sition leaders  and  magistratj 
that  the  law  would  make  It 
a  European  haven  for  whil] 
collar  crime  have  failed  to  pi| 
voke   outrage.   Says  Jar 
Walston,  a  political  scientl 
at  the  American  Universif 
of  Rome:  "It  leaves  Italy  loc 
ing  very  sleazy."  And  wi| 
Berlusconi  already  in  the 
seat  over  police  violence 
the  G-8  summit  (page  61 
Italy    can    ill    afford    mol 
tarnish.         Gail  Edmonds\ 


THE  BIG  PICTURE 
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:re's  no  going  back  once  you  start  running  your  business  on  the  Internet.  Fortunately,  you  can  rely  on  Lawson  to  simplify 
ur  business  processes.  We've  helped  thousands  of  organizations  like  yours  develop  and  implement  effective  Internet 
tuitions.  We'd  like  to  earn  your  confidence,  too.  So  before  you  take  the  leap,  take  a  look  at  our  fact-filled  e-Business 
ccess  Kit.  Just  visit  www.lawson.com/success500b  or  call  1-800-477-135/^  code  500b.      L/WvaUlM  PROVEN. 
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Up  Front 


IN  THE  MARKET  FOR  A 
GOLF  COURSE? 

REMEMBER  WHEN  JAPANESE 
companies  were  buying  up 
U.  S.  golf  courses  back  in  the 
1980s?  Well,  turnabout  is  fan- 
play.  Following  a  10-year  eco- 
nomic slowdown  in  Japan, 
U.  S.  companies  are  now  buy- 
ing up  golf  courses  in 
Japan — as  distressed  assets. 
In  the  Tokyo  area,  a  golf 
outing — including  greens  fees, 
transportation,     food,     and 


JAPANESE  LINKS: 

Bankruptcies  up 

drinks — can  easi- 
ly run  $400.  But 
tougher  times  are 
causing  Japanese 
salarymen  to  feel 
the    pinch.    The 
number  of  golfers 
is      down      20% 
since    1990,    and 
hundreds      of 
courses  have  been  forced  into 
bankruptcy,  including  23  in 
the  first  half  of  this  year. 

Enter  the  Americans:  Gold- 
man Sachs  is  buying  a  bank- 
rupt owner  of  30  courses.  As- 
set manager  Lone  Star,  with 
Deutsche  Bank,  bought 
five.       Babcock       & 
Brown  bought  one. 
Analysts  say  they'll 
flip  the  courses  af- 
ter returning  them 
to  profitability.  For-  ^ 
eigners    have    more  ^ 
flexibility    to    lay    off 
workers    and    streamline 
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TRENDLETS 

MINI  GOLF:  A 
HOLE  IN  ONE 

MANY       OF       THE 

country's  18-hole 
golf  courses  may 
be  seeing  red 
(BW— July  16), 
but  that's  hardly 
the  case  for 
miniature  golf. 
Simply  put,  mini- 
golf  is  booming — 
undergoing  a 
building  spree 
that     may     well 


Mini-golf enthu- 
> round 
nmtry  Ivave 
d  Web  sites 

i    :  turner 
Here 

recom- 

i  ions: 

Windmill, 
"  Web  sites 


It 


lead  it  down 
the  same  fair- 
way to  over- 
expansion  as 
the  18-holes. 

The  U.S. 
already  has 
more  than  6,000 
minis.  Yet  new 
ones  are  spring- 
ing up  every- 
where— in  small 
towns  and 
alongside  At- 
lantic City  casi- 
nos. Nearly  100 
have  been  built 
just  this  year, 


costs — something   Japanese 
companies,  with  their  cultural 
ties  and  age-old  business  re- 
lationships, find  hard  to  do. 
Still,  one  American  jewel — 
Pebble  Beach — remains 
in  Japanese  hands. 
k  In  1999,  Peter  Ue- 
berroth     and      a 
R  bunch  of  wealthy 
Americans  tried  to 
f  wrest  it  from  its 
r   Japanese      owners, 
^^  but    the    sale    never 
went  through.  Ken  Belson 

up  from  70  in  all  of  2000, 
according  to  Steven  Hix  of 
the   Miniature   Golf  Assn. 
U.S.  For  now,  though,  rev- 
enues are  up  15%,  he  says. 
Credit  a  lack  of  age  or 
gender  bias  and  a  desire  for 
a  cheap  day  out,  says  Bob 
Detwiler,  president  of  the 
U.  S.  ProMiniGolf  Assn.  For 
a  family  of  four,  mini-golf 
costs  about  $25,  vs.  $38  to 
see  a  movie.  "With  the  econ- 
omy in  a  downturn,"  he  says, 
"people  are  spending  more 
money  on  modest  activities 
instead  of  taking  elaborate 
vacations."  Brian  P.  Murphy 


PUTTING  IN  THE  U.S.A. 


GOLDEN  TEE 
G0LFLAND 

Castro  Valley, 
Calif. 


COST  PER  GAME  $7.50 


Multiple 

waterfalls,  video 
arcade,  and 
party  area 


HILLBILLY  GOLF 

Gatlinburg, 
Term. 

COST  PER  GAME 

$6 

Course  is  built 
into  a  moun- 
tainside with  a 
steep  incline  „ 


MAPLE  BREEZE 
PARK 

Pawcatuck, 
Conn. 


TUALATIN  ISLAND 
GREENS 

Tualatin  Island, 
Ore. 


COST  PER  GAME 

$5 


New  England  barn, 
lighthouse,  and 
wishing  well        «, 


COST  PER  GAME 

$6 


Holes  styled  af- 
ter famous  links 
(Pebble  Beach) 


and  other  items  for  consideration  should  be  sent  to  upfront'" businessweek.com 


AMUSEMENTS 

FEEL  LIKE  A  PRO' 
FOR  $3 

what's  the  hottest  thing1 
sports  bars  across  Amer) 
(apart    from    beer)?  A 
video  game  called  Golden 
Fore!  It's  so  popular  it's  b 
showing  up  on  two  of  t| 
hippest  shows — Sex  and 
City  and  The  Sopranos.  E 
heartthrob  mtv  host  Car: 
Daly  recently  announced 
Late  Sfioiv  With  David  Le\ 
man  that  he's  a  fan, 

The  $3-a-person  game  s 
ulates  real  courses,  with 
factors  and  club  choices.  PI 
ers  control  shots  by  rollin 
trackball  to  swing  the  club 
a  digital  golfer.  Then 
games  dial  into 
Incredible  Tech- 
nologies' head- 
quarters to  com- 
pare scores  from 
across  the  country. 
The  top  4,000 
scorers  every 
month  get 
prizes  of  $25 
to  $4,000. 
Plays  are  up 
40%  over  last 
year.  "They're 
constantly  updating 
it,  which  is  key  to  its  appet 
says  Bonnie  Theard  of  inch 
try  magazine  Play  Meter. 

Players  say   it's  easy 
master.  "It  makes  you   f< 
like  a  pro,"  s;iys  consults 
Matthew  Kales,  :>«>,  playi 

at  Spike's  Kal    liar  in  ( 'hi( 

go.  And,  important  in  tl 
economic  climate,  it's  chei 

IS   real    holes   average   $( 

Pallavi  Got 
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section  Plan  provides  coveraqe  for  up  to  2  years  or  50.000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4  year/50.000  mile  BMW  New  Vehicle  Limited  Warranty. 
■^ngWStol^^F^T^nLm^  call  1-800-334-4BMW.  or  bmwnsa.com  32001  BMW  of  North  America.  LLC.The  BMW  name  and  logo  are  registered  tradem: 


Wish  granted. 
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& 
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5   Getting  a  BMW  has  never  been  easier.  Leasing  and  financing 
,      J"  .  =   are  available  on  a  Certified  Pre-Owned  BMW  complete  with 

Pre-Owned  = 

■■   a  warranty  for  up  to  100,000  miles  or  6  years.'  Only  at  an 
horized  BMW  center  near  you.  Stop  Dreaming.  Start  Driving." 


BMW  Certified 
Pre-Owned 


bmwusa.com 
1-800-334-4BMW 


o 


The  Ultimate 
Driving  Machine" 
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Editor's  Memo 


Ainericas|  puure 


When  the  U.  S.  economy  boomed 
and  the  stock  market  went 
mad,  everyone  from  taxi  dri- 
vers to  tax  consultants  talked  confi- 
dently about  the  New  Economy. 
Now  we  are  in  a  very  uncertain  time 
of  acute,  short-term  problems  com- 
bined with  long-term  potential.  Our 
summer  double  issue,  "America's  Fu- 
ture: The  Boom,  The  Bust,  Now 
What?",  is  chock-full  of  insights  to 
help  navigate  this  tricky  period. 

BusinessWeek  has  long  argued 
that,  properly  defined,  the  U.S.  has  a 
New  Economy — an  economy  capable 
of  faster  growth  without  inflationary 
overheating.  Why?  Because  of  pro- 
ductivity gains  made  possible  by 
technology,  globalization,  deregula- 
tion, and  capital  markets  that  re- 
warded innovation. 

That,  of  course,  did  not  mean  the 
business  cycle  was  dead  or  that  the 
stock  market  would  boom  endlessly. 
We  stressed  that  the  New  Economy 
would  be  prone  to  deep,  technology- 
driven  downturns.  We're  going 
through  that  right  now.  Here's  the 
good  news:  The  current  slowdown 
does  not  mean  the  end  of  strong  pro- 
ductivity gains  and  higher  sustain- 
able growth. 

On  the  human  capital  side,  the 
boom  of  the  late  1990s  lifted  pay  for 
workers  on  all  levels  of  the  income 
ladder  and  offered  immigrants  un- 
precedented opportunity.  Despite 
scores  of  layoff  announcements,  un- 
employment still  is  low,  and  the  econ- 
omy has  thus  far  avoided  a  full-blown 


recession.  A  return  to  strong  demand] 
for  skilled  labor  is  a  likely  scenario. 

Why  were  so  many  people  sur- 
prised when  the  slump  began?  Man-| 
agers  in  the  New  Economy  had  ex- 
cellent real-time  data  but  failed,  in 
many  cases,  to  exercise  hard-nosed 
judgments.  One  key  lesson:  get  be- 
yond aggregate  numbers  and  closer 
to  the  consumer's  underlying  needs. 
That  counts  even  more  for  multina- 
tionals in  global  markets;  developing 
nations  are  likely  to  keep  growing 
twice  as  fast  as  industrialized  ones 
for  at  least  a  decade.  Oh,  yes — earn-l 
ings  matter.  So  do  proper  valuations! 

A  team  of  more  than  40  reporter^ 
and  editors  contributed  to  "Ameri- 
ca's Future,"  led  by  Assistant  Man- 
aging Editor  Joyce  Barnathan  and 
Chief  Economist  William  Wolman. 
Senior  Art  Director  Steven  Taylor 
supervised  our  top-notch  group  of 
art  directors  and  photo  editors,  who| 
designed  the  handsome  pages  that 
grace  this  edition. 

The  New  Economy  will  endure 
through  this  business  cycle.  Atti- 
tudes that  took  hold  during  the 
boom,  though  tempered,  still  res- 
onate with  Americans:  confidence  in  I 
the  U.  S.  economy  and  stock  market  | 
and  an  abiding  faith  in  technology. 

The  boom.  The  bust.  Time  to  movj 
on  to  a  more  sustainable  recovery. 

Editor-in-Chief 
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Dizzy  Dean 
understood  it.  The 
importance  of  the 
human  touch.  Yet  in 
today's  business  world, 
it's  in  short  supply. 
Phone  and  Internet 
customers  often  feel 
unknown,  unappreci- 
ated. At  Siebel,  our 
application  software 
lets  you  give 
your  customers 
personalized  service. 
Companies  like 
IBM,  Quaker  Oats 
and  MetLife  use 
our  technology. 
Companies  whose 
customers  feel  the 
relationship  is 
personal.  Because  it  is. 


Good  service 
is  good  business. 

www.siebel.com  1-800-356-3321 


*F    MICROWAVE    •    WIRELESS    •    OPTICAL    •    TELECOM    •    NETWORF 


m 


Trying  to  squeeze  more  hours  out  of  the  day? 
It's  time  you  talked  to  Anritsu. 
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MICROWAVE    •    WIRELESS    •    OPTICAL   •   TELECOM    •    NETWORKING 


From  communications  test  to  networking,  we  make  every  second  count. 


Connecting  the  world  becomes  a  bigger 
challenge  all  the  time.  Wired.  Wireless. 
Broadband.  Optical.  There's  a  literal 
explosion  of  new 
technologies  to  keep  up 
with.  So  where  do  you 
turn  to  squeeze  more 
hours  out  of  the  day? 

Turn  to  Anritsu.  We 

come  to  the  table  with 

solutions  that  put  time 

on  your  side.  Solutions 

that  keep  cell  phone 

connections  crystal  clear. 

Solutions  that  help 

carriers  detect  trouble 

on  the  line,  before  their  customers  do.  All 

the  way  to  networking  solutions  that  move 

data  faster  and  farther  than  ever  before. 


Creating  solutions  for  the  wired  and 
wireless  worlds  is  what  we're  all  about  at 
Anritsu.  With  1 00  offices  worldwide,  we 
have  the  resources  to 
act  globally,  and  the 
focus  it  takes  to  solve 
your  problems  "locally" 
as  well. 

Don't  waste 
another  minute. 

Find  out  what  a 
solutions-driven 
partner  can  mean 
for  your  business, 
today.  Talk  to  Anritsu 
and  you'll  "Discover 
what's  possible". ..in  no  time.  Call  us  at 
l-800-ANRITSU,  or  check  out  our  Web 
site  at  www.us.anritsu.com/Discover 


/lnritsu 


Discover  What's  Possible" 


LMICROWAVE    •    WIRELESS    •    OPTICAL    •    TELECOM    •    NETWORKIN 


Readers  Report 


CRITICAL  PATH  IS  WELL 
ON  ITS  WAY  TO  RECOVERY' 

It  is  true,  as  Ben  Elgin  points  out, 
that  our  company  has  been  through  an 
extremely  challenging  period  ("Critical 
errors  at  Critical  Path,"  e.biz,  Aug.  6). 
However,  I  was  surprised  by  unattrib- 
uted  editorialization  that  cast  unfounded 
doubt  upon  our  long-term  viability.  This 
speculation  is  improper,  and  the  picture 
it  paints  is  erroneous. 

The  issues  Elgin  focused  on  in  his 
piece  represented  isolated  events.  Crit- 
ical Path  Inc.  generates  more  than  $100 
million  in  annualized  revenues,  with 
market-leading  technology  and  a  grow- 
ing customer  list  of  carriers,  service 
providers,  and  Global  2000  corporations. 
We  provided  Elgin  with  references  and 
contacts — including  satisfied  customers 
who  run  their  businesses  with  our  prod- 
ucts and  services  and  will  continue  to  do 
so — and  an  impressive  list  of  new  cus- 
tomer wins.  Elgin  ignored  this  informa- 
tion surrounding  our  core  business. 

The  company  is  well  on  its  way  to 
full  recovery.  As  a  well-organized,  -man- 
aged, and  -positioned  business,  we  are 
arguably  stronger  now  than  at  any  time 
in  our  history.  Our  employees  see  this. 
Our  customers  see  this.  Numerous  in- 
dustry analysts  see  this.  The  rest  of  your 
readers  will  soon  see  this  as  well. 

David  Hayden 

Chairman 

Critical  Path  Inc. 

San  Francisco 

HOW  TO  RETIRE': 

KUDOS  (AND  MORE  TIPS) 

Developing  some  image  of  the  future 
is  an  absolute  necessity  if  people  want 
more  than  a  bare  subsistence  depen- 
dent on  the  government  and  charity 
("How  to  retire,"  BusinessWeek  In- 
vestor, July  30).  I  often  feel  financial 
analysts  don't  understand  that  even  [as- 
set-allocation sites]  such  as  Financial 
Engines  don't  claim  to  make  accurate 
projections.  Their  methods  offer  some 
appreciation  of  forecasting  uncertainty, 
providing  the  future  will  be  much  like 
the  past.  Projections  are  a  crap  game, 
and  even  firms  using  Monte  Carlo  analy- 
sis must  use  contrived  statistics.  For 
example,  mutual  funds  have  short  his- 
tories, analyses  ignore  failed  funds,  in- 
vestments are  forced  to  fit  standard  sta- 
tistical distributions,  and  security 
indexes  ignore  fees  and  costs  as  well 
as  con-elation  with  inflation,  taxes,  trade 
.  wars,  monetary  controls,  etc. 
Henry  K.  Hebeler 
Kent,  Wash. 


We  have  been  retired  for  20  years, 
and  it  has  been  a  huge  relief  to  have 
our  house  paid  for.  I  suggest  you  rec- 
ommend considering  this  investment  for 
people  planning  their  retirement. 

James  C.  Ritchey 
Mission  Viejo,  Calif. 

Although  two  years  into  retirement,  I 
found  "How  to  retire"  informative,  and 
its  warnings  and  advice  sound.  I  would 
add  one  more  item  to  seek  professional 
tax  advice  about:  the  alternative  mini- 
mum tax  as  it  relates  to  incentive  or 
qualified  stock  options.  Choosing  when 
and  the  amount  to  exercise  is  key,  both 
before  retirement  and  within  90  days 
following  retirement,  after  which  such 
options  become  nonqualified. 

Jim  Masterson 
Peoria 

BUZZ  MAY  NOT  BE  THE  WAY 

TO  CONSUMERS'  HEARTS 

"Buzz  marketing"  is  one  of  the  oldest 
advertising  methods  in  the  book  (Special 
Report,  July  30).  Centuries  ago,  opera 
singers  hired  people  to  cheer  "Bravo!" 
post-aria,  sparking  applause.  Generat- 
ing buzz  for  the  sake  of  buzz  is  only 
halfway  right.  It  lacks  the  content  to 
carry  consumer  interest  through  to  con- 
tinued brand  loyalty.  Other  techniques 
that  allow  marketers  to  empower,  de- 
light, or  respond  to  consumers  can  gen- 
erate an  equally  effective  buzz.  A  bank's 
responsiveness  to  customer  problems 
engenders  trust.  Attentive  touches  such 
as  presale  postcards  announcing  rebates 
on  customers'  favorite  brands  elicit  de- 
light. These  and  other  techniques  are 
more  substantive  and  enduring  than  a 
fleeting  moment  of  hype. 

David  Sable 
President  and  ceo 

Wunderman 
New  York 
Editor's  note:  The  writer's  company  is  a 
Leading  direct-marketing  agency. 

HOW  TO  MAKE  STOCK  ANALYSTS 
WORTH  LISTENING  TO 

Regarding  "Wall  Street:  The  cleanup 
is  overdue,"  Editorials,  July  23):  Ban- 
ning equity  analysts  from  owning  stock 
in  the  companies  they  cover  is  not  the 
way  to  improve  research.  Brokerage 
firms  should  require  analysts  to  make  a 
major  purchase  of  a  stock  every  time 
they  issue  a  buy  recommendation.  Two 
things  should  be  banned,  however.  An- 
alysts should  not  be  permitted  to  own  a 
stock  they  cover  until  after  they  issue  a 
buy  recommendation.  And  they  should 


CORRECTIONS  &  CLARIFICATION! 

In  "Immunex:  A  Lost  Opportunity"  (The  Co 
poration,  Aug.  13),  the  statement 
American  Home  Products  Corp.  refused 
comment  is  incorrect.  AHP's  comments  a| 
in  the  story. 


not  be  permitted  to  sell  any  of  th 
positions  until  after  they  issue  a 
recommendation. 

Gerald  L.  Swii 
Sherman  Oaks,  d 

LET'S  GET  THIS  STRAIGHT: 
BRAZIL'S  CURRENCY  IS  THE  REA 


"The  problem  of  Global  Cooling"  (I 
itorials,  July  30)  referred  to  "Bras 
falling  cruzeiro."  Please  note  i 
Brazil's  President,  Fernando  Henric 
Cardoso,  enacted  the  new  Brazilian  c 
rency,  the  real,  more  than  six  years  a 
Oscar  Bosque 
Cheshire,  Co 


BusinessWeek  online 


The  full  text  of  BusinessWeek,  the  BusinessWeek 
Daily  Briefing,  and  five  years  of  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 


How  to  reach  BusinessWee 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers.  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail:  BusinessWeek,  1221  Avenue  of  the  Americas, 

43rd  floor,  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@businessweek.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptions 

renewals,  changes  or  inquiries. 

Phone:  (800)  635-1200 

Fax:(641)842-6101 

Internet:  bwcustomerservice@neodata.com 

Library  fee-based  services:  (212)  512-6704 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

Custom  Reprints  (minimum  order  1,000) 

Phone:(212)512-3148 

Fax:(212)512-2337 

Email:  reprints@businessweek.com 

Web  Site:  reprints.businessweek.com 

Photocopies  ($1.80  per  copy  for  commercial  use; 

$1.50  per  copy  for  classroom  use) 

Copyright  Clearance  Center 

Phone:  (978)  750-8400 

Fax:  (978)  750-4470 

Web  Site:  www.copyright.com 

Other  Permissions 

Phone;  (212)514-4801 

Fax:  (212)512-4938 

Email:  permissions@businesswei>k  nun 

Web  Site:  www.businessweek.com7into/permis 


* 


/ 


22  Bu-.n  essWeek  /  August  27,  2001 


laving  competed  successfully  in  a  variety  of  boats,  Gary  Jobson's  choice  for  himself  is  a  classic  Herreshoff 
!8-footer,  whose  graceful  design  will  never  go  out  of  style.  The  same  aesthetic  is  reflected  in  his  timepiece. 


www.rolex.com 


Rolex  Oyster  Perpetual  Submariner  in  stainless  steel  and  18kt  gold. 

Officially  Certified  Swiss  Chronometer.  For  the  name  and  location  of  an  Official  Rolex  Jeweler  near  you, 

please  call  1-800-36R0LEX.  Rolex,  f,  Oyster  Perpetual  and  Submariner  are  trademarks. 


f 
ROLEX 


COMMUNICATIONS*  recently  merged  with  US  West,  Inc.,  resulting  in  a 

tees  and  29  million  customers.  Unfortunately,  they  also 

logy  systems.  Thanks  to  enterprise  software  from  Microsoft, 

isily  bring  everyone— and  everything-together  as  one. 


|  is  a  registered  trademark  of  Microsoft  Corporation  In  the  United  States  and/or  other  countries.  The  names  of  actual  companies  and  products  mentioned 


Enterprise  software  from  Microsoft  helps  different 
5  work  as  one.  One  company.  Now  running  many 
different  systems.  Sounds  like  a  recipe  for  disaster.  Unless,  of 
course,  you're  running  flexible  business  software  like  the 
Microsoft®  .NET  Enterprise  Server  family.  This  software  makes 
cross-platform  sharing  a  reality.  It  also  makes  it  easier  for 
people  to  quickly  collaborate  across  organizational  boundaries, 
so  your  company  can  respond  to  changes  and  opportunities 
faster.  Now  if  we  can  just  figure  out  a  way  to  make  employees 
grudge-free,  we  might  really  be  onto  something.  To  find  out  how 
Microsoft  software  can  help  your  company  work  as  one,  visit 
microsoft.com/business  Software  for  the  Agile  Business. 


Microsoft 


Books 


THE  COMING  COLLAPSE  OF  CHINA 

By  Gordon  G.  Chang 

Random  House  •  344pp  •  $26.95 


PESSIMISM 

ON  A  GRAND  SCALE 


In  The  Coming  Collapse  of  China, 
Gordon  G.  Chang  launches  directly 
into  his  controversial  argument  that 
the  country's  many  woes  add  up  to  a 
terminal  illness.  He  describes  China's 
debt-laden  banks  and  broken  state- 
owned  enterprises  (soes),  its  belea- 
guered entrepreneurs  and  overly  cau- 
tious Communist  leaders — all  in  an 
entertaining  and  generally  clear  style. 
This  is  a  familiar,  if  still  alarming,  litany 
for  any  watcher  of  modern  China.  But 
Chang,  an  American  lawyer  with  almost 
two  decades  of  experience  working  on 
the  mainland,  takes  his  startling  polemic 
one  step  further:  He  says  that  as  top 
leaders  drag  their  feet  on  instituting 
necessary  reforms  and  as  the  pressures 
of  entering  the  World  Trade  Organiza- 
tion overwhelm  China's  economy,  the 
Communist  Party  will  soon  collapse — 
possibly  within  5  years — and  the  coun- 
try will  face  enormous  upheaval.  That's 
a  dubious  proposition.  Nevertheless, 
Chang's  book  is  a  worthwhile  read. 

There  are  lots  of  reasons  to  worry 
about  China's  future,  and  one  of  the 
biggest  is  the  parlous  state  of  China's  fi- 
nances. Chang  does  a  good  job  of  cata- 
loging the  problems,  from  government 
meddling  in  lending  decisions,  to  the 
bad  debts  that  may  represent  half  of 
all  commercial  loans,  to  the  difficulties 
Beijing  has  taking  the  painful  steps  to 
clean  them  up.  Chang  provides  a  spot-on 
dissection  of  Beijing's  troubled  attempt 
to  create  asset-management  companies 
that  can  clean  up  the  balance  sheets  of 
Chinese  banks.  Here,  he  draws  an  im- 
portant contrast  to  the  U.S.  experience 
with  the  Resolution  Trust  Corp.  in  the 
late  1980s  and  early  1990s,  in  the  wake 
of  the  savings  and  loan  crisis.  In  con- 
trast to  the  U.S.,  China  has  not  moved 
quickly  enough  with  its  program,  nor 
endowed  it  with  sufficient  resources  to 
deal  with  the  huge  amount  of  bad  debt. 
"Dentists  don't  fill  cavities  until  they 


remove  all  the  decay,  and  partial  recap- 
italizations don't  change  bad  lending 
practices,"  he  writes. 

Equally  adroit  is  Chang's  handling  of 
what  he  calls  China's  "industrial  theme 
parks."  The  term  refers  to  about  50,000 
state  enterprises  that  still  suck  up  some 
70%  of  domestic  loans  while  producing 
less  than  30%  of  output.  The  author 
shows  how  the  continuing  bias  in  their 
favor  hurts  private  enterprise,  the  most 
vibrant  sector  of  China's  economy.  Bei- 
jing claims  that  by  last  year  most  state 
enterprises  had  been  made 
profitable.  It's  an  assertion 
that  has  much  more  to  do 
with  political  timetables  than 
reality,  Chang  persuasively 
argues.  "Half  the  profits 
were  due  solely  to  an  in- 
crease in  world  oil  prices, 
which  permitted  state  com- 
panies to  charge  more  for 
China's  crude,  and  a  quarter 
of  the  profits  resulted  from 
direct  government  subsidies," 
he  explains. 

China's  top  leaders  simply  are  not  up 
to  the  massive  task  of  reforming  their 
ailing  state-run  economy,  Chang  con- 
cludes, and  that  will  lead  to  their  down- 
fall. President  Jiang  Zemin  comes  in  for 
particular  criticism  for  his  obsession 
with  ideological  campaigns.  Over  the 
past  few  years,  these  have  at  times  in- 
cluded mandatory  study  sessions  for  all 
officials,  which  have  interfered  with  al- 
most all  regular  governmental  functions. 
Chang  even  accuses  Jiang  of  being  a 
throwback  to  the  era  prior  to  former 
leader  and  noted  economic  reformer 
Deng  Xiaoping,  with  whom  Chang  com- 
pares Jiang  unfavorably.  China's  plan- 
ners, he  says,  are  "misreading  the  ever- 
changing  environment." 

Ultimately,  Chang  misses  the  obvi- 
ous: China's  present  generation  of  lead- 
ers, despite  their  hesitations  and  occa- 


sional ideological  broadsides,  have 
cided  to  push  economic  reform,  ai 
aren't  likely  to  abandon  it.  There  is 
better  proof  of  that  than  Jiang's  ai 
Premier  Zhu  Rongji's  decision  to  garni] 
on  bringing  China  into  the  global  ecc 
omy  via  the  wto.  In  a  moment  of 
consistency,  Chang  even  admits  to  tl 
"The  leadership  in  Beijing  is  using 
to  force  changes  in  soes,"  he  writes. 
Even  Beijing's  interminable  politic] 
propaganda  campaigns  are  sometir 
pressed  into  the  service  of  reform^ 
goals,    something    Chang    overlool 
Jiang's  current  campaign,  the  so-callj 
Theory  of  the  Three  Representative 
with  its  emphasis  on  the  "foremost  pi] 
ductive  forces  in  society,"  is  mainly 
tended  to  justify  Beijing's  new  acce 
tance  of  the  growing  social  inequalil 
that  is  accompanying  economic  reforl 
Similarly,  in  a  recent  speech  commea 
orating  the  80th  anniversary  of  tl 
Chinese  Communist  Party,  Jiang  maj 
it  clear  that  Beijing  now  wants  to  dr^ 
private  entrepreneurs  inj 
the  Party — thus  jointly  pr 
moting  economic  reform  a^ 
the    Communists'    politic 
monopoly. 

Chang  correctly  identifi| 
potential  hot  spots  that  cot 
flare      into      mass      stre| 
protests:  the  leadership's 
ability  to  resolve  its  standd 
with  Taiwan,  the  corrupticj 
eating  away  at  the  goverl 
ment's   legitimacy,   and   tf 
shaky  condition  of  the  banks  and  stoj 
markets.  But  the  author's  assumptid 
that  protests  will  necessarily  be  fq 
lowed  by  moves  to  overthrow  the  Pa 
seems  wrong.  While  most  Chinese  il 
deed  do  not  particularly  like  the  Coil 
munist  Party,  it  is  likely  that  even  mol 
fear  the  possibility  of  its  collapse.  Tl 
absence  of  a  revolutionary  mood  amoif 
the  public  was  noteworthy  last  mont 
when  hundreds  of  thousands  of  peof 
took  to  Beijing's  streets  to  cheer  the 
country's  successful  bid  for  the  20d 
Olympics.  The  celebrants  even  seema 
willing  to  extend  to  their  leaders  a  d| 
gree  of  credit  for  that  victory.  Hype 
bole  aside,  Tlw  Coming  Collapse  of  ( 71 
no  provides  an  able  account  of  the  hug 
challenges  ahead  for  China  as  it  i-ontij 
ues  its  steps  toward  reform. 

BY  DEXTER  ROBER1 
Roberts  is  Beijing  Inn-can  chnl 


WITH  CHINA'S  ENTRY  INTO  THE  WTO,  CHANG  GIVE: 
THE  COMMUNIST  PARTY  ANOTHER  HALF  DECADE 
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Wireless  looks  like  a  small  boat  on  a  majestic  lake  on  a  Tuesday  morning.  You,  on  the  other  hand,  may  have  a 
completely  different  picture  of  wireless.  But  no  matter  how  you  see  it,  AT&T  Wireless  offers  services  and  products 
designed  to  put  you  in  your  own  personal  paradise.  What  you  want,  when  you  want.  Information  access,  text 
messaging,  flexible  plans.  Unlimited  freedom.  Close  your  eyes  and  think: 
What  does  wireless  look  like  to  you? 


attwireless.com        I  800-IMAGINE 

1-2001  AT&T  Wireless.  Not  available  in  all  areas.  Restrictions  apply. 


AT&T  Wireless 

YOUR  WORLD.  CLOSE  AT  HAND. 


EDWARDS 


BECOME 


ARCHITECT 

QF 

FREEDOM. 


The  writing's  on  the  wall.  Collaboration  is  the  key  to  profitability  in  the  New  Economy.  Enterprises  must 
share  information  and  processes  with  the  outside  world.  It's  time  to  harness  the  power  of  your  partners,  vendors, 
customers  and  employees  to  boost  efficiencies,  build  value  and  achieve  competitive  advantage.  But  to  truly 
collaborate,  you  need  freedom  of  choice  That's  what  we  offer  at  ID  Edwards.  We  provide  the  only  enterprise-wide 
foundation  that  gives  you  the  freedom  to  choose  the  best  solutions.  So  you  can  run  with  any  idea.  Connect  with 
any  business  partner.  Plug  in  any  application.  And  transform  enterprise  software  from  a  constraining  liability  into 
a  liberating  asset.  Isn't  freedom  amazing?  To  collaborate  and  thrive,  visit  www.jdedwards.com/freedom 

THE    FREEDOM    TO    CHOOSE.    THE    POWER    TO    SHARE." 


Technology  &  You 


BY  LARRY  ARMSTRONG 

tec  h&you@  business  week. com 


AN  INSIDE  TRACK  TO 
JAPAN-ONLY  GOODIES 

Call  it  gadget  envy.  You  know  that  feeling 
you  get  when  someone  plops  down  next  to 
you  in  an  airport  lounge  and  pulls  out  a 
notebook  computer  so  slim,  so  light,  so  stylish 
that  your  company-issued  black  number  sudden- 
ly feels  like  the  original  Kaypro.  Or  when  the 
geek  in  the  next  office  shows  up  with  a  cell 
phone  or  handheld  organizer — you  name  it — 
that's  to  die  for.  You  mutter  a  calm  "That's  cool" 
and  skulk  away  for  fear  he'll  see  the  raw,  unbri- 
dled lust  burning  in  your  eyes. 

My  latest  case  of  gadget  envy  came  toward 
the  end  of  a  B  movie,  a  Japanese  sci-fi 
thriller  I  caught  on  cable  last 
month.  In  it,  the  newest 
of  the  endless  se 
ries  of  Godzil- 
la movies,  the 
hero  emerges 
from  an  explod- 
ing high  rise  with 
all  the  government's 
evil  secrets  captured 
on  the  cutest  little 
Sony  notebook  you've 
ever  seen — with  a  built-in 
camera.  "Aha — Picture- 
Book,"  I  thought.  But  some- 
how, it  looked  different. 
MAGIC  MAN.  Just  to  make 
sure,  I  called  Doug  Krone, 
who  runs  a  company  called 
Dynamism  Inc.  (www.dy- 
namism.com)  in  Chicago.  He 
sent  me  an  even  cooler  Sony  note 
book,  one  of  the  vaio  gt  series,  with  a 
digital  video  camera — complete  with  a  10X 
zoom  lens — mounted  off  to  one  side.  And,  hey, 
while  I  was  at  it,  would  I  like  to  take  a  look  at 
the  Sharp  Mebius  pc-mti  laptop,  the  world's 
thinnest  and  lightest  standard-size  notebook? 
You  bet  I  would.  It  measures  just  %  of  an  inch  at 
its  thickest  point  and  weighs  a  couple  of  ounces 
under  three  pounds.  That's  the  one  that  made  my 
brand-new,  aforementioned  black  IBM  ThinkPad 
X20 — "extra-light,  extra-small  ultraportable,"  in 
IBM's  words — feel  like  a  doorstop. 

Dynamism  specializes  in  selling  soon-to-be  or 
never-to-be  exported  Japanese  computers  to  U.  S. 
executives  who  want  something  a  bit  different. 
(Actually,  really  different — but  in  a  tasteful,  un- 
derstated sort  of  way.)  You  know  the  type,  the 
ones  for  whom  the  name  "Akihabara"  rolls  off 
the  tip  of  the  tongue  as  if  it  were  an  exalted 


Dynamism  Inc. 
buys  cutting- 
edge  gadgets 
unavailable  in 
the  U.S., 
replaces  their 
Japanese 
software 
with  English, 
and  sells  them 
to  you 


BusinessWeek online 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and  on- 
line-only reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 


Japanese  shrine  instead  of  a  hard-bargainiB 
shopping  district  in  the  middle  of  Tokyo. 

Krone  is  a  disarmingly  young  26-year-old  w| 
made  his  way  through  Northwestern  Universi 
buying  and  selling  computer  chips  of  dubiol 
provenance.  Dynamism  is  an  above-board  oi[ 
growth  of  that,  part  of  the  gray  market  in  wr 
nifty  cameras,  cars,  and  computers  are  sold  01] 
side  manufacturers'  normal  distribution  chs 
nels.  There's  nothing  illegal  about  it,  but  make 
try  to  discourage  it.  For  one  thing,  the  warrar 
is  almost  always  invalid  outside  the  country 
purchase  or  if  the  product  was  acquired  frc 
someone  other  than  an  "authorized"  retailer. 

In  this  instance,  Dynamism  is  simply  explo| 
ing  the  differences  in  consumer  psychology 
the  U.S.,  which  prizes  good  value,  and  Japs 
where  the  top  priority  is  to  deliver  the  late 
technology,  materials,  and  design  regardless 
price.  What  makes  Dynamism  a  viable  ente 
prise  is  the  language  difference.  Krone's  eij 
ployees  strip  off  the  Japanese  software,  replaci 
it  with  English-language  versions,  and  transla 
the  owner's  manual.  His  price  also  includes  tc 
free  tech  support  and  a  warranty-rescf 
service  that  returns  the  computer  to 
namism's  Tokyo  office  for  repair  und| 
the  original  warranty. 

Expensive?  Well,  any  addiction 
You  can  expect  to  pay  a  premium 
about  30%  to  50%,   KroJ 
says.  By  my  math,  ij 

WAY  COo| 

This  So 
VAIO  ha 
a  10K 

zoom  digit 
camera 


more  like  50 
100%.  Th 
again,  I'm  lookir 
only  the  most  di 
tinctive  and  hard-to-g 
products.  In  fairness,  tl 
markup  also  has  to  cov 
Japanese  taxes,  shipping,  ai 
a  small  U.  S.  duty. 
It's  worth  it,  says  longtime  c 
tomer  Mitchell  Kertzman,  CEO 
Liberate  Technologies  in  San  Carlos,  Calif.  I 
once  picked  up  an  early  version  of  Sony's  sle 
505  series  notebook  in  Tokyo  and  had  nothir 
but  problems.  "I  discovered  that  it's  far  fro 
trivial  to  install  English-language  Windows,"  1 
says.  The  biggest  hitch:  reconfiguring  Windows 
match  the  slightly  different  Japanese  keyboai 
Krone  is  expanding  his  business  into  c< 
phones.  It's  about  time  we  got  an  early  crack 
those  sleek,  sexy  European  world  phones  th; 
seem  to  take  forever  to  get  to  the  U.S. 
prices  for  those?  Don't  even  ask.  It's  beside  tl 
point,  I  figure,  when  you're  trying  to  satisfy 
technofetish. 

Slaw  Wiliistroni  is  on  meat  in 
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The  recent  difficulties  of  many  broadband  companies  have  left  many  analysts  writing  postmortems  for  an     1 
the  smarter  broadband  players  -  like  Williams  Communications  -  have  networks  that  are  fully  lit  and  servi 
while  other  network  providers  desperately  seek  the  capital  to  light  their  dark  fiber,  Williams  Communicat    If 
broadband  capabilities,  call  1.866.GO.TO.WCG  or  visit  us  at  williamscommunications.com. 
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itry.  But  what  these  so-called  experts  fail  to  realize  is  that 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


HOW'S  BUSH  DOING? 

A  SIX-MONTH  REPORT  CARD 


MIXED: 

He  gets 
kudos  for 
the  tax  cut, 
but  his  deals 
with  the 
Democrats 
on  education 
and  other 
issues  make 
it  tougher 
for  him  to  be 
effective 


Robert  J.  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbweekfeh.-irvard.edu). 


President  George  W.  Bush  has  been  in  of- 
fice for  half  a  year,  so  I  can  now  provide 
an  interim  report  card  on  his  economic 
programs.  His  major  accomplishment,  of  course, 
is  the  income-tax  cut,  which  receives  high  marks 
for  removing  lots  of  money  that  Congress  would 
otherwise  spend  on  "worthwhile  social  programs." 

Unfortunately,  most  of  the  revenue  reduction 
for  2001  takes  the  form  of  a  rebate,  which  is  a 
way  to  lower  taxes  without  providing  incentives 
for  work  and  investment.  Another  troublesome 
feature  is  the  gradual  phase-in  of  the  tax-rate 
cuts.  Just  as  in  the  1982-83  recession,  the  ex- 
pectation that  future  tax  rates  will  be  lower 
than  current  rates  provides  an  incentive  to  post- 
pone work  and  production  and,  thereby,  worsens 
the  economic  contraction.  It  is  a  little  surprising 
to  see  this  mistake  repeated  during  the  possible 
recession  of  2001.  However,  in  the  long  run,  the 
tax-rate  cuts  and  the  elimination  of  the  inheri- 
tance tax  will  be  major  positive  forces. 

Social  Security  reform  looks  promising,  espe- 
cially the  likely  introduction  of  some  form  of 
personal  accounts.  I  favor  this  change  mostly 
because  it  injects  the  notions  of  property  rights 
and  choice  into  the  Social  Security  system.  The 
rights  to  personal  accounts  mean  that  individuals' 
future  retirement  benefits  will  be  much  less  sub- 
ject to  the  whims  of  politicians.  The  choices 
about  the  forms  of  these  accounts  will  allow  peo- 
ple to  tailor  their  retirement  portfolios  to  their 
own  preferences  about  risks  and  returns. 

Unfortunately,  many  proponents  of  personal 
accounts  have  used  specious  arguments  about 
the  potential  for  superior  rates  of  return.  These 
rates  look  low  in  the  current  system  mainly  be- 
cause today's  workers  are  financing  the  generous 
benefits  of  their  parents  and  grandparents,  not 
because  of  the  lack  of  personal  accounts.  In  oth- 
er words,  the  direct  reward  from  my  Social  Se- 
curity contributions  looks  low  because  part  of 
it  goes  to  my  mother. 

NIX  EDUCATION  DEPT.  Moreover,  the  argument 
that  Social  Security  could  experience  low-risk 
high  returns  by  investing  in  stocks  is  unrealistic, 
as  has  become  evident  over  the  past  year  by 
the  dismal  performance  of  the  markets.  How- 
ever, with  personal  accounts,  an  individual  can 
choose  a  risk-free  portfolio,  composed  of  indexed 
treasury  bonds  for  example,  if  he  or  she  wishes. 

One  of  the  odder  aspects  of  the  Bush  Admin- 
istration is  its  support  for  substantially  increased 
funding  for  federal  education  programs.  The  $42 
billion  proposed  for  the  Education  Dept.  budget 
is  an  example  of  the  social-welfare  spending  De- 


mocrats pushed  in  the  1930s  and  in  the  1960s, 
wonder  Senator  Edward  M.  Kennedy  (D-Mas 
and  other  Democratic  liberals  support  the 
ident's  education  initiative.  Amazingly,  to  makd 
deal  with  the  Democrats,  Bush  dropped  the  m<] 
compelling  part  of  the  package — funding  for 
vate-school  choice. 

Republicans  are  supposed  to  oppose  the 
types  of  social-welfare  programs  because 
programs  have  proved  to  be  ineffective.  Moi 
over,  education  is  better  handled  at  the  sta 
and  local  level.  (Even  school  choice,  which  I 
thusiastically  embrace,  should  probably  be  left| 
state  governments.)  One  irony  is  that  the 
federal  education  program  for  which  I  have  se 
evidence  of  reasonable  rates  of  return — Hi 
Start — is  run  by  Health  &  Human  Services, 
Education.  Thus,  a  better  idea  than  expansion I 
the  Education  Dept.  would  be  its  eliminatio 
but  I  guess  I  just  do  not  understand  comp^ 
sionate  conservatism. 

MEDICARE  MESS.  The  Administration  has  sounc 
ideas  about  energy  and  the  environment, 
least  the  rhetoric  surrounding  oil  drilling,  powd 
plant  construction,  nuclear  energy,  and  the  Kyq 
Treaty  recognizes  trade-offs  between  the  en| 
ronment  and  energy  availability  and  avoids 
extremism  of  the  environmental  lobby.  The 
House  is  helped  here  by  the  contrast  with 
fornia's  Democratic  governor,  Gray  Davis,  whc 
main  response  to  the  state's  energy  crisis  h 
been  to  attack  suppliers,  socialize  the  indust 
and  try  to  shield  customers  from  market  prici 
California's  energy  policy  is  similar  to  its  wat 
policy:  In  both,  market  forces  could  do  bett 
than  socialism  or  botched,  halfway  reforms. 

The  shape  of  future  health-care  legislation 
yet  to  be  seen.  However,  Medicare  is  likely 
expand,  at  least  to  include  prescription  druj 
The  reasoning  behind  this  expansion  is  unclear 
why  should  more  of  the  cost  of  these  drugs 
borne  by  the  general  taxpayer  and  less  by  the 
derly  user,  especially  when  the  typical  old  pers 
is  not  poor?  Moreover,  such  interventions  cor 
with  the  distortion  of  substituting  the  gover 
ment  for  the  marketplace. 

Given  all  this,  I  would  prefer  to  take  the  i 
come-tax  cuts  and  have  Washington  go  on  v 
cation  for  the  next  3%  years.  However,  No 
Gingrich-led  Republicans  tried  a  governme 
shutdown  some  time  back,  and  it  was  wild 
unpopular.  So  I  guess  we  will  have  to  accept  t 
decidedly  mixed  legislative  results  that  w 
likely  come  out  of  the  remainder  of  Bush's  ter 
in  office. 
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His  money  is  managing  just  fine  without  him. 


MERRILL  LYNCH  FINANCIAL  ADVISOR  JOHN  BARRETT  &  TEAM 


Phillip  Cantilo  puts  in  14-hour  days.  And  that's 
on  the  weekend.  While  he  handles  billion- 

dollar  decisions  for  his  corporation,  his  team  of 
Merrill  Lynch  Financial  Advisors,  led  by  John  Barrett, 
helps  him  handle  complex  personal  investment  decisions. 
John  then  keeps  Phillip  informed  of  their  progress  and 
results,  with  special  emphasis  on  creating  liguidity  from 
concentrated  stock,  philanthropic  pursuits  and  estate 
planning  services.  This  is  the  way  Merrill  Lynch  simplifies 
life  for  Phillip.  How  can  we  simplify  yours? 
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-Customized  lending  solutions 
-Trusteed  IRA 
-Philanthropic  guidance 
-Tax  minimization  strategies 
-Estate  planning  services 
-One-to-one  reporting  system 
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Economic  Trends 


BY  GENE  KORETZ 

WHAT  MAKES 
SALLY  LEARN 

How  grading  and  "tracking"  pay  off 

In  the  drive  to  improve  the  quality  of 
U.  S.  education,  it's  often  assumed 
that  shifting  to  tougher  grading  stan- 
dards can  enhance  learning,  and  that 
"tracking" — putting  high  achievers  in 
separate  classes — hurts  disadvantaged 
students.  A  pair  of  recent  National  Bu- 
reau of  Economic   Research  studies, 


TEST:  Easy  graders  may  hurt  students 

however,  suggest  that  only  one  of  these 
beliefs  is  borne  out  by  the  evidence. 

In  the  first  study,  David  Figlio  of  the 
University  of  Florida  and  Maurice  E. 
Lucas  of  the  Alachua  County  (Fla.) 
school  board  analyzed  data  on  teachers, 
classes,  report  cards,  and  the  annual 
statewide  test  scores  of  all  third-  to 
fifth-graders  in  the  Gainesville  school 
district  from  the  mid-  to  late  1990s. 

They  were  thus  able  to  identify  stu- 
dents in  classes  taught  by  "easy" 
graders  and  those  taught  by  teachers 
with  tougher  standards  more  in  line 
with  objective  test  scores.  They  were 
also  able  to  see  how  moving  from  a  le- 
nient teacher  in  one  year  to  a  tough 
grader  the  next  affected  such  scores. 

The  study  indicates  that  shifting  to  a 
class  with  high  grading  standards  sig- 
nificantly improves  learning.  And  shift- 
ing from  a  tough  teacher  to  an  easy 
grader  retards  learning  by  a  similar 
amount.  The  results  hold  up  regardless 
of  students'  relative  achievement  levels 
and  racial  or  economic  backgrounds. 

The  second  study,  by  Figlio  and  Mar- 
ianne E.  Page  of  the  University  of  Cal- 
ifornia, Davis,  reassesses  the  benefits 
of  tracking,  which  is  still  practiced  at 
many  schools.  Tracking  advocates  claim 
it  allov  teachers  to  fine-tune  their  in- 
struction, challenging  the  best  students 


and  ensuring  that  poorer  students  get 
appropriate  attention.  But  critics  argue 
that  it  harms  low-aptitude  students  by 
limiting  their  contact  with  high-achiev- 
ing peers,  and  that  less-capable  teachers 
are  often  assigned  to  the  lower  tracks. 

Previous  studies  have  generally  con- 
cluded the  critics  are  correct.  Figlio  and 
Page  argue,  however,  that  such  studies 
have  "bias  selection"  problems — that  is, 
the  results  are  affected  by  the  likeli- 
hood that  tracking  attracts  better  stu- 
dents in  the  first  place.  They  get  around 
this  problem  by  looking  at  how  a  na- 
tional sample  of  comparable  students  in 
schools  that  track  and  don't  track  fared 
on  math  achievement  tests  as  they  pro- 
gressed from  the  8th  to  10th  grade. 

Their  surprising  findings:  There's  no 
evidence  that  tracking  hurts  disadvan- 
taged and  low-ability  students,  and 
strong  signs  that  it  often  helps  them. 
While  the  reasons  for  this  aren't  clear, 
the  authors  observe  that  schools  that 
track  tend  to  attract  higher-income  stu- 
dents— whose  presence  may  result  in 
greater  school  spending  and  other  re- 
sources benefiting  all  students. 


UNCLE  SAM 
ISN'T  HIRING 

But  state  and  local  ranks  expand 

Government  jobs  have  slipped  as  a 
share  of  total  employment,  down 
to  16%  in  2000  from  17%  in  1990.  That's 
largely  because  the  federal  workforce 
was  trimmed  by  more  than  300,000 
employees  in  the  1990s.  State  and  local 
payrolls  continued  to  grow  throughout 
the  decade — by  nearly  18%,  or  2.7 
million  workers,  according  to  the 
Labor  Dept. 

New  Census  Dept.  data  highlight 
state  and  local  hiring  trends.  Education 
posted  a  20%-plus  job  gain  between 
1990  and  2000,  as     ' 
did  police  protec-  DIVERGING 

tion.  But  hospital  PAYROLLS 

jobs  fell  13%,  re-      30 

fleeting  a  shift  from  BBSS 

inpatient   care   to  1990-2000 

outpatient  services. 

As  the  current 
economic  slow- 
down forces  many 
states  and  locali- 
ties to  weigh  cut- 
backs in  hiring, 
there's  good  news 


fur  taxpayers  on 
the  education 
front,    which    ac- 
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counts  for  more  than  half  of  total 
federal  government  employment:  Pulj 
school  enrollments,  which  expanded 
during  the  1990s,  are  projected  to 
only  about  3%  between  2000  and  201 
By  Cfiarles  J.  What 


PRICING: 

A  TEXTR00K  CAS! 

Why  the  big  online  discrepancies 

College  students  are  among  the 
niest,  most  price-sensitive  and  a 
puter-literate  shoppers  around.  Ye 
new  study  suggests  they  haven't  b 
seizing  the  opportunity  to  save 
bucks  by  shopping  online  for  prod 
for  which  they  shell  out  many  hundr< 
of  dollars  a  year — college  textbooks 
even  more  curious  economic  puzzle 
the  existence  of  wide  discrepancies 
the  online  prices  of  these  goods. 

These  price  discrepancies,  rep 
Karen  B.  Clay  and  Choon  Hong  Tay| 
Carnegie  Mellon  University,  occur 
tween  U.  S.  online  bookstores  and  th 
overseas.  In  a  recent  survey  of 
prices  of  some  95  English-language  I 
books,  the  researchers  found  identi 
textbooks  were  substantially  cheaper 
major  foreign  online  bookstores  than 
major  U.  S.  online  bookstores. 

Based  on  prevailing  currency 
change  rates,  the  difference  betwi 
the  least  expensive  U.S.  bookstore 
the  sample  and  the  least  expensive  f| 
eign  bookstores  came  to  42%  of  list 
a  single  book,  using  standard  shipp 
(which  means  waiting  an  added  wi 
for  delivery).  Indeed,  by  simply  buyi 
a  package  of  five  books  with  a  list  pr 
of  $500  from  Amazon.com  Inc.  in  Brit; 
rather  than  Amazon  in  the  U.S.,  a  si 
dent  could  have  saved  $151,  even  w 
expedited  shipping  of  one  to  three  da 

Why  do  such  large  discrepancies  < 
ist?  One  possible  reason  cited  by  indi 
try  sources,  say  the  authors,  is  tl 
textbook  publishers  themselves  enga 
in  differential  pricing  by  country.  A 
other  is  that  most  comparison-shoppi 
engines  in  the  U.S.  initially  search  or 
U.S.  online  bookstores — unless  studei 
go  to  the  trouble  of  clicking  on  to  otl 
links.  Moreover,  many  students  may 
unaware  that  textbook  purchases  a 
generally  duty-free. 

If  more  students  cotton  on  to  th< 

Initial  savings  from  overseas  online  p 
chases,   however,  the  price  picture  v 

change.  Economic  theory  predicts  t! 
the  gaps  between  U.S.  and  foreign  te 

hook  prices  will  inevitably  narrow 
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THE  WORLD  HAS  CHAHGED. 

The  clear  line  between  business  strategy  and  technology 
strategy  is  gone.  So  is  the  notion  that  technology 
implementation  follows  leisurely  behind  business  strategy. 

The  best  businesses  in  the  world  today  treat  technology 
advantage  as  an  ongoing  business  strategy.  They  expect  to 
execute,  upgrade  and  innovate  constantly. 

And  they  find  great  people. 


i 


YOU  NEED  GREAT  PEOPLE. 

People  who  can  move  easily  between  concepts  of 
technology  and  concepts  of  business. 

People  like  Pete  Martinez. 

And  thousands  of  other  strategic  consultants  at  IBM  who 
provide  concrete  business  models,  focused  strategies 
and  real-life  solutions  for  companies  in  dozens  of  industries. 

Including  yours. 


IBM  Business  Consultants.  Ask  for  strategy  at  (800)  IBM-7080. 


PEOPLE  WHO  GET  IT.  PEOPLE  WHO  GET  IT  DONE. 

ibm.com/services/strategy 


Open  wide  and  say,  "I'm  glad  that  drill 
spinning  at  1/2  million  rpm  hasTimken-  precision  bearings 


In  dental  drills,  rolling  mills,  race  cars,  and  robotics, 
wherever  high-speed  precision  is  critical,  there's  aTimken 
innovation.  A  century  of  transforming  ideas  into  reality 
has  transformed  our  company  into  a  worldwide  leader  of 
engineered  solutions.  Learn  how  our  products  and 
processes  can  help  yours.  Visit  www.timken.com. 


WORLDWIDE  LEADER  IN  BEARINGS  AND  STI 


XEN  COMPANY  AT  330-471-3820  OR  VISIT  WWW.TIMKEN.COM    TIMKEN®  IS  THE  REGISTERED  TRADEMARK  OF  THE  TIMKEN  COMPANY  (NS ! 
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WHAT  SURPRISING  NEW  DATA  REVEAL 
IBOUT  THE  NEW  ECONOMY 

Jrowth,  productivity,  and  profits  are  cooler,  but  consumers  are  better  off 


US.  ECONOMY 


THE  PRODUCTIVITY  BOOM 
LOOKS  LESS  EXPLOSIVE 
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▲  FIVE-YEAR  PERCENT  GROWTH  RATE 
AT  ANNUAL  RATES 
Data;  Commerce  Dept ,  BusinessWeek 


It  was  still  a  boom,  but 
maybe  it  wasn't  as  big  as  we 
lought.  Some  recent,  and  startling,  revisions  to  a  host 
f  economic  data  have  put  the  halcyon  years  of  1998  to 
001  in  a  different  light.  But  the  new  numbers  don't 
ist  alter  the  past.  Of  more  importance,  they  offer 
Mne  insight  into  the  U.  S.  economy's  future. 

For  starters,  the  new  data 
imply  that  Corporate  America 
is  under  greater  stress  than 
the  old  data  had  suggested, 
reflecting  a  more  severe  prof- 
it squeeze.  That  means  busi- 
nesses will  continue  to  make 
the  wrenching  cuts  to  capital 
spending  and  payrolls  so  evi- 
dent in  the  second-quarter 
data  on  gross  domestic  prod- 
uct and  in  the  July  labor  mar- 
et  report.  These  cuts  could  delay  the  economic  upturn 
ntil  later  this  year. 

But  they  won't  prevent  a  rebound  because  the  revi- 
ions  revealed  why  Household  America,  through  its 
pending,  has  been  so  steadfast  in  its  support  of  eco- 
omic  growth.  The  new  data  show  that  labor  compen- 
ation  has  grown  much  faster  than  originally  thought. 
Tiat  means  households  enjoyed  stronger  growth  in 
eal  incomes  and  that  their  rate  of  saving  is  now  posi- 
ive,  having  swung  in  May  from  -1.3%  to  +1.2%. 

HE  ECONOMY'S  FRESH  LOOK  is  based  on  the  Com 
nerce  Dept.'s  yearly  revisions  using  more  complete 
;overnment  data,  chiefly  from  final  corporate  and  indi- 
idual  tax  returns  and  state-level  job  data  that  had  not 
»een  available  earlier.  The  tax  returns  were  especially 
ignificant  because  they  more  fully  captured  two  key 
rends  during  the  late  1990s.  The  first  is  the  sizable  im- 
>act  on  labor  income  from  stock  options,  and  the  second 
3  the  greater  extent  of  the  tech  bust,  since  the  mis- 
tdventures  of  many  more  small  companies  are  now 
tccounted  for. 

This  new  information  has  rejiggered  some  assump- 
tions about  the  late  1990s'  economy.  First,  Commerce 
bund  that  businesses  did  not  invest  as  heavily  in  high- 
ech  equipment  as  first  thought.  That  meant  the  U.  S. 
'didn't  grow  as  ferociously  as  originally  reported,  espe- 
cially last  year,  when  growth  was  revised  from  5%  to 
1.1%.  As  a  result,  the  Labor  Dept.  had  to  scale  back  its 


THE  PROFIT  SQUEEZE 
BEGAN  A  WHILE  AGO 


measure  of  productivity  gains — significantly  so  in  2000. 
And  corporations  generated  far  fewer  profits  (charts). 

A  central  part  of  the  story  is  that  Commerce  sharply 
revised  the  shares  of  national  income  going  to  labor 
compensation  and  profits.  In  the  past  three  years,  com- 
pensation has  risen  from  70%  of  national  income  to 
nearly  73%,  regaining  all  of  the  share  it  had  lost  to 
profits  in  the  mid-1990s.  Profits'  share  fell  from  12%  to 
about  9%.  This  new  pattern  evinces  the  two-track  na- 
ture of  the  current  slowdown:  Consumers  continue  to 
keep  the  economy  afloat,  even  as  businesses  struggle. 

The  downward  revisions  to  profits  in  recent  years  is 
dramatic.  Operating  earnings  in  the  first  quarter  now 
total  $789.8  billion,  $103.6  billion  less  than  the  old  data 
showed.  What's  more,  the  profitability  of  nonfinancial 
companies,  defined  as  the  earnings  generated  per  unit 
of  output,  is  at  its  lowest  level  since  1993,  suggesting 
that  margins  are  under  extreme  pressure. 

Manufacturing  industries  ac- 
counted for  the  lion's  share  of 
the  downward  revision  to 
profits.  And  within  manufac- 
turing, three  tech-related  sec- 
tors were  key:  industrial 
equipment,  which  includes 
computers  and  peripherals; 
electronic  equipment,  which  in- 
cludes telecom  equipment  and 
semiconductors;  and  commu- 
nications services.  These  three 
sectors  include  more  than  just  tech,  but  they  capture 
the  tech  influence.  In  2000,  the  three  generated  3.5%  of 
all  domestic  profits,  but  they  accounted  for  40%  of  the 
downward  revision  to  the  first-quarter  level  of  domes- 
tic earnings.  These  profits  since  the  end  of  1997  were 
originally  thought  to  have  declined  about  16%.  The 
new  data  show  them  down  by  a  shocking  70%. 

A  KEY  POINT  HERE  is  that  the  stock  market  had  a 
better  handle  on  what  was  happening  in  Corporate 
America  than  the  Commerce  data  did.  The  new  num- 
bers also  show  why  the  corporate  sector  unraveled  so 
rapidly  last  year.  But  most  important  for  the  outlook, 
businesses  have  little  reason  to  boost  payrolls  in  coming 
months  and  every  incentive  to  extract  all  possible  pro- 
ductivity gains  from  their  slimmed-down  workforces. 
That's  what  typically  happens  when  demand  picks  up. 
And  given  the  current  sorry  state  of  profits,  corpora- 
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tions  will  surely  follow  that  pattern  in  the  second  half. 

Certainly,  July  saw  no  turnaround  in  the  job  markets. 
Payrolls  in  the  private  sector  declined  last  month  by 
73,000  workers,  the  third  drop  in  the  past  four  months. 
The  best  news  was  that  the  declines  were  not  as  broad 
as  in  recent  months  and  that  manufacturing  posted 
the  smallest  drop  of  the  year.  Factory  payrolls  fell  by 
43,000  after  losses  averaging  nearly  100,000  per  month 
in  the  first  half. 

The  job  data  show  that  businesses  have  cut  about 
200,000  workers  so  far  this  year  (chart).  That  means 
productivity  has  more  than  accounted  for  the  first 
half's  output  growth.  Productivity  rose  at  a  healthy 
annual  rate  of  2.5%  in  the  second  quarter,  and  the 
first-quarter  was  revised  from  a  1.2%  drop  to  a  0.1% 
rise.  For  the  first  half,  output  per  hour  worked  rose  at 
a  1.2%  pace,  surpassing  the  1%  increase  in  real  GDP. 
That  pattern  is  holding  in  the  third  quarter  as  well.  In 
July,  total  hours  worked  were  down  at  a  1.1%  rate 
from  their  second-quarter  average,  suggesting  any  gain 
in  output  is  coming  entirely  from  increased  efficiency. 

RISING  PRODUCTIVITY  has  been  a  hallmark  of  the  re 
cent  economic  performance  of  the  U.  S.  And  that  im- 
portance holds  true  even  after  downward  revisions  by 
the  Labor  Dept.  Since  the  end  of  1995,  productivity  has 
grown  2.4%  per  year.  The  old  data  showed  2.7%.  The 
new  pace  is  up  from  1.8%  in  the  previous  five  years  and 


CANADA 


THE  JOB  MACHINE 
SHIFTS  INTO  REVERSE 


well  ahead  of  the  1.4%  pace  in  the  1980s.  So  the  i 
ward  shift  in  the  long-term  growth  rate  of  producti 
ty  is  intact.  The  economy's  sustainable,  noninflati 
ary  growth  rate  may  be  a  smidgen  less,  perhaps  by  o; 
or  two  tenths  of  a  percentage  point.  But  it  still  appea 
to  be  significantly  higher  than  it  was  in  the  1980s. 

Most  of  the  downward  ad- 
justment to  productivity  oc- 
curred in  2000.  Growth  was 
refigured  at  3%,  a  steep  drop 
from  the  original  4.3%.  As  a 
result,  growth  in  unit  labor 
costs  last  year  was  revised 
sharply  higher,  from  only  0.7% 
to  3.1%.  That  dramatic  up- 
ward revision  reflects  not  only 
weaker  productivity  but  also 
stronger  growth  in  labor  com- 
pensation. Against  a  backdrop  of  limited  pricing  pow< 
this  result  is  perfectly  consistent  with  the  more  seve 
squeeze  on  corporate  profits. 

So  the  government's  revisions,  as  diverse  as  th< 
were,  tell  a  consistent  story,  and  one  that  better  hel] 
to  understand  the  economy's  performance  in  recei 
years.  On  balance,  they  show  just  how  badly  Corpora 
America  is  hurting  right  now,  but  they  also  show  wl 
Household  America  is  keeping  this  expansion  movii 
along  in  its  11th  year. 
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THERE'S  LESS  PAIN  IP  NORTH 


The  U.  S.  may  have  caught  a 
cold,  but  so  far  Canada  only 
has  the  sniffles. 

Although  Canada  sends  85%  of 
its  exports  to  the  U.  S.,  it  is  set  to 
grow  in  the  first  half  about  twice 
as  fast  as  the  U.  S.  It 
grew  at  an  annual  rate 
of  2.5%  in  the  first 
quarter,  and  monthly 
gross  domestic  product 
through  May  suggests 
second-quarter  growth 
of  about  1.5%. 

Consumers  and 
housing  are  offsetting 
some  of  the  export 
weakness.  First-quar- 
ter consumer  spending  grew  at  a 
rate,  and  recent  strength  in 
retail  sales  implies  a  second-quar- 
ftam  of  about  3%.  With  Cana- 
ng  a  budget  surplus  since 
mestic  demand  is  benefit- 


THE  SLOWDOWN 
NORTH  OF  THE  BORDER 
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MONTHLY  GOP 
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Data:  DRI-WEFA 


ing  from  tax  cuts  and  the  fastest 
pace  of  federal  spending  since  the 
mid-1980s,  in  addition  to  interest- 
rate  cuts  by  the  Bank  of  Canada 
totaling  YA  points  this  year. 
To  be  sure,  economic  growth 
has  slowed.  Monthly 
GDP  through  May  is 
up  only  1.7%  from  a 
year  ago,  after  grow- 
ing 4.7%  in  2000.  Cuts 
in  jobs  and  output 
have  been  heaviest  in 
the  auto  and  tech  sec- 
tors, highlighted  by 
layoffs  at  Nortel  Net- 
works, JDS  Uniphase, 
and  other  smaller 
tech  and  telecom  companies.  Plus, 
Manpower  Inc.'s  latest  survey  of 
hiring  intentions  indicates  weaker 
hiring  by  yearend. 

The  government's  July  survey 
of  manufacturing  companies  sug- 


gests that  third-quarter  produc- 
tion will  be  flat  to  down.  Some 
54%  of  those  surveyed  expect  no 
growth,  and  those  who  expect 
cuts  outnumber  those  who  expect 
increases,  by  28%  to  18%. 

Nevertheless,  the  Bank  of 
Canada  is  optimistic  about  second 
half  prospects.  In  its  latest  Mone 
tary  Policy  Report,  it  projects 
2001  growth  of  2%  to  3%,  imply- 
ing second-half  growth  in  the 
2.5%  to  3.5%  range.  Crucially,  tha 
forecast  assumes  second-half  U.  S 
growth  of  2%  to  3%. 

Given  the  2001  slowdown  and 
falling  energy  prices,  the  boo  ex- 
pects inflation  to  drop  from  3.3% 
in  June,  to  2%  by  yearend.  Lower 
inflation  gives  the  boo  room  for 
another  dose  of  rate-cutting,  per- 
haps later  this  month.  But  with- 
out a  healthier  U.S.,  the  BOC*S 
medicine  will  have  little  effect. 
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Ever  heard  the  sound  a  stoplight  makes? 


Introducing  a  breakthrough  in  automotive  technology  from  Toyota.  Prius,  the  world's 
"St  production  car  to  combine  a  super-efficient  gasoline  engine  with  an  electric  motor 
lat  never  needs  to  be  plugged  in.  It  seamlessly  switches  between  gas,  electric  or  a 
Dmbination  of  both,  instinctively  choosing  the  most  efficient  way  to  drive  the  wheels. 
D,  it's  only  natural  that  when  the  wheels  stop,  the  engine  stops:  in  clean,  blissful  silence, 
"ius.  It's  quietly  revolutionizing  the  way  the  world  drives. 


When  stopped. 
Prius' engine 
shuts  down, 
saving  fuel  and 
reducing 
exhaust  fumes 


tarting  at  $19,995.  Delivery,  processing  and  handling  fee  $485.  Total  msrp  $20,480:  xr7^K 

isitthenewPriusatwww.toyota.com/priusorcall800-GO-TOYOTA.  vfiy  TO  1  OTA  PRIUS  I    genius 

Jased  on  manufacturer's  suggested  retail  price.  Excludes  taxes,  license,  title  and  other  optional  or  regionally  required  equipment  Actual  dealer  price  may  vary  ®2CXX>  Toyota  Motor  Sales,  USA,  Inc. 
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RIDING  HIGH 
ON  THE  HILL 
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Bush  has  silenced 
the  skeptics-and 
put  Democrats  on 
the  defensive 

For  the  next  four  weeks,  George 
W.  Bush  plans  to  hole  up 
serenely  at  his  Crawford  ranch, 
readin',  writin',  and  recreatin' 
with  friends.  When  he  gazes 
out  the  window,  he  will  see  a 
stark  Central  Texas  landscape  that 
seems  to  undulate  in  the  sun's  unfor- 
giving heat.  But  in  truth,  it's  more  than 
the  Greater  Waco  cow-plex  that's  siz- 
zling in  August.  President  Bush  is  hot, 
too,  savoring  a  Capitol  Hill  winning 
streak  that  has  vanquished  his  image 
as  a  hamstrung  leader. 

In  the  days  before  Congress  knocked 
off  work  for  the  summer  recess,  Bush 
won  key  House  showdowns  on  oil 
drilling,  patients'-rights  legislation  with 
sharply  limited  damage  awards,  and  a 
controversial  initiative  that  gives  reli- 


gious groups  more  of  a  role  in  delivering 
social  services.  And  as  if  to  reinforce 
Bush's  can-do  message,  tax-rebate 
checks  stamped  with  an  Austin,  Tex., 
originating  address  are  arriving  in  mail- 
boxes across  America,  reminding  vot- 
ers of  the  signal  accomplishment  of  the 
new  Administration. 

So  much  for  skeptics  who  had  pre- 
dicted that  Bush's  first  months  on  the 
job  would  be  a  downhill  slide  to  irrele- 
vance. Once  again,  the  President  has 
shown  an  ability  to  rise  to  the  occasion 
at  just  the  right  moment.  "There's  an 
overwhelming  tendency  on  the  part  of 
pundits  and  elites  to  underestimate 
George  W.  Bush,"  says  GOP  pollster 
Whit  Ayres.  "The  White  House  has 
been  very  adept  at  compromising  where 
they  needed  to  in  order  to  get  a  bill 
passed  without  sacrificing  fundamental 
principles." 

But  wait — even  with  the  President's 
popularity  ratings  rising  toward  the 
high  50s,  D.  C.  politicos  are  already  sug- 
gesting that  Bush's  string  of  victories  is 
likely  to  be  short-lived.  Their  reason- 
ing: When  Senate  Majority  Leader 
Thomas  A.  Daschle  (D-S.D.)  and  his 
Democratic  brethren  get  hold  of  the 


Bush  agenda  in  September  and  begin 
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after  another,  the  President's  hot  stre  L™ 
will  quickly  cool. 

The    problem    for   the    Democra  Lj 
though,   is   that   such   scenarios   m  t ,; 
amount  to  little  more  than  late-summ  |  ,if 
daydreaming.  More  likely,  Bush  is    L^ 
track  to  muscle  more  of  his  campai;  Lg 
priorities  into  law  this  fall,  including  br  r 
patients'  bill  of  rights,  a  bipartisan  e  L 
ergy  plan,  sweeping  education  refor  |  „ 
and  a  defense-spending  hike  that  i  y 
eludes  more  money  for  an  antimiss:  L  p 
shield.  It'll  take  a  little  compromise,  b  M ;t 
if  the  first  half-year  of  the  Bush  Pre  I  p„ 
dency  is  any  guide,  much  of  the  coi  L  , 
promising  will  be  to  his  advantage.     En 
THE  "L"  LABEL.  Bush's  ability  to  extra  c,Vi 
concessions  is  just  one  of  the  reaso 
Democrats  will  be  on  the  defensive  aft  |  , 
Labor  Day.  By  portraying  Bush  as  y 
captive  of  the  Right,  Senate  Democra  sn 
are  in  danger  of  typecasting  themselv  fnr 
as  naysayers  wedded  to  a  liberal  age 
da.  Among  their  recent  claims:  T 
Medicare  system  isn't  broken,  and  mo 
money  is  needed  for  domestic  prioriti 
from  schools  to  farm  aid.  Those  pi 
grams,  they  argue,  can  only  be  fund' 
by  scrapping  future  installments  of  t 
just-enacted  tax  cut.  "The  danger  f 
them  is  to  be  as  dogmatic  about  the  , 
positions  as  they  claim  Bush  is  beii 
about  his,"  says  University  of  Texas  p  , 
litical  scientist  Bruce  Buchanan. 

The  fall  scrum  on  Capitol  Hill  w 
be  the  biggest  challenge  yet  for  ne 
Senate  Majority  Leader  Daschle,  w' 
has  not  been  tested  since  his  early  w 
over  Bush  in  a  Senate  showdown 
patients'  rights.  Daschle  is  more  libe: 
and  partisan  than  some  of  his  Senat 
colleagues,  and  despite  Bill  Clinton'! 
repositioning  of  the 
Democratic  Party  clos- 
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CAN  GEORGE  W. 
KEEP  UP  THE 
MOMENTUM? 

President  Bush 
wrapped  up  his  first 
six  months  with  big 
"Wins  in  the  House  and 
rising  popularity.  Still, 
he  faces  plenty of 
obstacles  in  the  fall — 
though  the  Democrats 
I/ace  even  greater 
(deficits  to  overcome. 


WHERE  BUSH  IS  WEAK 
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REVENGE  OF  THE  GREENS 

The  White  House  will  be  on 
the  defensive  as  the 
Democrats  fight  to  enforce 
environmental  laws. 


CAPITALIST  TOOL  A  recent  poll  found 
that  67%  of  Americans  think  corpora- 
tions exert  too  much  influence  on  Bush. 

PRESCRIPTION  FOR 
DISASTER?  Bush  has 
resisted  a  Medicare  drug 
benefit  for  seniors. 
Democrats  will  try  to 
portray  him  as  insensitive 
to  the  elderly. 


WHERE  DEMS  ARE  WEAK 


NONSTOP  NEGATIVISM  If 

Senate  Democrats  just  say  no 
to  every  House-passed  Bush 
initiative,  they'll  get  labeled  as 
obstructionists. 

THAT  LIBERAL 
LABEL  Hill  Dems 
could  be  tagged 
as  "soft  on 
defense"  for  opposing  White  House 
plans  to  modernize  the  Pentagon. 

MEDISCARE  Attempts  to  blame  Bush  tax 
cuts  for  "bankrupting"  Social  Security 
or  Medicare  could  backfire  with 
baby  boomers  and  young  voters 
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I  to  the  political  center,  Republicans 
I  eager  to  reaffix  the  old  liberal  label. 
Vhat's  more,  if  Democrats  say  no  to 
ry  House-passed  Bush  initiative,  they 
:  being  tarred  as  obstructionists. 
ile  polls  show  the  public  agrees  with 
nocrats  on  issues  ranging  from  the 
ironment  and  school  reform  to  pa- 
its'  rights,  voters  also  want  action, 
it  puts  pressure  on  the  Democrats  to 
■  ^Tound.  And  while  the  Democrats' 
gressional  incumbents  retain  an  edge 
r  Hill  Republicans  in  job-approval 
ngs,  their  advantage  has  been  cut 
rly  in  half  since  June,  from  11  points 
just  6,  according  to  an  Aug.  1-3 
lup  Poll. 

K)P  strategists  hope  to  close  the  gap 
;n   more.   As   Bush   kicks  back  in 
cas,  aides  are  finalizing  an  aggres- 
5  fall  strategy.  Phase  One:  completing 
checklist  of  top  cam- 
gn  priorities.  Al- 
dy,  the  contours 
inal  deals  are  tak- 
shape.  On  ener- 
for    instance, 
sh   is   likely   to 
e  up  the  Alas- 
drilling    he 


won  in  the  House — and  some  House- 
passed  tax  goodies  for  oil  companies — in 
exchange  for  a  modest  package  of  con- 
sumer tax  credits  and  increased  drilling 
in  the  Lower  48.  On  the  patients'  bill  of 
rights,  Bush  will  work  to  cut  a  deal 
with  his  sometime  adversary  Senator 
John  McCain  (R-Ariz.)  that  would 
broaden  the  right  to  sue  but  maintain 
stingy  caps  on  pain-and-suffering  ver- 
dicts. Says  Bernadette  A.  Budde,  se- 
nior vice-president  of  the  Business  In- 
dustry Political  Action  Committee:  "The 
potential  for  assembling  winning  coali- 
tions is  enormous." 

A  tougher  task  will  be  trade  legisla- 
tion, where  Bush  seems  reluctant 


ROCKY  SPOT  One  of  the  areas  that  will 
be  tougher  for  the  Dealmaker-in-Chief 
to  get  Democratic  concessions:  Trade 


to  give  ground  to  centrist  Democrats 
who  are  demanding  modest  protections 
for  environmental  and  labor  rights.  One 
trade  lobbyist  says  Bush  is  hanging 
tough  and  will  yield  only  if  an  anxious 
business  community  pressures  him  for  a 
quick  compromise.  Corporate  America 
could  also  face  disappointment  on  the 
tax-cut  front.  After  backing  Bush's  per- 
sonal tax  cuts  this  spring,  business  was 
hoping  for  a  second  bill  featuring  capi- 
tal-gains rate  reductions  and  deprecia- 
tion-expensing changes.  But  with  the 
economic  downturn  sapping  the  surplus, 
there's  just  no  money  for  corporate  cuts. 
VALUES  BID.  Even  while  deal-cutting  is 
taking  place  on  Capitol  Hill,  Bush  will 
launch  Phase  Two  of  his  fall  offen- 
sive. He's  planning  a  series  of 
events  designed  to  appeal  to  cen- 
trist voters,  following  a  six-month 
focus  on  locking  up  his  conserva- 
tive base.  A  senior  White  House 
aide  says  the  President  plans  to 
focus  on  values-related  issues  that 
"unite  Americans."  Among  them:  Us- 
ing the  Presidential  bully  pulpit  to 
lecture  corporations  on  the  value  of 
workplace  diversity  and  to  jawbone 
the  entertainment  industry  on  the 
harm  of  racial  and  ethnic  stereotyp- 
ing in  entertainment. 

The  values  pitch  is  designed  to 
appeal  to  moderate  suburban  voters 
who  have  been  put  off  by  the  social 
conservatism    of    Bush's    first    six 
months.  Still,  White  House  strategists 
see  it  as  a  two-fer:  Bush  will  focus  on 
issues  that  unite  social  conservatives 
and  centrist  independents.  Among  such 
issues:  school  safety  and  teen  pregnancy. 
Republican  strategists  hope  the  ini- 
tiative will  overcome  the  widespread 
view  that  Bush  is  a  captive  of  Corporate 
America  and  wealthy  campaign  contrib- 
utors. That  may  be  a  tough  one:  a  July 
26-30  abc  News/ 'Washington  Post  poll 
found  that  67%  of  Americans  think 
"large  business  corporations"  exert  too 
much  influence  over  Bush. 

For  a  President  who  failed  to  win  a 
majority  of  the  popular  vote,  Bush  has 
had  a  remarkable  run  of  victories.  Now, 
he's  starting  to  focus  on  the  next  cam- 
paign: the  2002  midterm  elections.  If 
Republicans  are  going  to  hold  their  own, 
they  must  appeal  to  Independents.  While 
swatting      flies      in 
Crawford,  Bush  ad- 
visers   are    plotting 
ways  to  reach  out  to 
the  political  center  as 
they  try  to  maneuver 
Democrats  into  alien- 
ating those  same  swing  voters.  Too  am- 
bitious? Perhaps.  But  George  W  Bush 
has  a  way  of  exceeding  expectations. 

By  Richard  S.  Dunham 
in  Washington 
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COMMENTARY 


By  Michael  J.  Mandel 


WHERE  DID  ALL  THE  PROFITS  GO? 


One  of  the  marvels  of  the  New 
Economy  in  the  1990s  was  the 
sustained  growth  in  corporate 
profits.  From  1995  to  2000,  earnings 
per  share  for  the  Standard  and 
Poor's  500-stock  index  rose  by  almost 
50%.  The  Commerce  Dept.'s  measure 
of  corporate  operating  profits  told  an 
almost  identical  story,  rising  by  41% 
in  the  second  half  of  the  1990s. 

But  the  truth  about  profits  is  turn- 
ing out  to  be  far  less  rosy.  On  July 
27,  the  government's  statisticians 
lowered  their  estimates  of  corporate 
profits  for  the  past  three  years;  for 
2000  alone,  they  sliced  a  full  $70  bil- 
lion off  their  2000  number.  Nonfman- 
cial  corporations  got  a  major  haircut, 
with  estimated  profits  in  2000  re- 
duced by  $81  billion,  or  13%.  The 
new  data  now  show  virtually  no 
growth  in  nonfinancial  profits  from 
1995  to  the  first  quarter  of  2001. 

Does  this  mean  the  productivity 
miracle  of  the  1990s  turned  out  to  be 
little  more  than  a  mirage?  Not  at  all. 
The  new  numbers  still  show  that 
output  per  worker  at  nonfinancial 
corporations  rose  at  a  sprightly  2.9% 
annually  from  1995  to  2000.  That's 
about  double  the  rate  of  the  prior 
two  decades  and  higher  than  in  the 
Golden  Age  of  the  1960s. 

But  the  revisions  do  imply  that  the 
economy  was  fraught  with  much  more 
risk  than  anyone  assumed  during 
those  go-go  years.  Newly  available  tax 
return  data  for  1998  and  1999,  and 
better  estimates  for  2000,  reveal  more 
small  companies  losing  big  bucks  than 
realized,  especially  in  telecom  and 
tech.  Add  those  losses  up  and  they 
cancel  out  an  awful  lot  of  profits  at 
the  s&p's  bigger  compa- 
nies. Moreover,  the  new 
numbers  show  a  big 
jump  in  payments  to 
managers  and  workers 
from  exercised  stock  op- 
tions, which  reduces 
profits  as  the  govern- 
ment calculates  them. 

As  a  result,  the  bene- 
I  igher  productivi- 
ties show  up  in 
tie  profits.  In- 
thcy  seem  to 


have  been  funneled  into  high-risk  tele- 
com and  dot-com  investments  and  into 
stock  option  compensation.  At  the 
same  time,  much  of  the  nontech  sec- 
tor saw  profits  faD  in  the  late  1990s. 
Profits  in  nondurable  manufacturing, 


1997  figure.  Much  of  the  jump  came  in 
communications  and  business  services, 
a  category  that  includes  most  of  the 
dot-coms.  For  example,  money-losing  , 
communications  companies  reported 
$25  billion  in  losses  in  1999 — enough 
to  cancel  the  combined  reported  prof- 
its of  General  Electric,  Ford,  and  Gen- 
eral Motors.  Such  losses  didn't  stop  in 
1999.  One  example:  Covad  Com- 
munications Group,  with  sales  of  $159 
million,  reported  a  2000 
loss  of  $1.4  billion. 
As  new  tax  data 
trickles  in,  it's  also 
clear  that  the  stock- 
option  boom  has  hit 
profits.  The  govern- 
ment includes  the 
cost  of  exercised 
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A  lot  more  small 
companies  were  losing  big 
bucks  than  was  thought 
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including  food  and  pharmaceuticals, 
peaked  in  1997,  for  example,  while 
transportation  profits  topped  out  1998. 
There  are  several  reasons  why  the 
revised  data  show  a  worse  picture 
than  reported  s&p  earnings.  For  one, 
the  S&P  500  index  is  composed  of 
large  public  companies,  while  the  gov- 
ernment includes  all  companies.  Be- 
cause there  are  so  many 
smaller  companies  and 
because  many  are  pri- 
vately held,  their  losses 
are  difficult  to  tally  until 
the  tax  returns  come  in. 

The  preliminary  results 
from  1999  are  becoming 
available  only  now — and 
the  size  of  the  losses  are 
a  big  surprise.  Money-los- 
ing companies  reported 
$300  billion  in  red  ink  in 
1999,  50%  more  than  the 


ORIGINAL 


stock  options  in  its  revised  profits.  But 
s&p  earnings  typically  omit  that  cost, 
which  boosts  reported  profit  growth. 
WORK  IN  PROGRESS.  And  what  of  th( 
recent  spate  of  huge  write-offs, 
which  have  raised  questions  about 
the  strong  profits  reported  earlier  at 
many  of  the  companies  taking  them? 
The  two  profit  measures  handle  the 
timing  of  write-offs  in  different  ways 
Corporations  tend  to  announce  big 
one-time  restructuring  charges  which 
include  reserves  for  future  expenses. 
By  contrast,  the  government  records 
expenses  when  they  happen — when 
plants  are  closed,  workers  laid  off, 
and  worthless  inventory  disposed  of. 
Still,  the  difference  in  timing  didn't 
make  much  of  an  impact  on  the  cur- 
rent revision.  In  the  future,  though, 
it's  likely  to  become  more  important. 
The  latest  numbers  aren't  the  last 
word.  As  data  comes  in,  the  revisions 
will  continue.  But  one  thing  is  cer 
tain:  Investors  clearly  were  paying 
more  for  stocks  and  taking  more  risk 
than  they  realized. 


Mandel  unites  about  the  economy 
from  New  York. 
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ETAILING 


IANKING  ON 

HE  BACK-TO-SCHOOL  CROWD 

o  far,  stores  are  doing  well-especially  if  they're  discounters 


■or  Sandra  Rogge,  the  back-to-school 
■  shopping  season  is  in  full  swing. 
The  35-year-old  mother  of  four 
eked  it  off  in  early  August  with  a 
100  spree  at  a  Target  in  Austin,  Tex. 
er  quarry?  Everything  from  basics, 
ich  as  socks  and  underwear,  to  must- 
ive  Hello  Kitty-themed  clothing  for 
IT  two  daughters. 

Dogged  by  sluggish  sales  in  the  first 
ilf  of  the  year,  retailers  are  counting 
i  folks  such  as  Rogge  to  help  get  cash 
■isters  ringing  again.  With  sales  in 
ie  second  half  of  the  year  generating 
ie  bulk  of  retailers'  annual  revenues 
id  profits,  the  next  couple  of  months 
ill  be  a  good  indicator  of 
hat's  to  come.  Indeed, 
ick-to-school  sales  make 
)  as  much  as  15%  of  sec- 
ld-half  consumer  spend- 
g,  according  to  Lehman 
rothers  Inc.  "If  back-to- 
•hool  turns  out  to  be  bad, 
at's  an  extremely  bad  in- 
.cator,"  says  Rick  Gal- 
»\gher,  vice-president  of 
ie  National  Retail  Feder- 
;ion. 

opeful.  So  how's  it  go- 
ug?  Two  weeks  in,  retail- 
•fs  say  they're   hopeful, 
•ales  are  "off  to  a  decent 
atrt — especially  for  dis- 
mnt  retailers,"  says  ana- 
'st  Richard  L.  Church  of 
alomon    Smith    Barney, 
tany  industry  observers 
Kpect  that  to  continue. 
Why?  Despite  rising  lay- 
fffs,  consumer   spending 
lould  get  a  lift  from  sev- 
ral  directions.  Interest- 
ate   cuts    earlier   this 
ear  may  keep  shop 
ers  confident.  And 
5me  folks  have  also 
sen  a  slight  boost 
l    their    take 
ome  pay  be- 
cause of    pay- 
oil-deduction 
•hanges.  Plus, 
'38       billion 
'orth    of    tax 
abates  have  begun  ar- 
iving   in    consumers' 
lailboxes.  With  outfits 
'Uch      as      Wal-Mart 


Stores  Inc.  offering  to  cash  refund 
checks  for  free,  the  nrf  figures  at  least 
$10  billion  will  be  spent  shopping. 

Even  Wall  Street  is  optimistic.  While 
retail  stocks  had  been  clobbered  early 
in  the  year,  they're  up  20%  year-to- 
date.  That's  29  percentage  points  better 
than  the  Standard  &  Poor's  500-stock 
index.  "The  stocks  are  outperforming 
the  market"  because  investors  "are  an- 
ticipating that  [retailers']  numbers  are 
going  to  look  pretty  good,"  says  J. 
Philip  Ferguson,  senior  investment  of- 
ficer at  Houston-based  aim  Capital  Man- 
agement Inc.,  which  has  a  large  position 
in  retail  stocks. 


Another  reason  for  investor  optimism: 
limited  downside.  Fearful  that  layoffs, 
high  consumer  debt,  and  the  economy's 
slump  could  spook  shoppers,  most  re- 
tailers have  kept  inventories  in  check. 
At  Gap  Inc.,  inventory  per  square  foot 
was  down  at  least  10%  to  15%  when 
the  second  quarter  ended  in  July,  com- 
pared with  a  year  ago.  And  at  Express, 
a  unit  of  The  Limited  Inc.  that  caters  to 
women  16  to  38,  inventories  are  flat  vs. 
last  year.  "This  is  not  one  of  those  sea- 
sons where  you  want  to  be  swinging 
for  a  grand  slam,"  says  Paul  Raffin,  ex- 
ecutive vice-president  of  merchandising 
at  Express. 

GLUT?  Unless,  of  course,  you're  stocking 
one  of  the  must-haves  of  the  season.  This 
year's  hot  items  include  cell  phones,  Palm 
Pilots,  and  ergonomically  designed  back- 
packs with  wheels.  In  apparel,  wrap 
sweaters,  crop  tops,  and  open-back  slip-in 
shoes  for  girls  are  in  demand,  while  boys 
are  stocking  up  on  athletic  sneakers,  twill 
cargo  pants,  and  print  camp  shirts.  "Our 
products  are  turning  over  extremely 


GRAND  PRAIRIE,  TEX.: 

Wal-Mart  will  cash 
tax-rebate  checks  for  free 


WHAT'S  HOT 

CLOTHING  Must-haves  in- 
clude low-rise  jeans  with  de- 
signs, hooded  sweatshirts, 
and  slip-on  shoes. 

ELECTRONICS 

Forget  about  No.  2 
pencils.  Today's 
schoolkids  sport  cell 
phones,  Palm  Pilots, 
and  other  gadgets. 

ACCESSORIES  Backpacks 
are  many-splendored  things: 
The  newest  are  ergonomically 
designed,  with  wheels.  Some 
even  come  with  a  pouch  for 
stashing  a  basketball. 


well,  even  in  a  challenging 
time,"  says  Michael  Green- 
berg,  president  of  trendy 
shoe-and-sneaker  maker 
Skechers  U.  S.  A.  Inc. 

But  the  hottest  fashion 
trend  is  denim.  Not  your 
father's  denims,  but  below- 
the-belly-button  jeans, 
many  of  which  are  also 
flared,  glittered,  or  studded. 
Levi  Strauss  &  Co.  says  its 
Superlow  jeans,  priced  at 
$30  to  $80,  are  flying  off  re- 
tailers' shelves  far  faster 
than  other  items. 

With  all  the  major  ap- 
parel retailers  betting 
heavily  on  denim,  some 
observers  worry  that  a 
glut      could      hit      by 
yearend.    That    could 
mean      heavy     mark- 
downs.  "Denim  could  be 
[this    year's]     leather 
pants,"  warns  Todd  D. 
Slater,  an  analyst  at 
Lazard  Freres  &  Co. 
Still,    if    those    cell 
phones     and     other 
items  keep  moving, 
the  second  half  may 
not  be  too  bad. 

By  Stephanie 

Anderson  Forest 

in       Dallas, 

with  bureau 

reports 
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MEDIA 


A  SPIN-OFF 
WITH  A  HANGOVER 

AT&T  is  losing  Liberty  Media-but  not  the  sting  of  its  CEO 


It  is  one  of  those  red-letter  days  that 
AT&T  Chairman  C.  Michael  Armstrong 
no  doubt  has  circled  on  his  calendar. 
On  Aug.  10,  AT&T  will  spin  off  Liberty 
Media  Corp.,  the  television  program- 
ming unit  headed  by  recently  departed 
AT&T  board  member  John  C.  Malone. 
Malone  has  been  a  thorn  in 
Armstrong's  side  ever 
since  AT&T  bought  Mal- 
one's  Tele-Communi- 
cations Inc.  cable  1 
company  for  $44  bil- 
lion in  1998.  But  if  it 
Armstrong  thinks  gl 
Malone  is  going  qui-  ■% 
etly,  he  had  better  g| 
think  again:  Even  as 
Armstrong  struggles 
to  fend  off  cable  com 
petitor  Comcast  Corp.'s 
unsolicited  $40  billion  bid  for 
at&t's  cable  assets,  Malone  is  plot- 
ting new  battles. 

This  is  not  merely  about  money. 
It's  also  personal.  Malone  and  Arm- 
strong never  hit  it  off,  say  insiders. 
Matters  only  got  worse  when  Mal- 
one, furious  that  his  stake  in  AT&T 
lost  $1  billion  on  Armstrong's 
watch,  angered  Armstrong  in  turn 
by  criticizing  AT&T's  strategy  in  the 
press.  And  he's  quietly  been  selling 
off  much  of  his  AT&T  holdings,  hav- 
ing sold  nearly  20%  of  his  $502  mil- 
lion stake  this  summer  alone. 

Now  the  Armstrong-Malone  ten- 
sions are  flaring  up  anew.  The  very  day 
Malone  left  the  AT&T  board  last  month, 
he  gave  Armstrong  the  ugliest  of  part- 
ing gifts:  a  lawsuit  filed  by  Liberty's 
Starz  Encore  premium  cable  service 
seeking  $44  million  it  claims  it  is  still 
owed.  Elsewhere  in  his  cable  empire, 
moreover,  Armstrong  is  likely  to  see 
Malone's  fingerprints.  Under  another 
Malone  deal,  for  example,  AT&T  is  em- 
broiled in  protracted  talks  about  how 
much  Liberty  Media  will  pay  to  use  up 
to  15  AT&T  cable  channels.  Then  there  is 


the  issue  of  Rupert  Murdoch.  Liberty 
has  put  up  $1  billion  to  help  Murdoch's 
News  Corp.  bid  for  General  Motors' 
DirecTV,  making  Malone  an  ally  in 
snatching  cable  customers  from  AT&T. 
"Welcome  to  the  real  world,  AT&T,"  says 
Christopher  Dixon,  a  ubs  Warburg  ana- 
lyst who  follows  Liberty  Media. 

Much  of  this  is  the  nasty  residue  of  a 

deal  that  Armstrong  negotiated  in 

haste,   buying  TCI  in   a  two-week 


John  Malone  to  Mike  Armstrong: 

TAKE  THAT! 

Relations  between  Malone's 
Liberty  Media  and  AT&T  remain 
tense.  Here's  why: 


►  Starz  Encore,  Liberty's  premium  cable 
movie  unit,  filed  suit  against  AT&T  on  July 
10,  claiming  AT&T  owes  $44  million  to 
cover  programming  costs.  AT&T  disputes 
the  claim. 

►  AT&T  and  Liberty  are  at  an  impasse  over 
how  much  Malone  must  pay  for  access 
to  AT&T  channels  for  interactive 
programming. 

►  Liberty  will  invest  up  to  $1 
billion  to  help  News  Corp.  buy 
DirecTV,  which  competes  with 
AT&T  Broadband. 


whirlwind  in  1998.  Armstrong  in- 
herited a  deal  that  requires  AT&T  to 
pay  a  flat  monthly  fee  to  carry  the 
Starz  Encore  programming  and  also  re- 
quires it  to  pick  up  most  of  any  increase 
in  programming  costs.  Most  other  pro- 
grammers charge  a  monthly  fee  per 
subscriber,  with  the  cable  company  ne- 
gotiating price  hikes  in  later  years.  Last 
year,  AT&T  paid  Starz  Encore  a  $264 
million  flat  fee.  But  this  year,  it  refused 
to  pay  an  additional  $44  million  bill  for 
its   share   of  cost   increases.    Liberty 


wants  AT&T  to  pay  up.  AT&T  refusl 
comment. 

Now  AT&T  is  fighting  back.  In  Se<| 
rities  and  Exchange  Commission 
ings,  the  company  has  called  the 
year  contract  to  carry  movie  chann 
from  Starz  Encore  "unenforceabl 
And  it  is  expected  to  argue  in  a  : 
sponse  to  the  suit  that  the  inherit 
contract  was  improper. 
MINGY  MARGINS.  Improper  or  not,  t 
terms  of  the  deal  have  clearly  creategl 
problem  for  at&t's  bottom  line.  AT&l. 
deal  with  Liberty  has  already  slash!  - 
an  estimated  2%  off  AT&T's  slim  cab 
profit  margins,  according  to  indust  i, 
insiders  close  to  the  Comcast  negot  i, 
tions.  That  may  be  one  reason  at 
has  been  negotiating  so  strenuous 
with  Liberty  Digital,  a  Malone-cc  [-, 
trolled  company  that  has  the  rights 
use  12  to  15  channels  on  AT&T 
ble  systems  for  its  own  inter; 
tive  travel,  shopping,  and  oth  \ 
programming.  Shopping  chann  i 
like  qvc  pay  5%  of  their  sales 
at&t.  at&t  is  said  to  want  mc  j 
than  that  from  Liberty  Digital. 

All  this  distraction  is  hare  \. 
what  a  beleaguered  Armstro  | 
needs  now.  In  the  wake  of 
Comcast  bid,  he  has  been  workii. 
to  line  up  potential  merger  can 
dates  that  may  include  Walt  Disr  I 
Co.    At    the    same    time,    Ne'  \ 
Corp.'s  Malone-backed  deal  to  b  [• 
DirecTV  is  also  moving  forwai  \ 
despite  an  eleventh-hour  1 1 
by  rival  EchoStar  Co 
munications  Corp.  M  | 
one  has  openly  call 
Rupert  Murdoch 
domestic  cable  pla 
which    would     p 
him  on  a  collisi 
course  with  AT&T. 
Armstrong  woi  [, 
like    nothing   bett 
than  to  smooth  ov 
the  spats  with  Maloi 
A    few    weeks    back, 
called  his  former  board  me 
ber  at  Malone's  Maine  vacation  hon 
offering  to  have  a  meeting  to  settle 
Starz  Encore  matter  out  of  court.  M 
one  agreed   to  talk.   That's  good   I 
starters.  But  backing  down  is  a  ve 
different  matter. 

By  Steve  Rosenbush  in  New  Yo 
and  Ronald  Orover  in  Los  Angeles 


AT&T  bought  TCI  in  a  two-week  whirlwind. 
Now  Armstrong  is  suffering  the  effects  of  that  hasty  deal 
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COMMENTARY 

By  Dan  Carney 

WINDOWS  XP:  THE  CASE 
FOR  UNBUNDLING  IT  NOW 


Ever  wonder  what  the  XP  in  Mi- 
crosoft Corp.'s  new  operating  sys- 
tem stands  for?  1 1 V  supposed  to 
•be  short  for  the  word  "experience." 

But  how  about  "extended  proceed- 
ings" instead?  On  Aug.  7,  the  soft- 
ware giant  formally  requested  that 
the  U.S.  Supreme  Court  review 
whether  the  D.  C.  Circuit  Court  of 
Appeals  erred  by  not  throwing  out  a 
federal  judge's  ruling  that  the  compa- 
ny had  violated  antitrust  laws.  Most 
|egal  experts  think  the  likelihood  of 
the  high  court  taking  the  case  is  slim. 
Instead,  Microsoft's  request  appears 
little  more  than  a  delaying  tactic. 

By  stretching  out  the  judicial  re- 
view, Microsoft  seems  to  be  trying  to 
forestall  any  interim  efforts  by  pros- 
ecutors to  reengineer  \t  or  halt  its 
Oct.  25  release  date  outright.  Such  a 
strategy  would  be  further  advanced 
if  PC  makers  race  to  sell  XP-loaded 
products  over  the  Internet  before 
the  release  date,  as  many  have 
said  they  plan  to  do.  But 
that's  not  likely  to  go  over 
well  with  the  Justice 
Dept.  and  18 
state  attorneys 
general  on  the 
case.  And  it's  all 
the  more  reason  why 
they  should — and  just 
might — opt  for  the  very    in- 
terim action  Microsoft  is  try- 
ing to  preempt.  Assuming  the 
Court  of  Appeals  does  stay  its 
own  unanimous  June  28  ruling  while 
the  Supremes  mull  their  next  move, 
the  light  remains  green  for  the  gov- 
ernment team  to  press  forward. 
A  FAMILIAR  PATTERN.  As  of  yet 
there's  no  consensus  on  how  to  make 
XP  more  antitrust-friendly.  But  the 
Feds  and  the  state  AGs  should  defi- 
nitely try  to  make  it  so.  The  most 
radical  approach  would  be  to  enjoin  it 
altogether,  a  proposition  that  would 
inflict  considerable  collateral  damage 
on  the  moribund  pc  industry.  The 
most  cautious  approach  would  be  to 
do  nothing  and  hope  that  any  anti- 
.  competitive  issues  created  by  XP 
could  be  fixed  through  a  court-im- 
posed remedy  months  or  even  years 
later.  Between  these  two  extremes 
lies  a  solution  closer  to  being  just 


right:  Prosecutors  should  seek 
a  judicial  order  temporarily 
allowing  PC  makers  to  re 
move  the  controversial 
applications,  such  as  In- 
ternet Explorer,  Me- 
dia Player,  and  Win- 
dows Messaging  that 
Microsoft  has  bun- 
dled into  xp.  And  it 
should  give  man 
ufacturers  the 
ability  to  add 
competing 
programs. 

The  rea- 
son: By  tight- 
ly bundling  a  package  of  programs 
into  xp — similar  to  the  way  it  bun- 
dled its  Web  browser  into  Windows 
98 — critics  say  the  company  is  re- 
peating the  pattern  that  got  it 
into  trouble  in  the  first  place. 
Allowing  XP  to  go  forward  could 
severely  harm  Microsoft  com- 
petitors— and  ultimately,  con- 
sumer choice. 
Of  course,  PC  makers  may  not 
do  much  with  such 
freedom  even  if 
they  get  it.  That's 
one  reason  why  the 
AGs  are  debating 
whether  it's  worth  fight- 
ing to  win  a  temporary 


A  temporary  fix 

would  give  the 

competition  a 

fighting  chance 


fix.  "There  are  some  who  say:  'This 
could  divert  a  lot  of  time  and  energy 
better  left  for  other  battles,' "  says  a 
lawyer  familiar  with  the  internal  dis- 
cussions. But  the  government  team 
will  find  that  inaction  now  will  only 
complicate  things  later  on.  The  goal 
of  a  long-term  remedy  is  to  restore 
competition  to  the  desktop  software 
market.  Delay  may  mean  there  is 
less  competition  to  restore. 


Consider  RealNetworks.  Its 
RealMedia  program,  used  to  capture 
music  and  video  off  the  Web,  com- 
petes with  Windows  Media  Player,  a 
program  that  is  virtually  om- 
nipresent in  XP.  Boot  up  your  com- 
puter, and  it  will  be  on  the  start 
menu.  Go  into  Internet  Explorer  or 
msn,  and  there  it  will  be  again.  Or 
consider  Kodak's  photo  editing  soft- 
ware. It  comes  with  xp,  but  if  you 
plug  a  Kodak  camera  into  a  PC, 
Microsoft's  competing  program  will 
pop  up.  Left  untouched,  such  tactics 
will  help  extend  Microsoft's  domi- 
nance while  the  courts  debate  a  final 
remedy. 

Forced  unbundling,  to  be  sure,  has 
its  problems.  Prosecutors  would  have 
only  a  few  weeks  to  get  a  court  or- 
der if  they  don't  want  to  disturb  the 
xp  launch  date.  PC  makers  would 
need  several  weeks'  lead  time  to  load 
XP,  make  any  additions  and  deletions, 
and  ship  to  stores.  And  Microsoft, 
which  refuses  to  comment  on  un- 
bundling, could  protest  that  it  will 
cause  delays.  But  outside  technical 
experts  say  Microsoft  would  be  over- 
stating the  case. 

None  of  these  issues  should  inter- 
fere with  the  larger  goal  of  preserv- 
ing competition.  The  appellate  ruling 
is  clear  in  its  goal:  Microsoft's  grip 
over  PC  operating  systems  has  to  be 
fixed,  for  the  present  and  for  the 
future.  That  does  not  argue  for  a 
wait-and-see  approach.  The  best 
course  of  action:  Fix  XP  now,  before 
it's  unleashed — and  before  it's  too 
late. 

Carney  covers  legal  affairs  from 
Washington. 
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COMPUTING 


BIG  BLUES 
TECH  ON  TAP 

IBM  wants  business  to  farm 
out  its  computing-to  IBM 

While  Microsoft  and  America  Online 
battle  for  control  of  the  consumer 
Internet,  IBM  has  quietly  been 
constructing  its  own  grand  plan  to  rule 
the  lucrative  world  of  corporate  com- 
puting. The  idea  is  to  put  Big  Blue  at 
the  forefront  of  a  movement  in  which 
companies  farm  out  their  computing 
needs  to  utility-like  providers.  Instead  of 
having  to  constantly  buy,  maintain,  and 
upgrade  the  latest  technology,  IBM  en- 
visions a  simpler  world  in  which  com- 
panies would  buy  computing  power  and 
programs  on  an  as-needed  basis,  just 
as  they  do  electricity  from  power  com- 
panies. IBM  is  investing  billions  to  turn 
the  vision  into  reality. 

The  latest  development:  On  Aug.  2, 
IBM  announced  its  Grid  Computing  Ini- 
tiative, a  project  to  provide  any  desktop 
with  supercomputing  potential  via  the 
Net.  IBM  Vice-President  Irving  Wlad- 
awsky  Berger,  the  plan's  lead  architect, 
says  grid  computing  promises  to  make 
personal  computers  more  powerful  by 
harvesting  idle  power  from  other  com- 
puters. It  will  also  let  workers  collabo- 
rate on  sophisticated  applications  via 
high-speed  networks.  "Just  as  you  saw 
Web  technologies  go  from  the  scientific 
world  to  the  commercial  world,"  says 
Berger,  "we  see  grid  computing  doing 
the  same." 

HUGE  POTENTIAL.  So  how  would  it  all 
work?  A  pharmaceutical  company,  say, 
could  tap  into  a  grid  to  let  a  group  of 
researchers  run  a  complex  simulation 
that  would  help  design  a  new  drug. 
Right  now,  a  drugmaker  would  have  to 
fork  over  millions  of  dollars  for  a  su- 
percomputer to  perform  that  task.  Such 
prospects  have  piqued  interest  in  the 
corporate  world.  Steve  Neiman,  J.  P. 
Morgan  Chase  &  Co.'s  head  of  high-per- 
formance computing,  believes  on-tap 


I 


technology  would  not  only   BERGER:  The  burden  of 

help  the  bank  cut  com-  making  the  grid  initiative 

puting  costs  but  also  let  work  is  on  his  shoulders 

it  more  quickly  ramp  up 

or  cut  back  computing  power.  "It  will  be 

a  great  thing  for  us,"  says  Neiman. 

The  potential  market  for  on-demand 
computing  could  one  day  be  huge.  In- 
ternational Data  Corp.  (IDC),  the  tech- 
nology-research firm,  estimates  the  mar- 
ket could  reach  more  than  $30  billion 
later  in  the  decade.  Big  Blue,  of  course, 
isn't  the  only  company  chasing  that  fat 
opportunity.  Over  the  past  two  months, 
Compaq  Computer,  Hewlett-Packard, 
and  Sun  Microsystems  have  all  an- 
nounced plans  to  work  on  early  stages 
of  on-tap  computing.  Tech  consultants 
such  as  Electronic  Data  Systems  Corp. 
(EDS),  and  even  telecommunications  com- 
panies, also  want  a  piece  of  the  action. 
But  many  industry  experts  insist  that 
IHM's  financial  muscle,  world-class  re- 
search labs,  trusted  brand,  and  breadth 
of  products  and  people  put  it  in  the 
best  position  to  profit  from  the  shift. 
"They  just  have  all  the  right  ingredi- 
ents," says  Karen  Benson,  an  analyst 
with  Gartner  Group  Inc. 


Grid  computing 
only  one  part  of  ibj 
overall  strategy  to  doJ 
inate  the  future  of  ccf 
porate  computing, 
the  same  time  the  coj 
pany  is  building  the 
ware  and  hardw£ 
needed  to  move  compil 
ing  fully  on-tap,  it 
readying  its  army 
consultants  to  build  ai 
sell  grid-based  servic^ 
Those  services  coi 
help  workers  perfor 
mind-boggling  computij 
jobs  in  industries  frc 
manufacturing  to  bar 
ing.  Already,  the  comr. 
ny's  Web  hosting 
the  world's  largest,  is 
vesting  some  $4  bilh 
to  build  50  new  corj 
rate  data  centers- 
addition  to  its  existii 
175  data  centers — whi 
when  linked  togeth 
will  power  the  grid, 
of  these  capabilities  a 
absolutely  needed 
~  make  e-business  si 
cessful  in  the  future,"  says  Berger,  w' 
heads  the  grid  project  as  well  as  oth 
key  development  efforts. 

To  be  sure,  tech-on-tap  is  years  aw; 
It  is  also  rife  with  challenges.  The  mc 
pressing  problem  is  to  develop  the  so: 
ware  needed  to  reliably  manage  tl 
complex  grid.  But  the  ingredients  a 
starting  to  gel:  ibm's  $1  billion  inves 
ment  in  the  Linux  operating  syste 
looks  like  a  smart  bet,  since  much 
the  software  being  developed  to  ri 
grids  is  based  on  open-source  models, 
which  computer  code  is  shared.  IBM  l 
vals  such  as  Microsoft  Corp.  and  Su 
meanwhile,  have  spurned  open-sour 
computing  in  order  to  promote  the 
own  proprietary  systems.  Early  tl 
year,  ibm's  consulting  arm,  the  indu 
try's  largest,  began  selling  Web-bast 
services  that  manage  purchasing,  sto 
age,  and  other  tasks  for  corporation 
It's  still  early,  but  IHM's  grand  plan  is  c 
to  a  good  start. 

By  Spencer  E.  Ante  in  Ncir  Yoi 


GRAND  PLAN 


Big  Blue  wants  to  sell  corporations  on  Web-based  computer  networks.  Here  are  the  highlights:] 


GRID  COMPUTING 

will  allow  users 
to  tap  super- 
computing  pow- 
er via  the  Net 


<®> 


SOFTWARE 

such  as  open 
source  Linux  is 
getting  a  big 
push  from  IBM 


imi, 


iP* 


CONSULTANTS 

_  offer  tech 
"  skills  to  build 
the  grid 


T-r-l 


HARDWARE 

such  as  IBM 
servers  will 
run  software 
for  the  grid 
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You  just  caught  the  attention 
of  100,000,000  people. 

Now  it's  time  to  try  a  little  one-on-one. 


Fly  Like  an  Eagle1. 


■  i  mm^Ml 


Direct  Mail 
makes  your  TV  ads 
work  even  harder. 

Your  TV  ad  can  capture  people's 
attention — now  move  them  to 
action  with  Direct  Mail.  Get  them 
to  pick  up  the  phone.  Visit  your 
Web  site.  Stop  by  your  store. 
After  all,  once  they  know  your 
e,  shouldn't  you  be  talking 
them  by  name?  Direct  Mail  is 
~7  personal.  It  builds  relationships, 
7  as  well  as  businesses.  And  it's 
-'  easy  to  get  started.  Visit  us  at 
directmail.com.  Either  way, 
I  show  you  how  you  can  really 
people  in  with  Direct  Mail. 


;e  symbol  is  a  registered  trademark  of  the  United  States  Postal  Service  ©2001  United  States  Postal  Service 
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THE  CONTENDERS 

GM  hopes  these  new 
models  will  fuel  its  revival 


LUTZ  AND  WAGONER:  New  design  efforts  should  help 


When  General  Motors  Corp.  Chief 
Executive  G.  Richard  Wagoner 
Jr.  grabbed  retired  Chrysler 
Corp.  car  guru  Robert  A.  Lutz  on  Aug. 
1  to  be  vice-chairman  and  head  of  prod- 
uct development,  gm's  Detroit  head- 
quarters was  euphoric.  The  move  was 
touted  as  the  finale  to  a  run  of  big  hires, 
including  former  Ford  Chief  Financial 
Officer  John  M.  Devine  as  finance  chief 
along  with  some  big-name  stylists. 
"Wagoner  is  getting  all  the  cards  in  or- 
der," says  Morgan  Stanley  Dean  Witter 
analyst  Stephen  Girsky. 

But  will  that  be  enough?  While  the 
big  outside  hires — a  rarity  for  gm  in  the 
past — demonstrate  a  new  aggressive- 
ness on  Wagoner's  part  to  fix  gm,  the 
carmaker  has  a  ways  to  go.  It  will  be  a 
few  years  before  Lutz's  creations  hit 
dealer  showrooms.  Until  then,  Wagoner 
is  betting  that  gm's  launches 
in  the  next  couple  of 
years,  combined  with 
cost   cuts   enforced 
by  Devine,  will  keep 
the  black. 
But  with  growing 
lition 

'    S,  GM 
rig  to 

lide   in 
mark  [f    it 


Saturn  Vue 

A  car-based  SUV 
that  could  be 
Saturn's  last  hope  to 
regain  lost  luster 

can't,  Wagoner  may  fi- 
nally have  to  face  a 
decision  gm  has  avoid- 
ed for  years:  making 
deep  cuts  in  production 
and  plants.  Says  UBS 
Warburg  analyst  Saul 
Rubin:  "gm  has  some 
of  its  best  products 
ever,  and  they  can't 
boost  market  share." 

That's    where    the 
new  hires  come  in.  To 
shore  up  margins, 
Devine  is  forcing 
gm  to  spend  its  rebate  cash  more   ^ 
wisely.  Now,  GM  is  making  ag- 
gressive deals  to  sell  large  pick- 
ups and  sport-utility  vehicles, 
a  move  that  has  stolen  market 
share  from  Ford  and  added  to   p     ,.,,        pmn 
the  bottom  line.  He's  also  try-   Cadillac  bib 
ing  to  get  gm's  production  costs   An  edgy  luxury  car 
down.  In  the  next  few  years,  gm   that  aspires  to 
will  replace  some  old  factories   make  Cadillac  hip 
with    smaller,    more    efficient 
plants  that  need  fewer  workers. 

Lutz  will  get  to  work  on  rejuvenating 
gm's  woeful  car  lineup.  He'll  work  with 
designers  to  develop  concept  cars  for 
the  2002  auto  shows.  Lutz  will  also  im- 
prove the  chances  that  gm's  efforts  to 
improve  cars  from  sagging  divisions 
such  as  Pontiac,  Buick,  and  Chevrolet 

Chevrolet  SSR 

A  limited-edition 
model  with  muscle- 
car  styling 


are  more  to  consumers'  liking.  gi\ 
latest  attempts,  the  Pontiac  Azt^ 
and  Buick  Rendezvous  su\ 
bombed. 

And   Lutz  will  do  more  thd 
make  sexy  cars:  He'll  make  thel 
cheaply.  At  Chrysler,  he  wasf 
master  at  making  cheap  wil 
ners.  The  PT  Cruiser,  for  ej 
ample,  was  cobbled  togethj 
using  Dodge  Neon  parts  aif 
cost  just  $600  million,  far  1 
than  the  minimum  $1  billion  new- 
programs  typically  run. 

But  all  that  could  take  several  year] 
In  the  meantime,  Wagoner  is  hoping  : 
help  from  a  bevy  of  vehicles  about  to 
the  showrooms.  In  the  next  few  montr 
gm  will  launch  the  Cadillac  cts  seds 
Saturn  Vue  sport-utility  vehicle,  ar 
Pontiac  Vibe  compact  wagon.  All 
aimed  at  bolstering  gm's  position  in 
segments  where  its  products  are  wez 
SHRINKING  SHARE.  Yet  even  if  they  si 
ceed,  analysts  say  they're  only  likely 
offset  share  losses  in  markets  such 
minivans  and  compact  pickups.  Whi<| 
is  why  Wagoner  ultimately  may 
little  choice  but  to  make  much  more  di 
matic  cuts  in  production,  gm's  spra\ 
ing  archipelago  of  assembly  plants 

still  crank  out  about  L_ 

\\    of  the  17  million  ver 

N  cles  built  every  yeJ 

in   North   Americl 

according  to  Morga 

Stanley.     Yet     tl 

company   brings 

just  28%  of  the  market,  ar 

that  figure  is  shrinking.  1 

a  result,  analysts  say  th 

this  year  gm  will  at  be 

earn  half  the  $5  billion 

profits  it  made  in  2000.  Sa; 

Lache:  "Our  forecast  says  gm  will  tui 

unprofitable  in  North  America — eve 

with  its  new  products — in  2008  or  2001 

That's  why  as  many  as  three  plan 

may  have  to  be  shut  in  the  next  seve 

al  years.  Already,  company  insiders  sa 

GM  is  planning  to  close  its  sports  ci 

plant  in  St.  Therese,  Que.  And  two  o1 

er  factory  closings — a  cor 

pad  pickup  and  suv  plai 

in  Linden,  N.J.,  and  a  v; 

plant  in  Baltimore — are  u 

dei-  consideration.  Wagom 

isn't  likely  to  discuss  the  i 

sue     publicly     until    200 

when  the  <u iihi it  I fnited  An 

Workers  conl  pad     which  pi' 

eludes  plant   closings      expire 
But  unless  big  share  gains  in 
terialize,  Wagoner  has  plenl 
more  tough  dedsions  ahead. 
By  David  Welch  m  Detrc 
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SOFTWARE 


YOU'D  DEMAND  IF  YOU  WERE 
YOUR  OWN  CUSTOMER. 


( ■nod  customer  relationships  can  make  or  break  a  business.  I  hat's  w  In  the  mj  s  VP™(  ust<  imer 
Relationship  Mjiup-iwiU  solution  seamlessK  links  customers  with  your  entile  organization,  keeps 
information  consistent  across  all  customer  touch  points,  jnd  helps  provide  individualized  service. 

I'll  is,  n\  the  onl)  (   KM  solution  that  integrates  with  all  other  business  prO(  esses,  like  your  snppK  i  h.un. 

Ihe  result?  shorter  sales  twles,  lower  transaction  eosts,  higher  profitability,  and  a  more  productive 
(not  to  mention  proactive)  enterprise,   \nd  with  all  that  efficiencj  and  attention  to  detail,  Stl 

i  u stonier  relationships  are  nna\  oidable    fo  learn  more,  \  isit  w  w  w.sap 
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News  Analysis  &  Commentary 


COMMENTARY 

By  Emily  Thornton 

WALL  STREET'S  CHINESE  WALLS 
AREN'T  STRONG  ENOUGH 


Fighting  off  lawsuits  and  arbitra- 
tion cases  filed  by  disgruntled  in 
vestors  is  becoming  routine  for 
Wall  Street.  On  Aug.  7,  investors  in 
AOL  Time  Warner  Inc.  alleged  in  a 
suit  that  Morgan  Stanley's  star  In- 
ternet analyst,  Mary  Meeker,  issued 
misleading  positive  stock  recommen- 
dations to  land  lucrative  investment- 
banking  deals.  The  suit  follows  simi- 
lar ones  against  Meeker  involving 
Amazon.com  Inc.  and  eBay  Inc. 
Morgan  Stanley  Dean  Witter 
&  Co.  dismisses  the  suits  as 
publicity  stunts.  "Ms.  Meeker, 
whose  integrity  is  beyond  re- 
proach, is  one  of  the  most 
respected  analysts  on  Wall 
Street,"  it  stated. 

Already,  the  litigation  is 
hitting  investment  banks' 
bottom  lines.  In  early 
summer,  Merrill  Lynch 
&  Co.  agreed  to  shell 
out  $400,000  to  settle 
an  arbitration  com- 
plaint seeking  $10.8 
million  against  star  In- 
ternet guru  Henry  Blod- 
get  on  similar  grounds.  All 
claims  against  Blodget  were 
dropped.  And  now,  invest- 
ment banks  are  facing  137 
class  actions  charging  them 
with  allocating  initial  public  offer- 
ing shares  unfairly  and  manipulating 
stock  prices.  Research  outfit  Securi- 
ties Class  Action  Services  LLC  fig- 
ures they  could  cost  Wall  Street  as 
much  as  $1  billion. 

The  cases  highlight  that  invest- 
ment banking  is  a  business  built  on 
inherent  conflicts  of  interest.  The 
banks  have  always  walked  a  thin  line 
between  raising  capital  for  compa- 
nies, advising  investors,  and  trading 
stocks  for  their  own  accounts — activi- 
ties often  in  direct  conflict.  The  1999 
repeal  of  the  Glass-Steagall  Act, 
which  separated  commercial  and  fo- 
ment banking,  makes  the  balanc- 
I  even  more  delicate. 
Indeed,  there  has  been  a  danger- 
ining  of  so-called  Chinese 
investment  banks  to 
even  regulators  have  paid 


scant  attention  until  lately.  Originally 
designed  to  stop  insider  trading,  the 
walls  are  lousy  at  keeping  those  in 
the  business  of  landing  investment- 
banking  deals  separate  from  those 
who  are  supposed  to  issue  objective 
research.  "There  needs  to  be  a  firm 
delineation  between  the  role  of  a  se- 
curity analyst  and  the  role  of  a  new 
business  proponent  for 


banned  analysts  from  owning  stocks 
they  cover,  on  Aug.  8,  Goldman, 
Sachs  &  Co.  refused  to  go  that  far: 
It  will  simply  require  disclosure. 

Such  efforts  are  far  from  enough. 
No  one,  for  example,  is  considering 
stopping  analysts  from  promoting 
deals  at  sales  road  shows.  Indeed, 
Wall  Street  hates  that  idea.  Analysts 
make  excellent  salespeople,  since 
they  often  know  ceos  better  than 
the  bankers.  That's  crucial  to  the 
bottom  line:  Investment  banking  ac- 
counted for  about  68%  of  the  top  five 
brokerages'  $28  billion  in  2000  earn- 
ings. Research  is  a  loss-leader,  says 
Putnam  Lovell  Securities  Inc. 

With  so  much  at  stake,  rules  al- 
ready on  the  books  must  be  en- 
forced, sec  acting  Chairwoman 

Laura  S.  Unger  told  Congress 
on  July  31  that  though  in- 
vestment banks  are  re- 
quired to  monitor  em- 
ployees' shareholdings, 
most  couldn't  identify 
analysts'  holdings  in 
companies  their  banks 
took  public.  The  sec 
or  the  National  As- 
sociation of  Securi- 
ties Dealers  must 
discipline  analysts 
who  short  stocks 
while  telling  in- 
vestors to  buy. 
Regulators  should 
also  insist  that  conflicts 
of  interest  be  clearly 
disclosed.  And  strict 


NEEDED: 


Less  contact 
between  analysts  and  investment  bankers, 
more  disclosure  of  conflicts  of  interest 


an  investment  bank,"  says  Samuel 
Hayes,  member  of  a  review  board  of 
the  House  Financial  Services  sub- 
committee on  capital  markets. 
LOSS-LEADER.  A  new  code  of  con- 
duct, issued  in  June  by  the  Securities 
Industry  Assn.,  is  an  attempt  to  re- 
build those  walls.  It  states  that  re- 
search analysts  should  not  report  di- 
rectly to  bankers.  It  also  lays  down 
that  bankers  should  not  determine 
analysts'  bonuses.  So  far,  13  brokers 
have  signed  on  to  the  new  rules. 
And  while  some  firms  have  now 


guidelines  are  needed  to  end  ana- 
lysts' "booster  shots" — glowing  re- 
search reports — six  months  after  an 
ipo.  "That's  a  form  of  commercial 
prostitution,"  says  John  C.  Coffee  Jr., 
professor  at  Columbia  Law  School. 
But  investors  still  need  to  be  on 
their  guard.  "Analyst  conflicts  are  as 
inevitable  as  death  and  taxes,"  says 
Coffee.  The  only  sure  way  to  avoid 
them:  Seek  out  independent  rest-arch. 


Thornton  covers  investment  batiks 
in  New  York. 
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RESCUING  DR.  SHEMENSKI  FROM  THE  SOUTH  POLE  TOOK  A  SPECIAL 
KIND  OF  COURAGE.  IT  ALSO  TOOK  A  SPECIAL  KIND  OF  PHONE. 


The  darkness  goes  on  and  on.  Radios  are  mostly  useless.  And  the  air  is  so  cold,  it  can  turn  a 
plane's  hydraulic  fluid  to  jelly.  But  if  the  doctor  didn't  get  out  before  winter  really  closed  in,  his 
gall  stones  could  have  returned  with  fatal  consequences.  So  when  the  third  rescue  attempt  took 

DR.  RONALD  SHEMENSKI 
Rescued  from  the  South  Pole,    Qff  m  Jate  April    ^  team  countec\  on  Iridium  tO  keep 

Wednesday,  April  25,  2001.  r  r 

Iridium  kept  the  lines  of 

communication  open        meir  iines  0f  communication  open.  It's  the  only  system 

through  the  entire  effort. 

capable  of  sending  and  receiving  voice  and  data  globally.  Actually,  Iridium 
helped  the  good  doctor  twice.  Weeks  earlier,  he  used  it  to  contact  the 
Denver  specialist  who  helped  diagnose  his  condition.  To  learn  how  Iridium 
can  be  there  for  you,  simply  call  1-866-947-4348  toll-free,  or  visit  our  website. 
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FLAT  GLOBAL  RATES. 

$1.50  A  MINUTE  OR  LESS 
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With  no  roaming  or 
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long-distance  charges. 
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In  Business  This  Week 
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CISCO:  WHERE'S 
THE  BOTTOM? 

ALTHOUGH  ITS  FORTUNES  HAVE 
already  been  badly  tarnished 
this  year,  Cisco  Systems  is 
still  being  battered.  On  Aug. 
7,  the  giant  maker  of  equip- 
ment that  routs  traffic  over 
the  Internet  and  corporate 
networks  reported  that  net 
income  for  its  2001  fourth 
quarter  plunged  99%,  to  just 
$7  million.  It  posted  $4.3  bil- 
lion in  fourth-quarter  sales, 
down  25%  from  a  year  ago. 
Even  though  demand  for  net- 
working gear  from  U.S.  cor- 
porations may  finally  be  lev- 
eling off,  Cisco's  global  sales 
to  telecommunications  com- 
panies were  down  more  than 
10%  from  the  previous  quar- 
ter. Cisco's  markets  in  Eu- 
rope, Japan,  and  other  parts 
of  Asia  remain  particularly 
tough.  "While  we  would  like 
to  say  the  bottom  has  been 
reached...  we  don't  think 
we're  there  yet,"  says  CEO 
John  Chambers.  "We  hope  to 


CLOSING    BELL 


CONSECO  CRUNCH 

The  bloom  is  off  the  rose  at 
Conseco  a  year  after  ex-GE 
"star  Gary  Wendt  took  over.  Over 
two  days,  shares  of  the  Carmel 
(Ind.)  financial-services  outfit 
crashed  23%,  to  $11.  Citing 
weak  loan  quality  and  slower 
annuity  sales,  Conseco  report- 
ed on  Aug.  6  a  $25.7  million 
second-quarter  loss  and  low-  " 
ered  its  forecast  for  2001. 


AUG. 

I  Markets 


be  there  in  the  next  quarter 
or  two."  Cisco's  shares 
dropped  4%  one  day  later, 
to  $18.50. 


CONSUMER  REPORTS 
LIKES  THE  EXPLORER 

FINALLY,    SOME    GOOD    NEWS 

for  Ford  Motor.  After  a  year 
of  bad  press  over  its  involve- 
ment in  rollover  accidents, 
Consumer  Reports  rated 
Ford's  new  2002  Explorer 
sport  utility  the  best  among 
six  midsize  suvs.  Ford's  best- 
seller beat  out  the  gmc  En- 
voy, Toyota  4Runner,  Jeep 
Grand  Cherokee,  Dodge  Du- 
rango  slt,  and  Nissan 
Pathfinder.  The  accolade 
should  help  restore  con- 
sumers' faith  in  the  vehicle's 
safety — and  provide  a  much- 
needed  sales  boost.  Although 
the  Explorer  boasted  strong 
sales  of  36,000  vehicles  in 
July — just  3,000  shy  of  a 
record — analysts  caution  that 
Ford  achieved  that  with  in- 
centives that  averaged  more 
than  $3,000  per  suv. 

GOOGLE  TAPS  ITS 
CHAIRMAN  AS  CEO 

THE  CHAIRMAN  OF  POPULAR 
Net  search  company  Google, 
Eric  Schmidt,  46,  added  CEO 
to  his  title  on  Aug.  6.  The 
ex-CEO  of  Novell  will  guide 
the  company,  now  one  of  the 
15  most-visited  Web  sites, 
through  some  pivotal  busi- 
ness milestones.  The  three- 
year-old,  privately  held  on- 
line company  is  targeting  this 
year's  third  quarter  to  reach 
profitability.  It's  a  lofty  goal, 
since  Google  gleans  over  half 
of  its  revenues  from  Internet 
advertising — a  business  mod- 
el that  has  faltered  for  many 
other  Internet  firms.  The  rest 
of  Google's  sales  come  from 
selling  its  search  technology 
to  other  companies — some- 
thing that  could  have  more 
appeal  to  investors  as  the 
search  firm  eyes  an  initial 
public  offering  in  2002. 


HEADLINER:  CHARLES  ERGEN 


THE  ACE  UP  ECHOSTAR'S  SLEEVE 


For  onetime  poker  hustler 
Charles  Ergen,  it  is  a  no- 
lose  hand.  Even  if  Ergen's 
EchoStar  Communications 
satellite  service  doesn't 
win  DirecTV,  his 
$28.8  billion  bid  is 
sure  to  delay 
General  Motors' 
eventual  sale  of   \ 
the  satellite 
service  to  Ru- 
pert Murdoch's 
News  Corp. 

Analysts  believe 
that  may  be  Ergen's  real 
aim.  He  faces  long  odds  to 
get  antitrust  approval  to 
combine  the  No.  1  and  No.  2 
satellite  outfits,  and  many 
believe  he  will  have  difficul- 
ty raising  the  $6  billion  in 
cash  that  GM  wants.  But  the 
longer  a  News  Corp.  deal  is 
stalled,  the  more  sub- 


scribers Ergen's  EchoStar's! 
dish  Network  gains.  Indus- 
try leader  DirecTV,  with  10  J 
million  subscribers,  has 
been  losing  market  share;  it 
has  added  only 
515,000  new  sub- 
scribers this  year. 
i   That  has  been 
z   good  for  the  6.1 
million-subscriber 
Echostar,  which 
has  pumped  its 
►     tally  by  710,000 

over  the  same  period. 
Still,  Ergen  says  he 
would  put  up  cash  if  GM 
wants,  and  Swiss  equipment] 
maker  Kudelski  Group  has 
said  it  would  put  up  $1  bil- 
lion, gm  said  it  will  continue  | 
to  negotiate  with  News 
Corp.  while  it  reviews  the 
Echostar  bid. 

Ronald  G-rover 


EBAY  WILL  OFFER 
FORECLOSED  HOMES 

THE  beanie  baby  collec- 
tors  who  got  eBay  rolling 
can  now  buy  a  home  on  the 
site  to  store  all  those  crit- 
ters. On  Aug.  7,  the  online 
marketplace  said  it  will  buy 
privately  held  HomesDirect, 
a  Web  site  based  in  Pasade- 
na, Calif.,  that  auctions  off 
foreclosed  properties.  Al- 
though the  acquisition  will 
have  little  impact  on  rev- 
enues this  year,  it  fills  a  gap 
for  eBay:  Even  on  its  home 
turf  of  California,  it  current- 
ly lists  fewer  than  120  home 
auctions — not  nearly  enough 
to  fulfill  its  goal  of  becoming 
a  mainstay  in  the  lucrative 
real  estate  market. 


GATEWAY  LEAVES 
THE  EMERALD  ISLE 

BESET  liV  FALLING  DKMAN1) 
for  personal  computers,  Gate- 
way will  close  its  manufac- 


turing-and-sales  operations 
Britain  and  Ireland.  It  m 
also  stop  selling  pes  in  E 
rope  and  Asia.  The  move 
the  latest  in  a  series  of  co 
cutting  efforts  undertaken 
the  San  Diego-based  PC  ma! 
er.    Last   quarter,   Gatew 
posted  a  net  loss  of  $20.8  m 
lion,  down  from  a  profit 
$118.2  million  in  the  same  p 
riod   last  year.   In  gener; 
Gateway's  overseas  perfo 
mance  has  been  miserabl 
with   unit  sales   down  46 
in  Europe  alone.  Earlier  th 
year,  the  company  bailed  oi 
of  Germany  and  Sweden 


ETCETERA... 


■  China  agreed   to   buy 
Boeing  737  jets  worth  sou 
$2  billion. 

■  Consumer  Producl  Sat'ei 
Commission  chairwoman  Ai 
Brown  will  resign  by  Nov. 

■  mmw's   net    income   moi 

than  doubled  on  sales  ii 
creases  in  the  U.S. 


Information.  You  have  terabytes  of  the  stuff.  But  it's  squirreled  away  in  databases  and  operational 
systems,  where  you  can't  find  it  when  you  really  need  it.  You  need  Business  Objects.  Our  business 
intelligence  software  mines  your  information  whether  it's  buried  in  databases  or  supply  chain, 
customer  care,  logistics  and  finance  systems.  And  it  provides  you  instant,  actionable  intelligence  and 
analytics.  All  based  on  your  business  goals  and  metrics.  Over  13,000  of  the  world's  most  intelligent 
companies  already  use  our  software.  Shouldn't  you  be  among  them?  Call  1-800-527-0580  ext.  32 
or  visit  businessobjects.com/information  and  download  a  free  chapter  on  data  overload  from 
McGraw-Hill's  "e-Business  Intelligence." 

Business  Intelligence.  If  you  have  it,  you  know. 


Business  Objects 


OF  VERY  FAST, 


MISINFORMED 


SHEE 


NOW  THAT'S  OPPORTUNITY. 


!£  ill 


"Technology  has  created  a  global  herd  of  investors  who  can  make  the  market  overreact  faster  than  ever  before.  Some  see  this  as  a  problem.  Bui 
for  value  investors,  it's  opportunity.  Because  when  a  whole  sector  dips  based  on  one  piece  of  news,  good  companies  become  good  bargains  -  i: 
you  can  spot  them  fast  enough."  Dr.  Bob  Froehlich,  Chief  Investment  Strategist.  Scudder  is  in  position  to  spot  these  buys.  We've  built  a  global  networ 
of  analysts  and  partners.  These  experts  get  information  firsthand  and  translate  it  into  smarter  investments.  Ask  a  financial  advisor  about  oi 
worldwide  perspective.  Call  Scudder  Investments  at  1-800-621-1048.  Or  visit  www.scudder.com  for  more  of  Dr.  Froehlich's  views  on  the  markt 

SCUDDER 

INVESTMENTS 


1  Funds  Annuities  Retirement  Plans 

n  about  Scudder  Investments,  contact  your  investment  professional  and  ask  for  a  current  prospectus  or  call  1  -800-621  -ir 
jlty  before  investing.  ©2001  Scudder  Distributors,  Inc.  11924  (5/11/01)  A  member  of  &  Zurich  ScutUtr  favestmi 
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CHRISTIE  WHITMAN 

STARTS  TO  GET  SOME  RESPECT 


When  Jack  Welch  speaks,  the  White  House— any  White 
House — usually  listens.  So  it  came  as  a  shock  when 
Environmental  Protection  Agency  Administrator  Chris- 
inc  Todd  Whitman  announced  on  Aug.  1  that  General  Elec- 
tric Co.  would  be  responsible  for  the  biggest  dredging  project 
n  U.S.  history.  Despite  the  vociferous  objections  of  ge  Chief 
Executive  Welch,  a  Bush  campaign  contributor,  the  EPA  re- 
lived White  House  approval  to  order  the  estimated  $460  mil- 
ion  cleanup  of  the  Hudson  River. 

The  decision  was  even  more  shocking  in  that 
t  was  a  rare  public  victory  for  Whitman,  the 
greenest  Bushie  in  town.  It  also  signaled  that 
after  having  been  bashed  for  months  on  issues 
ranging  from  arsenic  in  drinking  water  to  glob- 
al warming,  the  President  needs  to  make  a 
•peace  offering  to  his  alienated  pro-environment 
supporters.  While  few  think  the  White  House 
wvill  now  be  repainted  green,  the  Hudson  plan 
demonstrates  that  industry  isn't  going  to  get 
everything  it  wants  from  Bush. 

Republican  Administrations  seem  to  have 
two  models  for  the  epa  job.  One  is  the  re- 
venge-of-the-Right  model;  the  other  is  the  qui- 
•et  moderate.  The  selection  of  Whitman,  the 
former  governor  of  New  Jersey  and  a  favorite 
Df  gop  centrists,  was  supposed  to  send  a  mes- 
sage to  moderates  that  they  had  a  place  at  ~ 
the  Bush  Cabinet  table. 

Trouble  is,  in  the  Administration's  early  days,  Whitman's 
place  seemed  to  be  cleaning  up  the  mess  left  by  others.  After 
losing  internal  policy  battles  to  Vice-President  Dick  Cheney 
and  chief  economic  adviser  Lawrence  B.  Lindsey  (page  92), 
Whitman  seemed  ineffectual — though  that's  not  the  way  she 
sees  it.  "I  dealt  with  these  issues  as  governor — you  don't 
make  anybody  happy,"  she  told  BusinessWeek.  "This  isn't  a 
place  for  someone  who  has  big  political  ambitions." 

Whitman's  staying  power  will  be  tested  in  coming  months, 


EPA  CHIEF:  Hudson  hero? 


when  she  will  help  make  decisions  on  issues  of  vital  impor- 
tance to  business.  Topping  the  list  is  the  epa's  interpretation 
of  a  part  of  the  Clean  Air  Act  called  "new  source  review," 
which  requires  companies  to  get  a  permit  from  the  agency 
and  meet  tough  emissions  standards  when  they  make  "major 
modifications"  to  a  plant.  Utilities  say  the  Clinton  Adminis- 
tration's strict  interpretation  stifled  innovation  and  efficiency, 
leading  to  power  shortages.  The  Clinton  epa  cited  eight  big 
utilities  for  violations — after  approving  plant  changes — and  the 
Justice  Dept.  sued  for  billions  of  dollars  in 
penalties. 

"SLEEPLESS  NIGHTS."  As  governor,  Whitman 
joined  the  federal  lawsuits,  since  emissions 
from  Midwestern  plants  blow  east.  But  insiders 
say  the  White  House  has  already  decided  to 
ease  the  Clinton  policy,  which  would  reverse 
her  stand.  "She  must  be  having  some  sleepless 
nights,"  says  Connecticut  Attorney  General 
Richard  Blumenthal,  whose  state  is  also  suing. 
Equally  tricky  will  be  the  upcoming  design 
of  the  White  House  global  warming  policy.  Af- 
ter Bush  repudiated  the  Kyoto  Protocol  to 
combat  carbon  dioxide  emissions,  the  Presi- 
dent ordered  Cabinet  members,  including  Whit- 
man, to  draft  an  alternative  that  would  ease 
criticism  from  European  allies. 

In  the  meantime,  Whitman  continues  to 
court  enviros  on  some  issues.  Among  them:  endorsing  sulfur 
reductions  in  diesel  fuel,  backing  stricter  lead-reporting  rules, 
and  creating  a  plan  to  control  haze  in  national  parks.  "As  far 
as  Bush  Republicans  go,  Whitman  is  the  best  the  environ- 
mental community  could  have  hoped  for,"  says  National  En- 
vironmental Trust  Vice-President  John  Stanton. 

As  the  White  House  prepares  a  campaign  to  woo  moderate 
voters,  Whitman's  presence  will  be  good  politics  for  Bush. 
Whether  it's  good  politics  for  Whitman  is  another  story. 

By  Laura  Cohn 


ON  THE  RECORD 


On  Aug.  2,  Washington  Correspondent 
Laura  Cohn  talked  with  Christine 
Todd  Whitman  about  her  enforcement 
philosophy  and  other  topics. 

On  cutting  the  enforcement  budget: 

We  get  things  done  much  faster  if 
we  don't  have  to  end  up  in  court  en- 
forcing. You  tend  to  get  better  results 

when  businesses  do  it  voluntarily It 

shouldn't  be  up  to  us  to  micromanage 
a  business.  I  don't  measure  success  by 
how  many  enforcement  actions  we 
have.  When  I  left  [as  governor  of] 
New  Jersey,  our  fines  were  down,  but 


the  air  was  cleaner,  the  land  was  bet- 
ter protected,  and  the  water  was 
cleaner. 

On  Bush  reversing  his  campaign 
pledge  to  reduce  C02  emissions  after 
she  had  called  it  an  Administration 
priority: 

That  was  never  about  me.  The 
President  admitted  he  had  changed  his 
policy.  I  have  no  problem  with  that. 
From  my  perspective,  everybody  was 
making  a  bigger  deal  of  it  than  it  was. 

On  her  decision  to  proceed  with  a 


Clinton  plan  to  force  GE  to  dredge 
PCB  pollution  from  the  Hudson  River: 

It  came  down  to  looking  at  the  sci- 
ence. As  a  governor,  I  had  made  up 
my  mind  that  pcbs  were  bad.  There 
was  no  question  in  my  mind. 

On  the  politics  of  the  environment: 

We  always  knew  it  would  be  a  big  is- 
sue  It's  a  partisan  atmosphere  here. 

It's  also  the  mind-set  that  people  from 
Texas  can't  be  "pro"  the  environment. 

On  running  for  senator  from  New  Jersey: 
Absolutely  not. 


International  Business 


SOUTH  KOREA 


A  LONG  TRIP 
TO  SCHOOL 

Why  parents  are  enrolling  kids  abroad 


Choi  Hye  Sook  has  been  separated 
from  her  husband  for  almost  a 
year.  She  didn't  leave  her  Seoul 
home  because  her  marriage  went 
bad.  She  did  so  to  get  her  daughter, 
Yoon  Hye  Bin,  a  decent  education, 
something  Choi  deems  impossible  in 
South  Korea.  So,  while  dad  continues 
to  labor  as  a  television  producer  back 
home,  mother  and  daughter  have  moved 
to  a  one-bedroom,  rented  apartment,  in 


the  Vancouver  suburb  of  Coquitlam, 
where  Hye  Bin  attends  Riverside  Sec- 
ondary School.  There,  the  17-year-old 
would-be  doctor  is  focusing  on  the  sci- 
ences and  taking  advantage  of  a  sys- 
tem that  encourages  creativity  and 
problem-solving.  While  learning  in  Eng 
lish  was  a  struggle  at  first,  requiring 
extra  tutoring,  Hye  Bin  has  a  B  aver- 
age, according  to  Mom. 

But  make  no  mistake:  This  is  a  seri- 


ous sacrifice.  Hye  Bin's  $8,200  tuitio 
(what  Canada  charges  foreigners  to  at] 
tend  its  public  schools),  $21,000  annut] 
living  costs  in  Canada,  plus  fees  for  a: 
other  daughter  attending  a  Norwegia: 
university,  eat  up  70%  of  the  father1 
income.  And  the  strains  on  family  li: 
are  incalculable.  "Because  of  [Korea's 
ridiculous  education  system,"  says  Cho 
49,  "our  family  is  torn  apart.  I  can 
help  being  angry  with  the  government. 
NO  FLAIR.  Choi  is  far  from  alone.  He 
daughter  is  part  of  a  growing  army  c 
Korean  children  attending  school  abroac 
Parents  have  long  decried  an  educatio 
system  with  large  classes,  rote  learr 
ing,  and  a  rigid  curriculum  devised  b 
bureaucrats.  To  be  sure,  Korean  kidr 
excel  in  math  and  science,  but  critic] 
complain  that  the  schools  don't  instill  i 
them  the  creative  flair  needed  to  iniK 
vate  and  build  a  knowledge-based  ecor 
omy.  With  China  industrializing  and  trjj 
ing  to  best  Korean  companies  in  sector! 
ranging  from  steel  to  shipbuilding  t 

home  ,.|,v!  mines,  Korea  ninsl    move  U 
the  value  chain.  "Unless  we  have  a  goo 

supply  of  brains,  Korea  laces  the  dange 

of  becoming  a   marginal   player."  say' 

Park  Seung  Rok,  head  of  the  Cents 


ENGLISH  CLASS 

Yoon  Hye  Bin  now 
attends  high  school  in  a 
Vancouver  suburb 

for   Corporate    Studies,    a 
business-funded  think  tank. 
That's  where  foreign,  and 
particularly   Anglo-Saxon, 
schools  come  in.  Not  only 
do  they  emphasize  individu- 
ality,  they   also   offer  in- 
struction in  English,  an  in- 
creasingly prized  asset  in 
Korea.  Another  plus:  The 
workload     at     Australian, 
Canadian,  U.S.,  and  New 
Zealand  secondary  schools 
is  less  arduous  than  in  Ko- 
rea, where  kids  put  in  18- 
hour  days,  including  time 
spent  with  private  tutors  or 
at  cramming  schools.  Final- 
ly, attending  foreign  sec- 
ondary schools  means  stu- 
dents can  more  easily  get 
into  foreign  universities — 
and  avoid  the  intense  rival- 
I  ry  for  spots  at  home.  "The 
I   Korean  education  sys- 
I  tern  has  lots  of  things 
I  to  be   admired,"  says 
I  Kim  Heung  Ju,  direc- 
I  tor  general  of  the  state- 
I  funded  Korean  Educa- 
ional  Development  Institute.  "The 
roblem  is  only  a  handful  of  uni- 
ersities  matter  in  Korea.  That 
jads  to  excessive  competition." 

Until  recently,  Korean  children 
uder  17  weren't  allowed  to  flee 
verseas  for  school.  Deeming  it  un- 
iatriotic,  the  government  had  the 
ight  not  to  renew  the  passports  of 
hose  who  flouted  the  law.  In  1998, 
arents  successfully  sued  the  gov- 
rnment  over  the  matter,  and  last 
November  Seoul  began  allowing 
dgh  school  students  over  the  age  of  15 
o  study  abroad.  Tens  of  thousands  of 
torean  youngsters  have  since  headed 
o  overseas  secondary  schools,  and  an 
acreasing  number  are  opting  for  for- 
eign universities,  too  (table).  While  the 
J.S.  won't  allow  noncitizens  to  attend 
tublic  schools,  many  Koreans  do  so  ille- 
gally after  putting  in  a  couple  of  years 
it  a  private  institution.  Canada,  Aus- 
ralia,  and  New  Zealand  allow  foreign 
■tudents  to  attend  public  schools  at  a 
■est  of  $3,500  to  $8,200  per  year. 

Back  home  in  Korea,  the  exodus  is 
laving  both  a  sociological  and  economic 
mpaet.  Stay-behind  fathers,  dubbed 
'temporary  bachelors,"  are  now  so  nu- 


merous they  have  formed  associations  to 
swap  information  about  their  kids'  for- 
eign education.  A  thriving  consulting 
business  has  sprung  up  to  help  parents 
navigate  the  immigration  process  or  ac- 
quire study  visas.  And,  as  they  did  long 
before  relaxing  the  law  that  prevented 
kids  from  heading  overseas,  officials  fret 
that  the  nation's  best  and  brightest  may 
never  return  home. 

MORE  MONEY.  The  government  realizes 
it  must  do  something  fast.  In  late  July, 
Seoul  rolled  out  a  new  plan  to  overhaul 
the  education  system.  It  promises  to 
ditch  rote  learning  and  foster  creative 
and  independent  thinking.  Seoul  has  ear- 
marked $12.8  billion,  from  2001  to  2004, 
to  hire  23,600  teachers.  The  goal  is  to 
reduce  the  number  of  high  school  stu- 
dents per  class,  from  an  average  of  43 
to  35  or  less.  The  money  also  will  be 
used  to  train  instructors  to  teach  more 
creatively  and  encourage  discussion.  And 
beginning  next  year,  Korea's  heavily 
regulated  schools  nucoDHDneuen 
and  universities  will    OVERBURDENED 

have  more  discretion  Students  in  Korea 
to  set  their  own  often  slog  through 

curriculum  and  ad-    ,  e  ,  , 

missions  procedures,    -l-o-nour  QayS 


Exodus 

Top  destinations  for  Korean  students" 


1998 

2000 

BOSTON             7,600 

8,000 

LONDON             3,200 

7,600 

LOS  ANGELES     8,700 

118,400 

SYDNEY            14,400 

21,400 

TORONTO         25,600 

35,700 

VANCOUVER        7,000 

8,100 

'Includes  secondary  and  university  students 
Data:  Korean  Foreign  Ministry 

Skepticism  abounds.  The  government 
has  made  numerous  changes  to  the 
school  system  in  the  past  two  decades, 
but  they  have  been  geared  more  to 
catch  votes  than  fix  the  system.  For  in- 
stance, the  authorities  abolished  en- 
trance exams  for  secondary  schools  after 
low-income  voters  complained  that  rich- 
er families  had  an  unfair  advantage  be- 
cause they  could  afford  tutors.  Seoul 
also  made  a  multiple-choice  test  the 
most  important  criterion  for  college  ad- 
mission, meaning  universities  couldn't 
set  their  own  entrance  requirements. 
The  result:  While  cramming  intensified 
to  prepare  kids  for  multiple-choice  tests, 
overall  academic  performance  of  high 
school  students  worsened.  It  hasn't 
helped  that  education  is  a  political  foot- 
ball. Since  taking  office  in  1998,  Presi- 
dent Kim  Dae  Jung  has  replaced  his 
Education  Minister  six  times — each  time 
for  political  reasons. 

Critics  insist  that  far  more  radical 
steps  are  necessary.  "We  have  had 
many  discussions  about  reshaping 
the  education  system  without  any 
success,"  says  Kim  Ki  Hwan,  an  ad- 
viser to  Goldman,  Sachs  &  Co.  and 
a  former  Vice  Industry  Minister. 
"The  shortcut  is  to  promote  compe- 
tition by  letting  respectable  foreign 
institutions  set  up  their  operations 
here."  The  government's  reform 
plan  calls  for  a  pilot  project  in 
which  a  top  foreign  graduate  school 
would  open  a  Seoul  branch  in  the 
latter  half  of  next  year.  There  is 
also  talk  of  allowing  foreign  private 
secondary  schools  to  set  up  shop. 

Others  see  a  glimmer  of  hope  in 
the  info-tech  revolution.  With  more 
than  40%  of  Korea's  households 
boasting  broadband  Internet  access, 
Korean  students  could  one  day 
learn  at  home.  In  the  past  two 
years,  more  than  500  education  Web 
sites  have  been  launched  to  teach 
everything  from  English  to  math 
to  graphic  design. 

It  will  be  years,  however,  before  the 
tech  revolution  has  a  significant  impact 
on  Korean  education.  And  government 
reforms  may  take  just  as  long  to  pay 
off.  In  the  meantime,  more  and  more 
parents  such  as  Choi  will  look  over- 
seas— even  if  it  means  splitting  up  the 
family.  "The  trend  is  a  source  of  opti- 
mism," says  Kang  Bong  Kyun,  presi- 
dent of  the  Korea  Development  Insti- 
tute and  a  former  Finance  Minister.  "It 
underlines  the  importance  Koreans  at- 
tach to  education."  True,  but  tha 
sumes  kids  studying  overseas  today  will 
return  to  help  build  Korea  tomorrow. 
By  Moon  Ihlwam  in  Seoul 
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BANKING 


WHY  SHAREHOLDERS 
ARE  PICKING  ON  HSBC 

They  want  takeovers,  not  just  solid  returns 


j 


Iohn  Bond  runs  the  world's  second 
most  profitable  bank.  But  no  one  will 
ever  accuse  the  chairman  of  Britain's 
usee  Holdings  PLC  of  living  it  up  at 
shareholders'  expense.  Bond  is  a  notori- 
ous penny-pincher.  His  latest  money-sav- 
ing trick:  For  trips  to  the  London  air- 
port, he  sometimes  calls  a  motorcycle 
service  that  zips  him  through  traffic 
faster  and  more  cheaply  than  a  taxi.  Cost 
efficiency  is  "a  way  of  life  for  us  at 
hsbc,"  says  the  60-year-old  Bond. 

fiservative  strategy  is  pay- 
ing off,  even  as  economies  and  markets 
slump  in  the  78  countries  where  the 
bank  operates.  Its  earnings  have  held 
up  far  better  than  those  of  its  peers 
(table).  On  Aug.  6,  the  136-year-old 
posted  solid  half-year  results. 
ix  profit  was  $5.4  billion,  up 
1%  from  the  same  period  in  2000,  not 


MUM'S  THE  WORD 

Bond  has  never  ruled 
out  a  future  bid  for 
Merrill  Lynch 

bad  in  this  market. 
So  should  Bond's 
tightfisted  approach 
be  a  model  for  the  in- 
dustry? Investors  ap- 
parently don't  think 
so.  The  bank's  share 

I'^f  -    price  has  been  pum- 

I   meled.    Its    stock    is 
I   down   18% 
terms   this 
par      with 
Lynch     & 

Morgan  Stanley,  in- 
vestment banks  that 
had  dizzying  drops  in 
second-quarter  earn- 
ings. Citigroup — the 
world's  most  profitable 
bank — reported  only 
marginally  better 
-  earnings  than  hsbc, 
but  its  stock  has  held  up  much  better. 

Clearly,  Bond  has  a  problem  getting 
respect  from  investors.  Analysts  say  the 
market  is  telling  hsbc  it  needs  to  beef  up 
its  services,  especially  in  such  areas  as  in- 
surance, where  Citigroup  has  the  upper 


in  dollar 

year,   on 

Merrill 

Co.     and 


Tortoise  vs.  Hares? 


HSBC's  dull  strategy  is  working, 
but  the  markets  aren't  cheering 

BANK  1st  HALF  EPS  2001 

2001  VS.  2000    SHARE  PRICE 


Chase,  and  Bank  of  America  a 
bulking  up.  In  the  past,  hsbc  i 
sisted  it  only  wanted  to  get  10 
of  total  profits  from  the  volati 
trading  business.  Lately,  Bond  h| 
stopped  stressing  the  point, 
that  a  sign?  Perhaps,  but  "hsb> 
management  is  incredibly  prude; 
and  they'll  only  move  at  the  rig 
time,"  Trippitt  says. 
A  DURABLE  RUMOR.  That's  o 
reason  why  the  market  remai: 
fixated  on  hsbc's  relationship 
Merrill  Lynch.  For  some  time, 
mors  have  swirled  that  HS 
would  nab  the  No.  1  U.  S.  brok 
age.  Bond  insists  he  won't  mak 
move  just  to  thrill  the  marke 
"We  have  the  greatest  respect 
one  another,"  he  says  of  Me 
"There  are  lots  of  people  out  the 
whom  we  respect  and  admire,  b 
that  doesn't  mean  we  are  goii 
to  become  united." 

Bond  has  never  quite  denied 
would  make  a  play  for  Merrill,  wi 
which  hsbc  now  runs  an  online  ban 
But  as  long  as  shareholders  don't  app 
too  much  pressure,  he  can  afford 
wait.  Meanwhile,  he  is  doing  what  he 
best  at:  taking  the  numerous  midsi 
acquisitions  the  bank  has  made  of  la 
and  integrating  them  into  its  rigorov 
profit-driven  culture.  The  bank  is  still 
gesting  two  acquisitions  it  made  in  20( 
Republic  Bank  of  New  York  and  Saf 
Holdings  in  the  U.S.,  and  Credit  Cor 
mercial  de  France,  one  of  France's  mo 
profitable  banks 

ccf  is  turning  out  to  be  especial 

promising.  "We  both  have  the  same  s 

of  values,  which  makes  for  an  easy  i 

tegration,"  says  ccf  Chairman  Charl 

de  Croisset.  Buying  ccf  gave  hsbc 

much    needed    entree   into   the   eu 

zone — a  priority  area  since  the  lucr 

tive  market  in  euro-denominated  bon 

goes  increasingly  to  Continental  ban! 

At  the  same  time,  hsbc  has  w< 

plaudits  for  making  acquisitions  in  ma 

kets    such    as    Taiwan,    Greece,    at 

Turkey,  where  Boi 

has  found  good  vs 

ue.  But  the  mark 

will  remain  wary 

til    Bond    makes 

splashy  purchase 

asset    manageme 


hand  with  its  Travel- 
ers subsidiary.  Corpo- 
rate customers,  in 
particular,  want  one- 
stop  financial  shop- 
ping. Moreover,  points 
out  Bear,  Steams  & 

Co.  analyst  Michael      HrbL 72:™. Zl'J**!....     or  investment  ba: 

Trippitt,    "there    is      CITIGROUP  +2  -0.44  ing— or  convincin 

some  confusion  in  the     j  p  MORGAN  CHASE  -46  -5  85  demonsi  rates    th 

marketplace     about      -jjjjjjj^j^j ^         ^g slow  and  steady  a 

hsbcs  aspirations  in      keep    winning     1 

investment  banking,"      MERRILL  LYNCH -34.2 -18.27 race. 

an   area   Where   Citi-         -As  of  S/7/Ol  Data:  Bloomberg  Financial  Markets.  HSBC  /-'.'/    hfrril    Cil/i 

group,  J.  P.  Morgan  in  London 
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Presenting  the  all-new  Mercury  Mountaineer.  With  an  available  4.6-liter,  239-hp  V-8, 
and  precision-tuned,  independent  rear  suspension,  it  can  readily  accommodate  just  about 
any  type  of  terrain  that  comes  your  way.  No  matter  how  demanding.  Including 
those  canyons,  peaks  and  valleys  most  of  us  refer  to  as  — around  town. 

The  SUV  built  for  here,  is  here.  ( (*■. 


888-566-8888        2002mountaineer.com        2002   Mountaineer  Mercury 
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TURKEY 


CRASH  CONTROL 

FOR  A  BROKEN  ECONOMY 

Dervis' job  is  to  get  the  country's  finances  on  track 


Kemal  Dervis  says  he  always 
planned  to  go  home  to  Turkey. 
The  52-year-old  economist  envi- 
sioned a  genteel  retirement  from 
his  longtime  post  at  the  World  Bank  in 
Washington.  But  his  homecoming  has 
been  abrupt — and  anything  but  leisurely. 
In  February,  his  old  friend  Prime  Min- 
ister Bulent  Ecevit  called:  The  lira  had 
plunged  after  a  political  crisis.  Days  lat- 
er, he  named  Dervis  Economy  Minister. 
The  crisis  was  Turkey's  worst  in 
decades.  Its  banks  had  borrowed  bil- 
lions of  dollars  at  low  rates,  converted 
them  to  lira,  and  bought  high-yielding 
Turkish  government  T-bills.  The  strat- 
egy worked  until  the  lira  lost  40%  of  its 
value  in  a  few  days.  Interbank  interest 
rates  hit  7,000%.  Unable  to  pay  their 
dollar  debts,  most  Turkish  banks  were 
technically  insolvent. 

Dervis  set  to  work.  Within  weeks,  he 

got  a  fractious  legislature  to  pass  15 

laws — from  deregulating  natural  gas  and 

sugar  prices  to  sweeping  bank  reform. 

0  worked  his  contacts  in  interna- 

ii  inal  institutions  to  coax  $8  billion  out  of 

the  International  Monetary  Fund,  on  top 

of  the  $11  billion  committed  since  1!)!)!). 

months  later,  Dervis'  program  is 

■  I    l     The   lira  has  stabilized, 

though  al    L.3  million  to  the  dollar.  In- 


flation, 16%  in  May,  dipped  below  3% 
last  month.  Dervis  predicts  Turkey's 
current-account  deficit  will  swing  to  sur- 
plus this  year.  Now-cheap  Turkish  ex- 
ports, from  cars  to  carpets,  are  rising 
despite  the  global  slump. 

No  one  has  declared  victory,  least 
of  all  Dervis.  "Are  we  really  going  to 
join  the  club  of  economically  well-man- 
aged countries?  That's  a  battle  we'll 
have  to  win  beyond  the  short  term,"  he 
says.  The  economy  will  contract  this 
year  by  5.5%.  Foreign  reserves  are 
desperately  low,  the  bond  market  mori- 
bund. The  squabbling  three-party  coali- 
tion that  ignited  the  crisis  still  rules. 
It's  not  clear  they  back  painful  reforms. 

It's  the  diciest  situ- 
ation in  major  emerg- 
ing markets,  except 
Argentina.  Still, 
Dervis  has  made  re- 
markable progress 
where  it  counts  most: 
the  banks.  Because  of- 
ficials swapped  bank 
licenses  for  political 
favors,  Turkey  was 
full  of  private-sector 
banks  that  mostly 
speculated  in  govern 
men!  debt.  Meanwhile, 


VANISHING  ACT 

Devalued  in  February,  the  Turkish  lira  now 
trades  around  1.3  million  to  the  dollar 
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CRISIS:  Banks     state  banks  fed  poli 

have  been  cians'  pet  projects.  ' 

seized  and  was  pretty  clear  t 

restaffed  banking  was  the  soft 

derbelly  of  the  enti 

economy,"  says  Rusdu  Saracoglu,  a  fc 

mer  governor  of  Turkey's  central  ban 

Yet  no  one  tried  seriously  to  reform 

because  it  benefited  politicians  so  ric 

Until  Dervis.  He  replaced  the 
hacks  at  state-owned  banks  with  prof 
sionals.  Using  $45  billion  in  new  de 
he  recapitalized  state  banks  and  privai 
banks  that  had  been  seized.  He  clos< 
Emlak  Bank,  a  state  bank  used  to  p 
funds  into  housing.  "This  cuts  the 
ies  to  politicians,"  says  an  admiri 
Mustafa  Koc,  a  director  of  Koc  Holdin 
a  top  Turkish  industrial  group. 
TOUGH  LOVE.  Taking  the  politics  out 
the  state  banks  won't  be  easy,  though, 
Vural  Akasik,  whom  Dervis  chose 
run  Turkey's  largest  bank,  Ziraatba: 
has  found.  When  he  tried  to  trim 
1,300  branches  and  cut  off  cheap  loan 
farmers  occupied  branches.  In  Ankar 
bank  employees  attacked  him.  The  ex-i 
vestment  banker  wants  a  governmei 
decree  to  authorize  the  closures.  "Wh 
I  started,  I  thought  I  had  full  politic 
support,"  he  says.  "Without  it,  I  car 
carry  out  my  mission." 

Private-sector  banks  are  gettir 
Dervis'  tough-love  message.  Those  th 
can't  meet  capital  requirements  are  b 
ing  seized  and  sold.  "It's  a  good  messag 
to  the  market  that  these  banks  are  b 
ing  sold  off.  It  means  we  are  puttir 
them  back  into  action  in  the  economy 
says  Engin  Akcakoca,  the  head  of  tl 
Banking  Regulation  &  Supervisk 
Agency. 

Prowling  foreign  banks  are  a  key  si£ 
that  Dervis'  reforms  are  real.  Britair 
HSBC  Holdings  PLC  is  buying  Demi 
bank.  Italy's  Banca  Intesa  is  negotiatir 
for  a  stake  in  Garanti  Bank.  In  a  fe 
years,  foreign  banks  will  control  on 
quarter  of  Turkish  deposits,  vs.  2%  nc 
Akcakoca  says. 

Foreign  bank  buyers  are  betting  th: 
Dervis'  actions  w: 
stick  no  matter  whe 
in  power  in  Ankar 
the  markets  don't  b 
lieve  him  yet.  Sti 
"nobody  benefits  fro 
forcing  the  econom 
program  to  collapse 
says  a  Western  dip] 
mat.  If  Dei-vis  c; 
convince  TVirkey's  m, 
opic  politicians  of  th; 

he   m.iy   yet    prevail. 

By  John  Rosaa\ 
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you   thought   mass   storage   and    memory 
was   all   smooth    sailing,   WAIT   until 
the   new   high-speed    internet   arrives. 
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INFINEON    is  the  only  high  tech  company  with  all  the  semi- 
conductor technologies  needed  to  bring  the  new  internet  together. 

That  includes  high-speed  wireline  and  wireless  technologies  as  well 
as  security  and  encryption  solutions  to  make  your  data  safer  than  ever, 
wherever.  Which  is  important  because  the  new  internet  is  going 
to  be  a  new  experience.  Warp  speed  data  transmission,  wire- 
less, anytime,  anywhere.  Imagine  the  sheer  amount  of  data 
that's  going  to  produce?  That'll  need  a  lot  of  storage!  Thankfully  Infineon  is 
a  leader  in  semiconductor  technology  for  mass  storage  solutions,  and  new 
memory  technologies  as  well. 

So  before  the  new  internet  gets  here,  make  sure  your  storage  system 
doesn't  leave  you  high  and  dry,  think  Infineon,  then  contact  us. 


www.infineon.com/convergence 
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1  WEAKENED  ARAFAT 

MIGHT  BE  AMONG  THE  CASUALTIES 


Palestinian  leader  Yassir  Arafat  is  looking  desperate.  With 
his  popularity  falling  and  Israeli  attacks  on  Palestinian 
targets  growing  increasingly  deadly,  Arafat  seems  to  be 
jroping  for  a  way  out  of  the  spiraling  conflict. 

His  predicament  opens  a  narrow  window  for  a  U.  S.-led  me- 
liation  effort.  Trouble  is,  the  Bush  Administration  is  still 
•eluctant  to  become  enmeshed  in  often  thankless  diplomacy 
>etween  the  Palestinians  and  Israel.  Without  U.S.  help, 
.hough,  the  two  sides  are  unlikely  to  find  their 
vay  to  a  cease-fire  anytime  soon. 

Arafat's  position  could  become  increasingly 
)recarious — making  an  eventual  deal  between 
.he  Israelis  and  Palestinians  even  more  unlikely. 
\rafat  is  losing  influence  to  leaders  such  as  Mar- 
van  Barghouti,  chief  of  Arafat's  Fatah  organiza- 
,ion  in  the  occupied  West  Bank.  Barghouti,  41, 
las  been  a  kingpin  of  the  intifada  and  favors  an 
incompromising  approach  toward  Israel.  On 
\ug.  6,  he  called  for  a  Palestinian  "national  unity" 
government  still  headed  by  Arafat  but  including 
nilitant  groups  Hamas  and  Islamic  Jihad. 

Barghouti  lacks  Arafat's  stature.  But  many 
Dalestinians  think  the  reform-minded  leader  offers 
in  attractive  contrast  to  Arafat's  seamier  inner 
:ircle.  While  Arafat  is  unlikely  to  be  ousted,  he 
:ould  be  increasingly  relegated  to  a  figurehead 
*ole  as  others  call  the  shots.  "Arafat  is  not  the 
?uy  for  confrontation  with  the  Israelis,"  says  ~ 
Rashid  Khalidi,  a  University  of  Chicago  history  professor 
ind  author  of  several  books  on  the  Palestinians.  "If  [they] 
want  someone  bloodthirsty,  there  are  younger  bucks." 

Indeed,  a  recent  poll  by  the  Palestinian  Center  for  Policy  & 
Survey  Research  in  Ramallah  shows  that  Arafat's  support  has 
fallen  to  33%  from  46%  a  year  ago.  For  the  first  time,  backing 
for  Hamas  and  Islamic  Jihad  is  level  with  Arafat's  Fatah.  The 
survey  also  shows  that  80%  of  the  population  favors  armed 
eonflict  with  Israel.  "The  public  mood  stands  strongly  behind 


BARGHOUTI:  Kingpin 


the  violence,"  says  Khalil  Shikaki,  director  of  the  center. 
Such  sentiments  make  it  hard  for  Arafat  to  snuff  out  the  in- 
tifada. But  doing  so  could  be  the  only  way  for  him  to  seize  the 
initiative.  "He  is  on  a  path  in  which  his  overall  authority  is  di- 
minished," says  former  U.  S.  Middle  East  negotiator  Dennis  B. 
Ross.  "It's  in  his  interest  to  impose  order."  That  is  why  he 
might  be  tempted  back  to  negotiations.  Arafat  has  put  out 
feelers,  including  a  letter  to  President  Bush,  asking  for  help  in 
implementing  recommendations  of  the  commis- 
sion headed  by  former  Senator  George  Mitchell 
(D-Me.).  If  the  U.S.  helped  put  some  of  Mitchell's 
proposals  into  practice — such  as  putting  an  end  to 
Israeli  settlement  building — Arafat  could  portray 
the  move  as  a  victory  that  would  justify  stopping 
the  intifada. 

Should  Arafat  somehow  stop  the  violence,  then 
Israeli  Prime  Minister  Ariel  Sharon  might  be 
persuaded  to  play  along.  But  these  are  mighty 
big  ifs  and  are  unlikely  to  happen  without  force- 
ful U.S.  arm-twisting,  particularly  of  Sharon. 
The  Israeli  leader  still  enjoys  popular  support 
for  his  so-far-unsuccessful  efforts  to  pound  the 
Palestinians  into  submission. 

Unfortunately,  the  best  chance  to  stop  the 

killing  may  be  an  escalation  in  the  violence  to 

such  levels  that  it  forces  the  U.S.  to  intervene. 

It  would  take  a  major  event — a  big  suicide 

~  bomb,  say,  and  a  massive  Israeli  reprisal — to 

trigger  that  scenario.  Whether  it  wants  to  or  not,  the  Bush 

Administration  should  get  ready. 

By  Stanley  Reed  in  London,   with  Neat  Sandler  in 
Jerusalem  and  Stan  Crock  in  Washi7igton 


BusinessWeek  Online 


For  a  Q&A  with  former  U.S.  Middle  East  negotiator  Dennis  B.  Ross, 
go  to  www.businessweek.com. 


GLOBAL  WRAPUP 


AFTERMATH  OF  GENOA 

►  Mounting  evidence  of  police  brutali- 
ty at  the  Group  of  Eight  summit  last 
month  in  Genoa  and  alleged  human 
rights  abuses  against  jailed  demonstra- 
tors may  force  Italian  Prime  Minister 
Silvio  Berlusconi  to  cancel  a  NATO  sum- 
mit planned  for  September  26-27  in 
Naples.  A  United  Nations  Food  & 
Agricultural  Organization  meeting 
scheduled  for  November  in  Rome  is 
also  in  doubt.  On  Aug.  8,  the  Italian 
government  opened  a  parliamentary 
inquiry  into  the  violence  at  the  G-8 


summit,  which  left  some  200  demon- 
strators injured  and  one  dead. 

Serious  revelations  would  focus  a 
painful  spotlight  on  defects  in  Italy's 
democratic  intstitutions.  Already, 
lawyers  for  the  wounded  have  filed 
eight  criminal  inquiries,  and  three  po- 
lice officers  have  been  fired.  The  fall- 
out could  be  tough  to  manage  as  inter- 
national outrage  over  Genoa  grows. 

JOSPINS  BUDGET  WOES 

►  A  slowing  economy  could  force 
French  Prime  Minister  Lionel  Jospin 
to  make  politically  sensitive  cuts  in  do- 


mestic spending,  just  as  he  gears  up  to 
run  against  President  Jacques  Chirac 
in  2002.  France  reported  on  Aug.  6 
that  its  budget  deficit  widened  to 
$14  billion  during  the  first  half  of  the 
year  and  warned  that  full-year  tax  rev- 
enues would  likely  fall  $3  billion  short 
of  predictions,  as  economic  growth 
slows  to  around  2.1%  vs.  earlier  esti- 
mates of  3.3%.  Under  pressure  from 
the  European  Union  to  contrdl  deficits, 
Jospin  may  have  to  trim  popular  pro- 
grams— such  as  a  $3  billion-a-year 
youth  employment  scheme — in  the 
2002  budget  he  presents  in  the  fall. 
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The  dot-com 
flameout  and 
ensuing  slump 
have  not  shaken 
America's  faith 
in  technology 
and  renewed 
prosperity 

By  Lee 
Walczak 

Illustration  by 

Marc 

Burckhardt 


f  history  is  any  guide,  Ameri- 
ca could  have  reasonably  ex- 
pected to  slouch  toward  the 
new  millennium  in  a  fin  de 
siecle  funk.  Instead,  the  U.S. 
economy  rocketed  through  the 
Nineties  at  what  used  to  be 
called      Internet      speed. 
Propelled  by  the  potent  mix 
of  information  technology  and 
ready  capital,  the  economy 
broke  free  of  the  gravitational  pull  of 
slow  growth  and  soared  for  the  stars. 
The  result  was  a  virtuous  cycle  of 
prosperity  that  soothed  deep-seated 


social  ills  even  as  it  appeared  to  defy  the  laws  < 
physics — and  economics.  The  nation  experience 
rapid  growth,  plentiful  jobs,  glorious — or  so 
seemed — investment  opportunities,  and  not  even    « 
speck  of  inflation  for  the  Fed  to  stomp  on. 

Then  everything  went  suddenly,  spectacularl 
wrong.  With  a  swiftness  that  caught  business  leac 
ers  and  economists  off  guard,  the  extraordinar 
New  Economy  boom  flared  like  a  supernova  an 
went  dark.  The  aftermath  has  been  ugly:  a  yeai 
long  downturn  of  unexpected  duration  and  deptl 
an  investment-led  slump  that  still  holds  the  U 
and  the  world  economy  in  its  grip.  The  Big  Bus 
vaporized  corporate  profits,  scorched  investmer 
portfolios,  laid  waste  to  the  technology  sector,  anl 
humbled  scores  of  dot-com  "visionaries."  It  hal 
also  inspired  endless  soul-searching  about  thl 
meaning  of  the  celestial  fireworks  we  witnesses 
The  question  on  everyone's  lips:  Now  what? 

Now  this:  The  New  Economy  that  launched  tlij 
sizzling  growth  of  the  past  decade  is  slill  very  mucl 
alive.  The  major  change  is  a  renewed  focus  oj 
quaint  concepts  such  as  serving  customers  and  ri 
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turn  on  investment.  "Anyone  who  thinks  the  New 
Economy  is  over  because  of  the  dot-com  crash  is  ei- 
ther defining  it  too  narrowly  or  being  naive,"  says 
futurist  Alvin  Toffler.  "That's  like  saying  the  In- 
dustrial Revolution  was  over  because  some  Lon- 
don textile  plants  shut  down  in  the  1830s." 

It  is  premature  to  declare  that  the  downturn  has 
subsided,  yet  the  foundation  of  a  strong  recovery  is 
in  place.  Business  has  worked  off  excess  invento- 
ries. Consumer  spending  has  held  up  remarkably 
well,  defying  logic  and  household  balance  sheets. 
With  the  July  unemployment  rate  holding  steady  at 
the  previous  month's  4.5%,  the  labor  market  shows 
signs  of  stabilizing.  And  Alan  Greenspan's  Fed  is 
poised  to  deliver  one  more  jolt  of  monetary  stim- 
ulus to  get  the  economic  jets  firing  again.  "Some- 
thing happened  in  this  country  about  20  years 
ago,"  muses  White  House  economist  Lawrence  B. 
Lindsey.  "We  opted  for  markets,  deregulation,  and 
lower  tax  rates.  Had  we  absorbed  a  shock  of  this 
magnitude  without  these  things  in  place,  the  im- 
pact would  have  been  much  greater." 

A  tentative  return  to  economic  health,  however, 


should  not  obscure  the  deeper  meaning  of  the  his- 
toric growth  spurt  of  the  past  decade — the  longest 
sustained  expansion  in  U.  S.  history.  Will  the  prom- 
ise of  the  Information  Age  to  transform  society  for 
the  better  be  fulfilled,  or  become  just  another  casu- 
alty of  the  flameout?  Was  the  productivity  revolution 
real,  or  just  a  statistical  eddy?  Will  incomes  ad- 
vance again,  or  lapse  back 
into  the  Anxious  Eighties' 
dreary  pattern  of  stagnation? 

Judging  by 
America's 
mood   today, 
the  answers 
to  those  questions  are 
largely  positive.  But 
does  this  reflect  the 
country's  native  optimism,  or  the  oxygen-starved 
ramblings  of  a  dazed  populace? 

A  Business WeeA/Harris  Poll  (page  76),  bolstered 
by  interviews  with  a  cross-section  of  citizens 
around  the  country,  puts  the  lessons  of  our  collec- 
tive roller-coaster  ride  into  sharper  focus.  The 


Robert  Reich     "This  is  an 


overwhelmingly  optimistic  culture. 


We're  technophiles  at  heart' 


BusinessWeek  /  August  27,  2001  75 


r.ViHHif.V-liTTTTT^  the  mood  now 


findings  suggest  that  Americans  are  emerging  from 
the  downturn  bruised  and  wiser  but  unbowed, 
singed  but  still  standing. 

They  are  resilient  people,  folks  like  Gloria  Egan, 
a  61-year-old  Albany  (Ore.)  retiree  who  lost 
$250,000  trading  tech  stocks  but  remains  committed 
to  personal  investing — the  newly  fashionable,  lev- 
el-headed variety.  "The  stock  market  is  an  oppor- 
tunity for  economic  advancement,"  declares  Egan, 
who  has  just  canceled  a  new-car  purchase  and  a 
European  vacation.  "Always  has  been." 

Indeed,  our  pollsters  found  that  most  Ameri- 
cans who  witnessed  the  New  Economy's  collision 
with  the  old  verities  of  supply  and  demand  re- 
main confident  about  the  economic  future — if  less 
than  dazzled  by  Corporate  America's  performance 
under  pressure.  Only  36%  of  those  surveyed  give 
good  marks  to  the  boardroom  set,  vs.  55%  who 
rate  ceos'  showing  as  fair  or  poor.  Some  investors 
may  have  lost  their  shirts,  but  most  haven't  shed 
their  appetite  for  investing;  many  continue  to  view 
stock  ownership  as  a  long-term  proposition  prone 
to  ups  and  downs,  and  a  large  number  are  diver- 
sifying their  holdings  and  focusing  more  on  balance 
sheets.  Small  investors  had  "unrealistic  expecta- 


tions of  instant  wealth,"  says  Barry  Gilbert,  forme: 
chief  executive  of  Miadora.com,  a  luxury-product 
Web  site  that  was  launched  in  1999  but  went  unde 
in  the  debacle  of  2000.  "How  can  you  fault  th 
25-  or  30-year-old  reading  publications  like  Busi 
nessWeek  and  asking  'Why  not  me?'" 

Judging  by  the  Business  Week/Harris  Poll,  th 
nation's  intoxication  with  science  and  technolog 
continues.  "This  is  an  overwhelmingly  optimists 
culture.  We're  technophiles  at  heart,"  says  forme- 
Clinton  Labor  Secretary  Robert  B.  Reich,  now  i 
Brandeis  University  professor.  "The  bursting  o 
the  tech  bubble  hasn't  done  much  to  change  that. 

The  public's  refusal  to  push  the  panic  buttoi 
comes  in  the  face  of  some  stiff  economic  shock; 
The  collapse  of  the  tech-stock  bubble  wiped  out  ai 
estimated  $5  trillion  in  paper  wealth.  Persona 
debt  has  been  rising  by  an  average  annualize^ 
rate  of  8.2%  a  month  since  last  October.  Man 
facturing  hit  the  skids  10  months  ago — and  staye> 
there.  At  a  particularly  inopportune  moment,  e: 
ergy  prices  took  off.  And  in  a  drama  that  is  sti 
playing  out,  the  corporate-profit  drought  is  leadin 
to  tens  of  thousands  of  layoffs. 

Yet  throughout  the  gloom,  consumers  have  kep{ 


HARRIS  POLL  WISER  BUT  UNBOWED 


How  has  the  boom/bust  economy  of  recent 
years  affected  Americans'  perennial 
optimism?  A  BusinessWeek/Hams  Poll 
of  1,022  adults,  conducted  July  20-25, 
found  that  most  Americans  believe  the 

NOW,  FOR  THE  TURNAROUND 

How  optimistic  or  pessimistic  are  you  that  the 
U.S.  can  avoid  a  lengthy  downturn  marked  by  more 
large-scale  job  layoffs,  further  weakness  in  the  stock 
market,  and  a  decline  in  Americans'  living  standards? 

Very  pessimistic 

Not  Sure/Refused... 


Very  optimistic 13% 

Somewhat  optimistic  ...50% 
Somewhat  pessimistic. 23% 


.8% 
.7% 


ACTING  RESPONSIBLY 

How  much  do  you  agree  or  disagree  with  the  following 
statements — do  you  strongly  agree,  somewhat  agree, 
somewhat  disagree,  or  strongly  disagree? 


STRONGLY 
AGREE 


SOMEWHAT 
AGREE 


SOMEWHAT 
DISAGREE 


STRONGLY 
DISAGREE 


NOT  SURE/ 
REFUSED 


Investors  must  be  willing  to  bear  greater  financial 
risks  to  assure  higher  return  on  investments 
29% 41% 17% 8% 


.5% 


The  federal  government  should  take  a  more  activist 
role  in  assuring  economic  growth 
39% 33% 16% 8% 3% 

got  too  carried  away  with  the  promise 
of  technology  to  improve  their  lives 
39% 35% 15% 9% 2% 


good  times  will  return  soon.  Still,  this  outlook  is 
tempered  by  a  sense  that  the  Brave  New 
World  of  technology  may  not  be  quite  the 
panacea  it  was  once  thought  to  be. 
Highlights  of  the  poll: 

THE  FUTURE  IS  OURS 

How  confident  are  you  that  after  the  economic 
downturn  ends,  America  can  return  to  rapid  economic 
growth,  rising  incomes,  and  good  job  opportunities? 

Very  confident 21%      Not  at  all  confident 5% 

Somewhat  confident  ...55%      Not  Sure/Refused 2% 

Not  very  confident 17% 

A  QUESTION  OF  LEADERSHIP 

How  would  you  rate  the  job  these  people  or  groups  are  doing? 

PRETTY     ONLY  NOT  SURE/ 

EXCELLENT      GOOD        FAIR        POOR    REFUSED 

President 

Bush 10% 36% 32% 16% 6% 

Democrats  in  the 

U.S.  Congress 2% 30% 43% 14%.... 10% 

Republicans  in  the 
U.S.  Congress 

Federal  Reserve 
Board  Chairman 
Alan  Greenspan 12% 41% 24% 9%. ...14% 

Leaders  of 

American  Business. ...4% 32% 40% 15%.... 10% 


.3% 31% 42% 14%. ...11% 
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MamgiKHinn-n  the  mood  now 


spending.  In  the  first  half  of 
this  year,  personal  consump- 
tion added  a  vital  2%  to  gross 
domestic  product.  That,  plus 
stimulus  from  government 
purchases,  was  about  the 
only  thing  keeping  the  econo- 
my from  flat-lining. 

Overall,  optimism  still 
reigns.  Some  63%  of  those  sur- 
veyed by  BW/Harris  said  they 
believe  the  U.  S.  will  avoid  a  painful 
recession.  A  higher  percentage — 76% 
vs.  22% — feel  that  the  country  will  resume 
its  rapid  growth  after  the  slowdown.  "It  took  the 
public  a  long  time  to  be  convinced  that  the  good 
times  were  real,"  says  Karyln  H.  Bowman,  a 
demographer  at  the  American  Enterprise 
Institute  (aei).  "They're  still  hanging  on, 
savoring  the  moment." 

That  wellspring  of  good   cheer  is 
about  to  be  thoroughly  tested.  Although 
confidence  regarding  the  future  has  risen 
for  two  months  straight  in  the  Universi- 
ty of  Michigan  survey  of  consumer  senti- 
ment and  the  Dow  has  stabilized,  the  de- 
layed blow  of  rising  unemployment  could  crush 
hopes  of  recovery. 

"People  continue  to  run  up  debt  while  assuming 
that  things  are  going  to  get  better — they  always 
have,"  says  AEI  economist  John  H.  Makin.  "But  this 
is  a  sharp  19th  century-type  investment  cycle.  It's 


Alvin  Toffler     "We  are  shifting  to  a  knowledge- 


based  economy....  Expect  turbulence,  surprises,  chance.  That's 


what  revolution  brings 


• 


not  going  to  get  better  for  a 

long  time." 

If  divining  an  upturn  re- 
mains tricky,  one  thing  can  be  said  with  certainty 
about  the  bust:  The  nearly  decade-long  stretch  of 
prosperity  that  preceded  it  has  transformed  the  na- 
tion. Millions  were  lofted  into  the  middle  class  by  the 
bounty  of  the  boom,  including  record  numbers  of 
African  Americans.  Welfare  rolls  shrank,  and  cities 
came  back  from  the  dead.  Women  advanced  in  man- 
agerial ranks  and  moved  closer  to  pay  equity  with 
male  peers.  And  while  a  lot  of  those  easy  stock-mar- 
ket profits  floated  away  like  a  child's  lost  balloon,  it 
wasn't  all  funny  money.  Data  from  the  2000  Census 
show  that  home  ownership  rates  during  the  past 
decade  rose  to  66.2%,  the  highest  level  in  the  mod- 
ern era,  according  to  the  Fannie  Mae  Foundation. 
Technology  blossomed  during  the  boom  years, 
from  Net  commerce  to  Palm  Pilots  to  cell  phones 
to  B2B  software.  Culturally,  the  nation  adopted  Sil- 
icon Valley's  tolerance  of  Casual  Fridays,  its  open- 
ness to  immigration,  and  the  tech-geek's  disdain  for 
the  middlemen  who  rake  profits  off  of  two-way 
transactions.  Disintermediation  continues  apace, 


despite  the  tech  sector's  swool 
The  boom's  spur  to  the  dl 
mocratization  of  investing  al| 
seems  destined  to  outlive 
Nearly  a  third  of  Americail 
earning  $20,000  to  $30,000 
year  now  trade  stocks,  at 
cording  to  a  Pew  Researcj 
Center  poll.  Union  member 
with   their   generous   pensic 
plans,  are  even  more  likely  ths 
their  nonunionized  counterparts 
play  the  market. 
Natasha  Zaslove,   a  32-year-old   Sz 
Francisco  lawyer  who  had  a  typically  brief  fli; 
with  a  dot-com  that  tanked,  is  philosophical  abo 
the  boom  times.  "This  was  a  really  important  er; 
she  says.  "There  should  be  no  regrets.  It  chang 
forever  the  way  people  see  their  lives.  This  who 
idea  of  being  a  free-agent  knowledge  worker — ii 
not  going  to  go  away." 

Still,  it's  hardly  surprising  that  Americans  thi: 
technophilia  got  out  of  hand.  By  a  74%  to  24 
margin,  they  agree  that  "people  got  too  carri< 
away  with  the  promise  of  technology  to  impro 
their  lives."  David  L.  Barry,  a  29-year-old  M 
waukee  real  estate  exec,  is  an  example  of  t 
slightly  chastened  new  breed.  "I've  taken  more 
my  portfolio  out  of  technology,"  he  says.  "Th 
doesn't  mean  my  perception  of  technology  h 
changed.  Just  my  perception  of  the  market." 

At  bottom,  America  remains  a  nation  hook 
on  techno-futurism,  the  near-mystical  belief 
progress  and  the  transformational  effects  of  the  I: 
formation  Age.  Someday  soon,  we  tell  ourselvej 
we'll  be  flying  to  work  uj 
ing  our  jet-propelled 
vests  and  facing  a  futui 
where  chronic  disease  hi 
been  vanquished  by  biotech.  Says  Zachary  Kar; 
bell,  author  of  A  Visionary  Nation:  "The  dot-coi 
love  affair  was  just  the  latest  in  a  series  of  effor 
to  find  the  magic  formula  for  a  better  world.  Th; 
obsession — to  find  a  link  to  spiritual  and  financi 
contentment — is  as  American  as  apple  pie.  Even 
the  gloss  is  lost  in  the  dot-com  economy,  we 
transfer  it  to  something  else." 

As  surely  as  the  sun  will  rise  over  smolderi 
ruins  in  Silicon  Valley,  America  will  resume  i 
love  affair  with  tech  as  it  awaits  the  Next  B 
Thing.  Notes  futurist  Toffler:  "The  changes 
are  going  through  are  much  bigger  than  dot-co 
and  digitization.  We  are  shifting  to  a  knowledg 
based  economy,  and  one  should  not  expect  unbr 
ken  growth.  Expect  turbulence,  surprises,  chanc 
That's  what  revolution  brings." 

Put  another  way:  Is  a  decade  of  technology 
fueled,  turbo-charged  growth  followed  by  a  shar 
correction  preferable  to  an  anemic,  uncreati 
expansion  and  income  stagnation?  Is  it  really 
choice? 

With  Alexandra  Starr  and  Richard  S.  Dunlin 
in  Washington,  and  Ann  Therese  Palmer  in  ('hint; 
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TO  A  NINE  YEAR  OLD,  "OUT  OF  STOCK"  MEANS  "NO  BIRTHDAY  PRESENT." 
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The  short  term  isn't  pretty. 
But  the  wild  ride  of  recent 
years  may  obscure  structural 
changes  that  will  soon  have 
the  economy  back  on  track 
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By  Peter  Coy 


Illustrations  by 
Jonathan  Barkat 


ECONOMY 

HOW  REAL  IS  IT? 


oes  the  New  Economy  exist?  Not  long  ago,  with  growth 
strong  and  markets  booming,  the  answer  seemed  an  obvious 
yes.  But  then  came  the  bust.  In  the  first  half  of  this  year, 
output  grew  at  an  annual  rate  of  just  1% — and  there's  still 
a  chance  of  an  outright  recession.  Many  pundits  have  left 
the  New  Economy  for  dead.  Now  they're  talking  about  the 
"Bubble  Economy." 

Not  so  fast.  We  think  that  there  really  is  a  New  Economy, 
properly  defined,  and  that  it's  here  to  stay.  In  our  view,  the 
wild  excesses  of  the  late  1990s  and  the  stock  market  plunge 
of  2000-2001  combined  to  obscure  a  fundamental  change  in  the 
structure  of  the  U.  S.  economy.  The  New  Economy  was  nev- 
er about  the  end  of  the  business  cycle.  Recessions  can  still  oc- 
cur. Nor  was  it  about  price-earnings  multiples  rising  to  the 
ionosphere.  It  was — and  is — about  an  economy  capable  of 
growing  more  rapidly  without  inflation  than  it  did  during  the 
long  slump  of  1973  to  1995,  because  of  technology-driven 
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Will  the  Productivity 
Rebound  Last? 


PRODUCTIVITY  ANNUAL 


Data:  Labor  Dept 


MatrixOne,  Agile  Software,  and  Logistics.com  elim- 
inates bottlenecks  in  supply  chains  through  infor- 
mation sharing.  And  wireless  still  holds  promise: 
Pretty  soon,  experts  say,  cell  phones  and  the  In- 
ternet will  go  together  like  peanut  butter  and 
jelly  (page  150). 

New  Economy  skeptics  have  a  more  pessimistic 
view  of  the  future  because  they  have  a  gloomier 
reading  of  the  past.  They  say  much  of  the  equip- 
ment and  software  bought  in  the  late  1990s  went 
to  waste.  And  they  argue  that  recent  downward 
revisions  of  historical  gdp  data  solidify  their  case 
that  the  profit  and  productivity  surge  of  the  pe- 
riod was  not  as  strong  as  first  believed.  When  the 
history  books  are  written,  they  say,  the  boom 
will  turn  out  to  have  been  largely  a  bubble. 
CRITICAL  MASS.  No  denying,  there  was  plenty  of 
froth.  But  the  boom  was  founded  on  something 
real.  In  the  1990s,  corporate  investment  in  infor- 
mation technology  finally  hit  critical  mass.  Com- 
puters became  a  big  enough  share  of  the  nation's 
capital  stock  to  raise  overall  productivity  and 
growth  significantly.  A  study  last  year  by  Feder- 
al Reserve  economists  Stephen  Oliner  and  Daniel 
Sichel  concluded  that  half  of  the  acceleration  in  la- 
bor productivity  improvement  of  the  late  '90s 
came  from  equipping  workers  better — "capital 
deepening,"  as  it's  called. 

Not  only  is  there  more  computing  power  than 
ever  before,  it's  also  improving  at  a  faster  rate. 
Harvard  University  econo- 
mist Dale  W.  Jorgenson 
dates  the  acceleration  to 
November,  1995,  when  In- 
tel Corp.'s  product  cycle  for 
its  microprocessors  shrank 
from  three  years  to  two 
with  the  early  introduction 
of  the  Pentium  Pro.  Intel 
has  kept  up  the  pace  since, 
most  recently  with  its  Ita- 
nium processors  for  servers 
and  workstations — its  first 
that  chew  on  64  bits  of  data 
at  once. 

Build  it  and  they  will 
(eventually)  come.  Bill  Mar- 
tin, chief  economist  of  UBS 
Asset  Management's  London-based  Brinson  Part- 
ners, points  out  that  falling  prices  for  info  tech- 
nology have  predictably  led  to  rising  volumes 
since  at  least  as  far  back  as  1971.  Paul  A.  David, 
an  economist  on  the  faculties  of  Oxford  and  Stan- 
ford universities,  thinks  there  are  still  giant  op- 
portunities for  gains  in  productivity  and  consumer- 
welfare  from  electronic  commerce  between  busi- 
nesses, from  cheaper  and  better  information  ap- 
pliances, and  from  telecommuting.  "If  the  cur- 
rent technological  wave  does  represent  a  third 
Industrial  Revolution,  the  upturn  in  productivity 
growth  could  last  for  a  couple  of  decades  or 
more,"  write  London-based  economists  Darren 
Williams  and  Richard  Reid  of  Schroder  Salomon 


Smith  Barney  in  their  new  report,  Back  to  th 
Future. 

Computers  and  telecommunications  are  genes 
al-purpose  tools.  That  means  they'll  continue  tB 
grow  in  importance,  because  they'll  be  put  tB 
uses  that  nobody  today  can  imagine.  J.  Bradforj 
DeLong,  an  economic  historian  at  the  University 
of  California  at  Berkeley,  points  out  that  elected] 
power  gave  U.S.  industry  an  annual  horsepowe 
increase  from  1880  to  1980  of  loss  than   10', 
year.  In  contrast,  since  the  late  1950s,  the  totl 
computational  power  of  the  world  has  risen  abou 
84%  a  year.  Even  if  you  assume  that  a  lot  of  thl 
computing  power  wasn't  harnessed,  that's  a  sonic 
boom  rate  of  increase.  And  performance  is  con 
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timing  to  improve  even 
during  the  slump.  A 
temporary  excess  of 
cheap  and  excellent 
technology  is  not  the 
worst  kind  of  problem 
a  society  could  have. 

True,  long-term  opti- 
mism has  to  be  tem- 
pered by  concern  about 
the  current  slump.  In 
the  New  Economy,  the 
ups  and  downs  of  the 
tech  cycle  affect  the 
overall  economy  much 
more  than  in  the  past. 
In  the  late  '90s,  info- 
tech  investment  grew 
like  wildfire — at  an  in- 
flation-adjusted annual 
rate  of  20%  from  1995 
through  2000.  Business 
and  consumer  spending 
on  information  technolo- 
gy accounted  for  one- 
quarter  to  one-third  of 
economic  growth  during 
most  of  the  period.  Now 
it's  subtracting  from 
growth.  In  the  first  half 
of  this  year,  IT  invest- 
ment fell  at  an  annual 
rate  of  6%.  And  the 
tech  downturn  isn't 
over.  From  April  to 
June,  new  orders  for 
nondefense  telecom 
equipment  fell  by  more 
than  25%. 

HIGHLY  SENSITIVE.  The 
tech  cycle  is  being  ex- 
acerbated by  the  re- 
liance of  tech  outfits  on 
funding  from  venture 
capital,  initial  public 
offerings,  and  junk 
bonds.  All  three  are 
highly  sensitive  to  the 
tverall  mood  of  the  financial  markets.  In  the  boom 
'ears,  that  was  all  to  the  good:  The  amount  of 
venture  capital  rose  from  $3.5  billion  in  1990  to 
>104  billion  last  year,  according  to  Thomson  Fi- 
lancial  Securities  Data's  Venture  Economics  unit, 
ieyond  being  sources  of  money,  vcs  sit  on  start- 
ups' boards,  help  them  find  suppliers  and  cus- 
tomers, and  redo  their  business  plans  when  cir- 
cumstances change.  Economists  Samuel  S.  Kortum 
ind  Josh  Lerner  of  Harvard  Business  School  es- 
.imate  that  a  dollar  of  venture  capital  produces 
'.hree  to  five  times  more  patents  than  a  dollar  of 
:orporate  r&d  spending. 

But  now,  tech  companies  that  need  money,  es- 
pecially startups,  are  getting  the  door  slammed  in 
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their  faces.  Says  Geoffrey  Y. 
Yang,  a  partner  in  Redpoint 
Ventures,  a  venture-capital 
firm  in  Menlo  Park,  Calif.: 
"We  went  from  a  period 
where  the  cost  of  capital 
was  basically  zero  to  a  peri- 
od now  where  the  cost  of 
capital  for  the  most  ground- 
breaking ideas  is  nearly  infi- 
nite." Yang  is  proud  to  have 
put  seed  money  into  TiVo 
Inc.,  a  now-struggling  com- 
pany that  makes  it  easy  for 
busy  people  like  Yang  him- 
self to  save  TV  programs  on 
a  digital  recorder.  "I  think 
of  TiVo  up  there  with  the 
microwave  in  terms  of  how 
it's  changed  my  life,"  says 
Yang.  "But  I  doubt  we 
would  invest  in  a  company 
like  that  today  as  a  startup. 
Which  is  a  pity."  Yang  fears 
that  "normal  conditions" 
won't  return  in  the  tech  sec- 
tor until  late  next  year  or 
early  2003. 

No  wonder  people  are 
moping  in  Silicon  Valley.  But 
each  time  the  U.S.  tech  sec- 
tor falls  into  a  trough,  new 
technologies  and  companies 
emerge  to  lead  it  forward 
again.  And  it  could  happen 
sooner  than  the  pessimists 
fear.  The  two  keys  to  recov- 
ery will  be  innovation  and 
cost-effectiveness.  Alan 
Greenspan,  to  name  one  in- 
fluential observer,  remains 
optimistic.  "By  all  of  the 
evaluations  we  can  make," 
he  told  the  Senate  Banking 
Committee  in  July,  "we  are 
only  partway  through  a 
technological  expansion." 

It  may  take  some  time  for 
Wall  Street  to  overcome  its  fear  and  share 
Greenspan's  good  mood.  Says  Henry  Kaufman,  a 
New  York-based  investment  manager  and  eco- 
nomic forecaster:  "People  took  such  a  beating. 
You've  got  to  wipe  out  those  memory  banks." 

But  investment  will  snap  back.  With  more  mod- 
ern software  and  equipment,  American  workers 
will  be  able  to  produce  more  goods  and  services 
with  less  effort — the  very  definition  of  higher  pro- 
ductivity. Even  now  the  economy  continues  to 
grow,  keeping  the  longest  expansion  in  U.S.  his- 
tory intact.  The  New  Economy  lives.  It's  a  good 
bet  that  sometime  next  year,  the  U.S.  will  once 
again  enjoy  sustainable,  noninflationary,  and  brisk 
economic  growth.  ■ 
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By  Rich  Miller 
What  does  Alan  Greenspan 
really  think?  Senior  Writer  Rich 
Miller,  who  has  covered  the 
Federal  Reserve  chairman  for 
over  a  decade,  takes  a  fanciful 
trip  inside  the  head  of  the 
Oracle  of  Washington. 


CHANNELING 
THE  CHAIRMAN 


THE  NEW  ECONOMY 


t's  July  16,  2002.  In  a  ritual  begun  about  a 

quarter  century  ago  as  a  remedy  for  chronic 

back  pain,  Greenspan  is  starting  his  morn- 

m  ing  with  a  long  soak  in  a  hot  bath.  As  the 

world's  most  powerful  financier  poaches  himself, 

he  pores  over  staff  reports  and  begins  preparations 

for  the  workday. 

Today,  he's  putting  the  finishing  touches  on  the 
Fed's  semi-annual  economic  report  to  Congress. 
His  testimony  before  the  Senate  Banking  Com- 
mittee later  in  the  morning  will  be  laced  with  a 
surprise.  In  a  move  that  he  has  fitfully  mused 
about  for  months,  he  is  planning  to  announce  his 
retirement — some  two  years  before  his  tenure  ex- 
pires in  June,  2004. 

That  will  catch  the  world's  money  mavens  off 
guard,  Greenspan  thinks.  As  the  steam  rises  and 
he  conjures  up  images  of  the  next  day's  head- 
lines— "Global  Stocks  Dive  on  News  of  Greenspan 
Exit" — the  cliairman's  mind  wanders... 

When  Bill  Clinton  reappointed  me  back  in  2000, 
I  said  to  myself — and  more  importantly,  promised 
[my  wife]  Andrea — that  I  would  step  down  this 
year.  I'm  76,  for  Ayn  Rand's  sake!  Time  for  a 
break.  And,  besides,  I've  always  wanted  more  time 
to  work  on  my  tennis  game.  Heck,  [ex-oiA  chief] 
Bill  Webster  and  I  almost  won  the  seniors'  doubles 


cup  at  the  club  last  year.  He's  go 
that  sneaky  backhand. 

Besides,  if  I  serve  out  my  full  term 

Bush's  boy  Dubya  would  have  to  pu' 

^^^^^^     up  with  a  bit  of  awkwardness — nam 

ing  my  successor  in  the  midst  of  his 

reelection  campaign.  I've  spent  the 

past    15   years   trying   to   convince 

everyone  that  the  Fed  is  largely  abov* 
politics.  We're  not,  of  course,  but  why  should 
throw  all  that  hard  work  away  by  exposing  the 
Fed  to  the  sturm  und  drang  of  a  campaign?  Bus! 
is  going  to  have  a  hard  enough  time  finding  some 
one  to  replace  me  as  it  is. 

Anyway,  this  is  a  great  moment  to  be  saying 
goodbye.  I'm  going  out  on  top.  My  faith  in  tht 
New  Economy  has  been  vindicated.  Growth  is  tak- 
ing off  with  nary  a  whiff  of  inflation  in  the  air.  Be 
fore  you  know  it,  we'll  be  back  in  that  sweet  spol 
and  hitting  "four  by  four"  again — 4%  growth  wit! 
unemployment  falling  toward  4%. 

Getting  there  hasn't  been  easy.  The  last  year  has 
been,  well,  a  bear.  It  all  started  with  our  meeting 
in  August,  2001.  Everybody  was  on  board  for  an- 
other quarter-point  rate  cut.  But  a  lot  of  my  col- 
leagues wanted  to  signal  that  this  one  would  b< 
our  last  by  jettisoning  our  bias  toward  easier  cred 
it.  Larry  [Meyer]  started  lecturing  me  about  the 
lags  in  monetary  policy  and  all  the  stimulus  thai 
we  had  already  pumped  out.  I  knew  I  was  in  trou 
ble  when  I  saw  heads  nodding  around  the  table 
But  my  gut  told  me  it  was  the  wrong  way  to  go 
The  economy  was  still  too  fragile.  After  a  lot  oi 
back  and  forth,  I  won,  and  we  kept  the  bias. 

It  was  a  good  thing,  too.  Stuff  really  stalled  t- 
hit  the  fan  last  October.  First  that  big  Japanese 
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bank  went  bust.  What  a  surprise!  I've  only  been 
telling  Tokyo  for  the  past  dozen  years  that  they 
needed  to  do  something  to  purge  the  bad  loans 
from  their  banking  system.  Next,  that  European 
telecom  company  missed  an  interest  payment.  And 
then  our  stock  market  headed  south  as  investors  fi- 
nally got  fed  up  with  waiting  for  a  revival  of  tech 
company  profits  and  bailed  out. 

What  is  it  about  October,  anyway?  I  was  only  on 
the  job  a  couple  of  months  back  in  '87  when  the 
Dow  dived  more  than  20%  on  Oct.  19.  I'll  never 
forget  it.  I  was  going  to  give  a  speech  to  some 
bankers  in  Dallas  and  had  to  turn  around  and 
come  back  to  patch  things  up.  Then  there  was 
1998.  The  whole  financial  system  looked  as  if  it  was 
coming  unglued.  I  had  to  cut  rates  between  meet- 
ings just  to  show  that  I  was  still  in  charge.  Ah  liq- 
uidity, the  mother  of  invention. 

Of  course,  last  year's  little  episode  didn't  hold  a 
candle  to  those  earlier  conflagrations.  But  it  was  in- 
teresting nonetheless.  The  best  thing  was  that  it 
served  to  concentrate  the  minds  of  our  friends 
overseas — and  some  of  my  more  complacent  col- 
leagues at  home.  We  cut 
rates  another  half-point.  (I 
resisted  the  temptation  to  tell 
Larry  "I  told  you  so.")  Wim 
[Duisenberg,  head  of  the  Eu- 
ropean Central  Bank]  finally 
got  off  his  duff  and  started 
easing  credit,  too.  It  was 
about  time.  I  had  only  been 
urging  him  to  move  for 
months.  Even  the  Japanese 
did  their  bit.  They  came  up 
with  a  plan  to  mop  up  the 
bad  loans  that  I  had  to  admit 
had  a  good  chance  of  work- 
ing. In  the  face  of  all  that  fi- 
nancial firepower,  the  mar- 
kets turned,  the  crisis  passed. 
Ta-dah!  The  maestro  had 
done  it  again!  Truth  be  told, 


Rational  exuberance      I  was  so  startled  to  see 


capital  spending  begin  to  take  off  in  May,  2002. ..that  I 


dropped  a  spreadsheet  in  the  tub 


though,  the  real 
hero  is  the 
American  con- 
sumer. Through  it  all,  the  shoppers  just  kept  at  it. 
With  all  the  stuff  they'd  bought  over  the  years,  I 
thought  they'd  slam  shut  their  wallets.  Just  look  at 
me.  How  many  more  suits  can  I  fit  in  my  closet? 
They  look  more  or  less  the  same,  anyway.  But  I 
should  have  known  better.  Americans  just  love  to 
shop.  And  all  that  buying  of  cars  and  electronics 
and  computers  kept  the  economy  afloat. 

Some  <>l'  (hose  so-called  researchers  at  the  New 
York  Fed  have  tried  to  make  the  argument  that 


there's  no  such  thing  as  the  wealth  effect.  Balone 
It's  just  a  lot  more  complicated  than  we  thought, 
realized  something  was  up  when  Andrea  told  n 
last  year  that  one  of  our  neighbors  had  just  so 
his  house  at  20%  over  the  asking  price.  I  knew 
was  more  than  just  Republicans  moving  in  ai 
Democrats  moving  out.  House  prices  were  goir 
up  nationwide.  If  that's  not  a  wealth  effect,  I  dor 
know  what  is.  Sure,  a  lot  of  people  lost  a  lot 
money  in  the  market.  (Fortunately,  all  my  money' 
in  T-bills,  which  is  a  good  thing  now  that  I'm  goh 
to  retire.)  But  for  most  Americans,  rising  hou: 
prices  are  far  more  important  than  falling  stoc 
prices.  So  naturally,  they  kept  on  spending, 

Of  course,  that  drop  in  energy  prices  and  tl 
tax  cut  didn't  hurt.  I've  got  to  give  [Bush  ec 
nomic  adviser]  Larry  Lindsey  credit.  I've  alwa; 
thought  his  gloom-and-doom  act  was  over  the  to 
but  it  turned  out  he  was  ahead  of  the  curve  in  se 
ing  that  the  economy  would  need  a  fiscal  boost, 
ALMOST  A  WHOPPER.  But  no  sooner  did  the  econ 
my  start  showing  signs  of  life  in  early  2002  ths 
the  bond-market  vigilantes  began  to  bang  tl 
drum  for  higher  interest  rates.  And  a  couple  of  01 
regional  Fed  presidents  quickly  jumped  on  board 
March.  They  were  convinced  that  the  New  Eco: 
omy  was  dead  and  that  the  inflation  bogeym; 
was  at  the  door.  Productivity  hadn't  perked 
much,  and  capital  investment  was  still  lagging. 

I  must  confess  that  I  was  a  bit  worried.  I  dor 
like  admitting  when  I've  made  a  mistake.  Ar 
this  one  would  have  been  a  whopper.  That's  why 
was  so  glad  to  see  capital  spending  start  to  take  c 
in  May,  2002.  I  got  such  a  start  when  it  showed 
in  the  data  that  I  accidentally  dropped  a  sprea 
sheet  in  the  tub. 

Oh,  well.  All  this  is  going  to  be  someone  else 
baby  soon.  I  wonder  who  Bush  is  going  to  pick 
take  my  place.  Maybe  John  Taylor.  He's  an  Und 
Secretary  at  Treasury  now,  and  he  did  a  lot 
good  work  on  the  Fed  and  central  banking  at  Sta 
ford.  That  Taylor  Rule,  linking  changes  in  intere 
rates  to  fluctuations  in  inflation  and  unemploymer 
was  certainly  a  nifty  piece  of  business.  I  just  hoj 
John's  got  what  it  takes.  It's  one  thing  to  come  i 
with  a  rule  to  tell  what  you  should  do  with  rate 
It's  another  to  actually  raise  them 

And  it's  starting  to  look  like  it's  tin 
to  do  just  that.  Not  because  there  j^ 
any  real  risk  of  inflation.  In  the  Ne  f() 
Economy,  most  of  the  price  pressure  is  downwar 
No,  the  risk  is  that  if  we  don't  start  raising  rati 
now,  we  could  see  a  replay  of  dot-com  mania  ne: 
year.  I  couldn't  stand  that.  What  a  waste  of  mone 

But  how  far  should  we  go?  Do  we  just  snug 
rates  a  bit?  Or  do  we  do  the  full  monty  and  j   ^ 
back  up  to  &A%,  or  more?  How  do  we  manage 
boom  so  it  doesn't  ever  have  to  go  bust? 

This  stuff  is  so  fascinating,  maybe  I  should  ju 
stick  around  to  make  sure  thai  things  stay  < 
course  and  that  the  New  Economy  skeptics  kei 
eating  my  dust.  Of  course,  there's  thai  little  matti 
of  what  to  fell  Andrea.... 
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By  Lee  Walczak 


"Everyone's  now  gone  from  saying  the  money  is 
endless  to  saying  the  money  is  ended.... The  fact  is, 
the  U.S.  has  an  extremely  healthy  fiscal  position." 

LINDSEY  ON 
THE  FUTURE 

THE  NEW  ECONOMY 
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kite  House  economic  czar  Lawrence  B.  Lindsey  knows  a  thing  or  tu 
about  bust  cycles.  Three  years  ago,  in  a  move  that  shocked  fellow  coi  ,', 
servatives — but  now  seems  like  exquisite  timing — he  pulled  out  of  tl  | 
stock  market  and  began  warning  that  the  bubble  economy  was  about  to  bloi 


So  what  does  Mr.  Bear  think  now  that  he's  inside 
the  White  House  looking  out?  On  July  11,  Lindsey 
talked  with  Washington  Bureau  Chief  Lee  Wal- 
czak and  sounded  more  upbeat  than  he  has  in 
years — which  is  still  well  short  of  giddy. 

Since  you've  been  warning  about  a  financial  im- 
balance for  a  while,  I  guess  you  weren't  too  startled 
when  the  slowdown  hit. 

I  wasn't  exactly  surprised  by  it.  And  one  other 
person  who  wasn't  surprised  was  the  President.  He 
has  lived  through  a  business  cycle  like  this  in  the 
Texas  oil  industry.  When  [George  W.  Bush]  and  I 
talked  about  this  in  1998,  we  knew  two  things: 
One,  the  boom  was  going  to  end.  And  two,  we 
didn't  know  when.  So  we  designed  the  tax  cut 
with  the  expectation  that  it  would  adjust  to  the 
business  cycle. 

How  do  you  see  the  economic  situation  now? 

The  consumer  has  held  up  well,  and  one  reason 
is  that  there  has  been  a  substantial  increase  in 
long-term  household  income.  Both  monetary  and 
fiscal  policy  have  been  very  well-timed  for  this 
adjustment — which  I  think  is  still  going  on  in  the 
industrial  and  tech  sectors.  But  there  has  not  been 
a  rebound  in  corporate  profits,  which  is  a  precon- 
dition for  recovery. 

Now  that  stocks  are  down  and  401(k)  accounts  are 


in  the  red,  aren't  you  concerned  that  support  1  iL 
your  plan  to  partially  privatize  Social  Security  w  ,,■ 
ebb? 

I  think  that  a  big  reason  for  the  popularity 


ill!'  31 


personal  accounts  is  diversification.  Why  shou 
my  entire  Social  Security  retirement  be  subject 
political  risk?  The  shakeout  will  lead  fewer  peoj  [ 
to  take  the  "small  company  growth-stock  optio 
for  100%  of  their  401(k). 


fay  i 


The  slump  seems  to  be  drying  up  the  federal  si 
plus  at  a  rapid  clip.  Are  you  worried? 

Look,  the  Congressional  Budget  Office  ran  tl 
model  last  year:  $5.6  trillion  baseline  surplus,  ai  S 
suppose  we  had  a  1990-style  recession  start  rig 
away.  It  knocked  $140  billion  off.  In  1990,  we  h, 
two  quarters  of  negative  [growth]  numbers,  dee 
er  than  anything  we've  experienced  so  far.  Ever 
one's  now  gone  from  saying  the  money  is  endle 
to  saying  the  money  is  ended. 

Let's   separate   the   facts   from   the   politi 
rhetoric:  The  fact  is,  the  U.S.  has  an  extrem< 
healthy  fiscal  position.  In  spite  of  the  slowdown, 
are  running  the  second-largest  surplus  in  U 
history. 


Unemployment  is  a  lagging  indicator,  and  comp 
nies  are  still  announcing  huge  layoffs.  Could  y 
see  us  hitting,  say,  a  6%  jobless  rate? 

No,  I  think  it  will  conic  in  below  I  hat. 
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it  what  will  happen  if  the  rate  keeps 
i  climbing?  Do  you  foresee  stronger 
ills  for  action  on  the  part  of 
>ngress? 

The  President  has  expressed  his  con- 
rn  about  the  people  being  affected  by 
e  slowdown.  We  have  programs  in 
ace  to  help  them,  like  extended  un- 
nployment  benefits.  Those  depend 
ore  on  the  duration  of  the  slowdown 
an  anything  else.  What  we're  hoping 
to  have  Congress  be  more  sensitive  to 
e  regional  nature  of  the  slowdown. 
le  President,  for  example,  has  called 
r  flexibility  in  the  application  of  the  in- 
ease  in  the  minimum  wage.  Later  on, 
s  will  be  suggesting  flexibility  with 
gard  to  other  programs.  Why  should 
e  minimum  wage  in  Matamoros,  Mex- 
j,  be  the  same  as  in  Manhattan?  It 
akes  absolutely  no  economic  sense. 

the  economy  doesn't  improve,  would 
tu  propose  a  second  recovery 
ickage? 

We  have  to  see  how  things  work  out. 
emocrats  in  the  Senate  have  made 
?ar  they  don't  want  [a  second  tax  cut], 
ist  the  other  day,  Senator  [Ernest  R] 
ollings  [D-S.C]  proposed  taking  back 
e  2001  tax  cut. 

te  question  is,  if  the  slump  persists, 
lould  we  expect  Plan  B  from  the  White 
ouse? 

The  answer  is  yes.  We're  constantly 
oking  for  ways  of  improving  the  situ- 
ion.  The  President  has  a  series  of  ini- 
itives  that  he'll  be  unveiling  as  condi- 
3ns  warrant. 

e  you  upbeat  about  the  future? 

I'm  optimistic  that  the  economy  will 
irn  around  next  year  and  that  we'll 
ive  a  resumption  of  rapid  growth.  The 
lalysis  of  the  tax  cut  done  by  most 
rall  Street  firms  suggests  it  will  add 
lywhere  from  0.5  to  1  percentage  point 
i  growth. 

Monetary  policy  has  a  12-month  to 
5-month  lag,  so  it  will  start  to  kick  in 
iring  the  first  quarter.  We  will  have  al- 
:ady  worked  off  a  substantial  portion 
'  the  inventory  overhang  in  the  indus- 
1  ial  sector.  The  other  factor  we  have  in 
it  favor  is  oil  prices,  which  are  mod- 
"ating.  So  I'm  very  optimistic. 

'ill  we  see  a  resumption  of  the  feverish 
%  growth  of  the  boom  era? 

I  don't  think  that  was  a  sustainable 
•ace.  But  long-run  growth  in  the  3.5% 
inge  is  quite  probable.  ■ 
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AMERICA'S  puTURE  THE  NEW  ECONOMY 

THE  ENERGY 

FORECAST 


The  U.  S.  energy  outlook  has  brightened 
recent  months.  Price  spikes  for  a  range 
energy  sources  stimulated  a  boom  in  ou 
put  that  is  bringing  prices  back  down.  St 
markets  may  remain  volatile.  Contrary  t 
the  goals  of  the  Bush  Administration,  th 
U.  S.  may  become  more  reliant  on  impor\ 
ed  oil.  And  the  U.  S.  will  remain  short  on 
power  lines,  gas  pipelines,  and  refineries 

By  Peter  Coy 


Forecasters  expect  prices  of  electricity,  oil,  gasoline,  and  natural  gas  to  be  lower  ir 
2010  than  they  were  last  winter.  That's  good  for  consumers  and  businesses.  But  if  the  public  gets  com- 
placent, the  Bush  Administration  may  have  a  harder  time  increasing  supplies  and  promoting  conservation. 
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A  SAFER  ELEC     ICAL  GRIL  New  generating  plants 
will  add  to  the  safety  margin  for  the  North 
American  electrical  grid  by  2004.  Texas  and  the 
Northeast  are  projected  to  have  the  biggest  safety 
margins,  according  to  an  annual  report  by  the 
North  American  Electric  Reliability  Council. 


SAFETY  MARGIN  figures  are  the  amount 
of  capacity  in  excess  of  peak  demand  as 
a  percentage  of  total  capacity,  summer 
2000  and  projection  for  summer  2004 
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THE  RISING  TIDE  OF  IMPORTED  OIL 
Don't  bet  on  energy  independence.  The 
Energy  Information  Administration  sees 
imports  rising  in  the  next  two  decades. 

35  NET  OIL  IMPORTS ---- 

30  -----  MINUS  EXPORTS  -^ 
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Wind  power  and 
oolar  power  get  lots  of  press.  But  fossil 
juels  will  continue  to  make  up  the  vast 
tulk  of  U.S.  energy  consumption  for  years. 

ENERGY  CONSUMPTION  BY  FUEL 

—  RENEWABLES,  D  COAL 

INCLUDING  HYDRO     W  NATURAL  GAS 
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It's  great  for  the  economy 
that  energy  prices  are  falling.  It's  not  so  great  for 
the  environment.  As  energy  usage  grows,  emissions 
of  global-warming  gases  will  grow  apace. 
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he  stock  market  became  a  very  risky  place  the  past  1 
months  as  the  dream  of  riches  from  the  New  Econc 
my  faded  into  a  nightmare.  If  you  embraced  the  gk 
rious  vision  of  technology  and  bought  into  the  Nasda 
in  March,  2000,  nearly  60%  of  that  money  is  gon< 
Twenty  percent  is  gone  if  you  were  more  cautio 
and  bought  into  Standard  &  Poor's  500  stocks.  So  s 
vere  is  the  reversal  that  if  you  had  invested  in  the  s 
500  back  in  mid-1998  and  held  on  for  three  year 
your  annual  total  return  would  have  been  a  palt 
3.92%.  Cash  would  have  been  a  better  investmen 


Goodbye,  irrational  exuberance.  The  market's  You  would  have  earned  an  annualized  5.41%  storii 
next  few  years  will  be  less  spectacular,  but  your  dollars  in  safe  three-month  U.  S.  Treasury  bills 
much  steadier-except  for  tech  stocks  Now,  in  the  aftermath  of  boom  and  bust,  the  nej 
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three  years  will  likely  be 
much  steadier.  Stock  valua- 
tions are  more  reasonable 
now  and  are  unlikely  to 
swing  out  of  hand,  while  in- 
vestors are  largely  chastened 
by  the  forays  in  speculation. 
But  there's  one  glaring  ex- 
ception: tech  stocks.  Yes,  they 
are  down  a  lot.  But  their 
earnings  are  down  even  more, 
and  their  price-earnings  ratios 
are  still  nearly  twice  as  high  as  the  rest  of  the 
market's — about  35  vs.  20,  using  analysts'  earnings 
estimates  for  the  next  12  months.  Between  the  high 
prices  and  the  time  it  will  take  for  tech  earnings  to 
recover  fully,  the  stocks  probably  won't  begin  to 
deliver  decent  returns  for  three  years,  if  then.  The 
fundamental  problem  is  that  these  stocks  continue  to 


Be  patient     Tech  stocks  may  not  deliver  decent  returns 


for  three  years,  if  then.  Their  p-e  ratios  are  still  much  higher  than 
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the  rest  of  the  market's 


attract  investors'  capital  out  of 
proportion  to  the  companies' 
profitability.    Until   more   in- 
vestors give  up  on  the  sector,  the  industry  will  put 
off  consolidation  and  its  profits  will  suffer. 

For  the  market  overall,  the  upshot  is  that  you 
can  look  for  annualized  returns  of  about  7%  over 
the  next  three  years,  in  line  with  the  long-term 
growth  of  earnings  per  share.  That  would  be  below 
the  long-term  historical  trend  of  11%  returns  and, 
for  many  people,  disappointingly  weak.  But  it 
would  be  an  improvement  over  what  we've  got 
now,  as  well  as  a  more  accurate  barometer  of  the 
actual  benefits  of  a  New  Economy. 

The  basic  reason  to  expect  improving,  but  still 
below-trend  returns,  is  that  the  market  is  still  ad- 
justing for  the  bubble  in  stock  prices  in  the  second 
half  of  the  1990s.  Stocks  produced  gravity  defying 
annual  returns  of  27.7%  for  the  three  years  up  to 
mid- 1998,  as  measured  on  the  s&p  500,  says  James 
A.  Bianco  of  Bianco  Research.  Amazingly,  stocks 
went  even  higher,  gaining  34%  by  the  March,  2000, 
peak.  Before  the  boom  was  over,  stocks  had  racked 
up  five  consecutive  calendar  years  of  20%-plus  re- 
turns, three  years  more  than  ever  before.  By  then, 
stocks  were  so  high  that  it  was  nearly  impossible 
for  the  gains  to  continue  to  compound. 
$1  TRILLION  FANTASY.  Then  came  the  bust.  Given 
the  spectacular  losses  in  big  tech  stocks  and  that 
the  s&p  has  been  down  nearly  30%,  says  Bianco, 
"the  risks  are  a  lot  less."  To  see  how  much  folly 
and  risk  has  been  cleaned  from  the  market,  con- 
sider Cisco  Systems  Inc.  The  stock  climbed  in  the 
boom  to  a  market  capitalization  of  $550  billion, 
the  greatest  in  the  market,  and  fed  speculation 
that  Cisco  would  be  the  first  trillion-dollar  compa- 
ny. Instead,  Cisco  collapsed,  wiping  out  $400  billion 


in  shareholder  wealth  in  12  months.  Now  the  stock 
is  worth  just  $145  billion,  trading  at  55  times  earn- 
ings expected  in  2002,  and  may  still  be  too  ex- 
pensive, but  at  least  the  $1  trillion  fantasy  is  gone. 
Valuations  in  general  have  become  safer,  too, 
though  they're  still  not  compellingly  cheap.  With 
the  s&P  at  a  recent  1200,  the  price-earnings  ratio  for 
the  market  is  21.6,  based  on  analysts' 
earnings  estimates  for  the  next  fourliii: 
quarters  of  $55.62,  according  to  Thom- 
son Financial/First  Call. 
That's  down  from  a  p-e 
of  25.4  in  March,  2000. 
The  lower  p-e 
means  less  risk  for  investors,  but  it  has  not  fallen 
far  enough  to  promise  a  charging  bull  of  a  market. 
"We've  never  started  a  bull  market  at  these  valu- 
ations before,"  says  Brian  E.  Dombkowski,  who 
oversees  $3.5  billion  in  stock  investments  for  Dres- 
dner  rcm  Global  Investors.  Before  a  bull  market 
begins  even  a  trot,  the  market  may  have  to  mark 
time  in  a  trading  range  to  allow  earnings  to  re- 
cover and  bring  p-e  ratios  down  more.  Today's 
low  interest  rates  would  make  the  market  cheap  at 
its  average  historical  p-e  of  14. 

Investors  might  have  to  get  more  pessimistic, 
too,  before  the  market  can  turn  up.  Right  now, 
sentiment  among  Wall  Street  strategists  is  more 
bullish  than  anytime  in  the  last  16  years,  according 
to  Richard  Bernstein,  chief  quantitative  strategist 
at  Merrill  Lynch  &  Co.  He  has  found  his  peers  as  a 
group  are  wrong  most  of  the  time  and  are  a  con- 
trary indicator  of  where  the  market  is  going  over 
the  next  9  to  12  months. 
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Back  to  Go 

After  all  the 
spectacular 
gains  in  the 
market,  espe- 
cially Nasdaq, 
investors  aren't 
much  better  off 
than  three 
years  ago 
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Still,  even  if  there  is  an  outright  recession,  the 
asks  of  a  big  drop  in  the  market  are  lower  than 
hey  were.  Economist  Steven  Wieting  of  Salomon 
>mith  Barney  estimates  that  in  a  recession,  the 
&P  500  would  have  to  fall  by  only  8%,  to  around 
100,  to  reach  a  p-e  comparable  to  its  level  in  the 
991  recession.  Back  then,  the  p-e  was  about  18, 
>ut  interest  rates  on  investment-grade  debt  were 
:  percentage  points  higher  than  they  are  now.  If 
n  8%  drop  from  here  is  as  bad  as  it  gets,  the  mar- 
:et  is  relatively  safe. 

SAFE  BROAD  MARKET.  Should  there  be  a  recession 
iow,  the  threats  to  the  economy  wouldn't  be  as 
lire  as  they  were  in  the  past.  "We  don't  have 
tank  failures  and  we  don't  have  war  in  the  Middle 
Cast,"  says  Edward  Kerschner,  global  investment 
trategist  at  UBS  Warburg.  Instead,  the  market 
ias  the  Federal  Reserve's  interest-rate  cuts  and 
'resident  Bush's  tax  cuts  rekindling  the  economy. 
''he  risk  of  a  plunge  in  consumer  spending  is 
light  because  unemployment  and  inflation  are 
till  low.  And  it's  O.K.  if  business  investment 
loesn't  heat  up  again  for  a  couple  of  years. 
There  is  a  point  where  capital  spending  stops  go- 
ng down  and  the  remainder  of  the  economy  goes 
ip,  and  it  is  called  growth,"  says  Kerschner.  For 
•xample,  pharmaceutical  companies,  retailers,  and 
nore  service-oriented  tech  businesses  will  thrive. 
le's  so  confident,  he  predicts  that  by  the  end  of 
!002,  the  s&p  500  will  reach  1835—50%  higher 
han  it  is  today.  It's  not  as  absurd  as  it  sounds, 
terschner  insists. 

While  the  scale  of  Kerschner's  50%  gain  will 
ikely  prove  wrong,  the  logic  of  his  outlook  is 
ound  and  shows  the  market  is  safer  than  its  re- 
ent  losses  make  it  seem — except  for  tech  stocks. 
Cven  after  the  Nasdaq  collapse,  the  shares  com- 
nand  20%  of  the  market's  valuation  yet  represent 
mly  10%  of  earnings  per  share  of  the  s&P  500. 
Vhy?  Because  investors  can't  forget  the  stocks. 
Merrill's  Bernstein  laments  that  after  he  gives 
peeches  describing  great  opportunities  in  other 
itock  sectors,  "we  get  to  the  Q&A,  and  the  ques- 
ions  will  be  about  tech,  invariably." 

The  implication  is  clear:  Tech  stocks  are  still  so 
clamorous  that  investors  will  pay  too  much  for  them. 
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Even  if  tech  earnings  start  turn- 
ing up  quickly,  returns  will  be 
lousy  because  investors  will  keep 
overpaying  for  the  stocks.  The 
more  investors  support  them,  the 
more  the  industry  will  be 
plagued  by  too  many  competing 
companies  and  products,  keeping 
pressure  on  prices  and  profits. 

Tech  earnings  are  declining  so 
much  that  even  if  they  bounce 
back  12%  next  year,  as  Salomon 
Smith  Barney  projects,  they'll 
still  be  40%  below  2000  levels. 
Tobias  M.  Levkovich,  a  stock 
strategist  at  the  firm,  says  tech 
profits  won't  be  back  to  2000  lev- 
els before  2004.  That  sounds  like 
forever  to  bruised  investors  who 
bought  the  idea  that  revenues 
and  earnings  would  keep  growing 
dramatically.  But  it's  actually  op- 
timistic: A  profit  recovery  in  2004 
would  be  half  the  time  it  took 
for  the  rebound  from  the  tech 
earnings  bust  of  the  mid-1980s. 
"It  doesn't  take  seven  years 
anymore,"  says  Levkovich. 

If  that's  true,  it's  because  the 
promise  of  the  New  Economy  is 
real.  Companies  will  use  com- 
puters and  telecommunications 
to  enhance  their  productivity 
and  earnings.  They  will  buy  the 
next  generation  of  tech  prod- 
ucts if  it  enhances  the  bottom 
line.  The  problem  for  tech  stock 
investors  is  the  recovery  prob- 
ably won't  be  strong  enough 
and  soon  enough  to  deliver  a 
good  return  for  holding  the 
shares  at  current  prices. 

In  the  meantime,  investors 
in  nontech  companies  should 
benefit  from  the  New  Economy 
tools.  The  companies'  earnings, 
and  their  stock  prices,  still  swing — but  not  as  far 
between  highs  and  lows  as  before.  Just-in-time  in- 
ventory systems  really  do  help  companies  avoid  ex- 
treme overstocking  to  the  ruin  of  earnings — a  big 
reason  recessions  are  coming  once  every  10  years, 
or  less,  instead  of  every  four  as  in  the  past,  says 
Kerschner. 

Of  course,  corporate  managers  will  still  occa- 
sionally become  blindly  optimistic,  misreading  their 
orders  and  their  customers'  prospects  and  overex- 
panding.  But  recent  examples  have  humbled  exec- 
utives and  shown  investors  the  danger  of  bidding 
up  stocks  as  though  the  business  cycle  is  dead.  As 
long  as  memories  of  the  bust  last,  the  market 
should  be  able  to  deliver  reasonable  returns  with- 
out unsustainable  runups. 

With  Mara  Der  Hovanesian  in  Neiv  York 


Most  Of  The  Profit 
Slide  Is  In  Tech... 
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...But  Tech  Stock 
Valuations  Remain  High 
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CONFIDENTIAL 
To:  Elaine  Robinson,  ceo 
From:  Benjamin  Braddock,  cfo 
Re:  Raising  $1  billion  for  Big  Time  Plastics  Co. 
flP^k  ear  Elaine: 

Don't  believe  what  you  read  in  the  papers 
about  Fr<l  interest-rate  cuts — they  won't  make 
it  easier  or  cheaper  for  Big  Time  Plastics  Co.  to  raise 
$1  billion.  The  days  when  bankers  fell  over  them- 
selves to  press  cash  into  our  hands  are  long  gone. 
Even  after  the  economy  recovers,  we're  going  to  have 
to  work  harder  to  raise  money.  Financial  mergers 


M 


and  deregulation  are  changing  the  way  Wall  Street 
works. 

Bad  as  the  past  several  months  have  been,  the  fi- 
nancing environment  is  fast  getting  tougher.  True, 
companies  raised  $73.8  billion  in  new  equity  through 
July  31.  But  that's  less  than  two-thirds  of  the 
$112.5  billion  they  had  gathered  at  the  same  stage 
last  year  through  initial  and  secondary  public  of- 
ferings. Likewise,  J.P.  Morgan  Chase  believes  debt 
issuance  will  slow  as  more  companies  try  to  get  by 
on  the  record  $1.6  trillion  in  debt,  excluding  syndi- 
cated loans,  that  they  have  issued  so  far  this  year. 

As  your  chief  financial  officer,  I  need  to  tell  you 
that  we  need  a  bank  with  the  smarts  to  tap  into  a 
wide  range  of  markets — from  private  equity  to 
convertible  bonds.  Any  dummy  can  line  up  cheap 
financing  in  a  bull  market.  But  now,  even  the  best 
are  having  trouble.  It's  not  just  a  question  of  how 
much  we  have  to  pay  for  finance,  but  whether  we 


get  it  when  we  want  it.  As 
J.P.  Morgan's  co-head  of  in-  Li 
vestment     banking,     Marl*  Lh 
Davis,  tells  me,  "markets  car  pj 
snap  open  and  closed." 

If  it's  any  comfort,  tech  anc 
telecom  companies  are  in 
worse   pickle   than   we   are 
Burned  investors  are  wary  o: 
tech  IPOs,  and  venture  capi  b 
talists  are  struggling  to  raise  Wi[l, 
funds.    Researcher   Venture 
Economics  expects  ves  to  func 
only  half  as  many  companies  L 
this  year,  as  they're  on  tract  h]tll 
to  raise  only  $50  billion,  about 
half   as    much    as    in    2000 
Longer  term,  says  Mark  G 
Heesen,  president  of  the  Na 
tional  Venture  Capital  Assn. 
as  many  as  100  of  the  70(  , , 
U.S.  venture  firms  will  be  oui 
of  business  within  five  years 

At  least  we  have  some  op 
tions.  Here  they  are,  from  plain  vanilla  to  the  exotic 
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1.  Pay  a  Higher  Price  for  Credit 

The  Fed  may  stay  easy,  but  we're  going  to  have 
to  pay  more  for  loans.  Banks  are  gun-shy  aboul 
lending,  especially  as  credit  ratings  of  even  surf 
icons  as  Motorola  keep  sliding.  Although  banks 
made  $383  billion  in  syndicated  loans — loans  sharec 
by  several  banks — in  the  second  quarter,  up  frorr 
$350  billion  a  year  ago,  Thomas  Okel,  head  of  syn- 
dicated markets  at  Bank  of  America  believes  there 
will  be  a  "heightened  focus  on  credit  quality"  in  the 
future.  We  have  to  make  darn  sure  that  we  keer 
our  balance  sheet  clean.  If  we  lose  our  A  credil 
rating  and  drop  to  BBB,  for  example,  the  banks 
could  try  to  stick  us  with  as  much  as  an  extn 
three  percentage  points  of  interest — a  further  $81 
million  a  year  on  a  $1  billion  loan. 

Even  if  we  maintain  our  credit  rating,  we're  goin| 
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have  to  disclose  to  our  lenders  more  about  the 
akeup  of  our  earnings.  Otherwise,  well  be  able  to 
;t  only  a  short-term  loan,  and  one  with  very  tough 
nditions  such  as  a  cap  on  any  further  borrowing. 

Make  a  Trade:  Cheap  Credit  for  Investment 
inking  Business 

I  hear  commercial  banks  such  as  Citigroup  and 
ank  of  America  are  giving  cut-rate  loans  to  com- 
mies that  promise  to  give  them  all  their  future 
vestment  banking  business.  Some  companies  have 
)tten  a  50%  break  on  interest  rates  this  way. 
Trouble  is,  a  trade-off  like  that  could  end  up 
isting  us  and  our  shareholders  plenty  later.  We 
;ed  to  consider  carefully  if  it's  worth  giving  up 
ie  option  of  choosing  a  more  experienced  banker 
r  future  mergers  or  acquisitions. 

.  Consider  a  Spin-Off 

Although  investors  have  become  pretty  picky 
rout  buying  equity  issues,  especially  of  tech 
id  telecom  outfits,  it  turns  out  they  will  still 
insider  spin-offs  by  companies  like  ours  that 
ive  been  around  the  block.  In- 
3ed,  my  old  friend  David  Mas- 
•ocola,  co-head  of  the  merger 
id  strategic  advisory  group  at 
oldman  Sachs,  says  that  if  you  leave  aside  tech 
id  telecom,  the  rest  of  Corporate  America  is 
using  more  than  40%  more  common  equity  than 

2000. 

Just  look  at  Philip  Morris,  which  collected  $8.5 
Uion  by  spinning  off  a  16%  stake  in  its  food-and- 
iverage  unit,  Kraft  Foods,  on  June  13.  The  beau- 
'  of  such  an  operation  is  that  companies  get  both 
ish  and  shares  representing  the  stake  in  the  spin- 
T  they  keep. 

Such  shares  are  a  potentially  valuable  currency 
lat  we  could  use  to  pay  for  future  acquisitions  or 
)  juice  the  compensation  packages  of  key  man- 
ners. Perhaps  it's  time  to  spin  off  our  plastics 
;search  division  and  reveal  our  breakthrough  dis- 
ivery:  a  plastic  as  light  as  lint  and  as  strong  as 


steel?  (Watch  out  world, 
here  come  plastic  cars!) 

4.  Get  More  Bang  for 
Our  Bucks 

If  we  go  the  spin-off 
route,  we  should  look  into 
ways  of  extracting  more 
value,  especially  since  dra- 
matic jumps  in  stock 
prices  following  an  IPO  are 
history.  "We're  seeing  a 
return  to  lower  ipo  pre- 
miums in  the  area  of  10% 
to  15%  above  issue  price," 
says  global  head  of  equity 
capital  markets  at  Morgan 
Stanley  Jon  Anda. 

We     could     try     Wall 

Street's  latest  flavor  of  the 
month:  a  debt-for-equity  swap  linked  to  a  spin- 
off. Lucent  just  did  that,  as  did  at&t,  and  I  hear 
Continental  Airlines  will  soon  follow.  Basically, 
bankers  buy  huge  gobs  of  our  debt  for  a  few 
weeks,  then  swap  it  for  a  predetermined  allot- 
ment of  shares  in  the  spin-off  when  we  do  the 
IPO.  It  would  clean  a  lot  of  debt  off  our  books — and 
we  would  get  a  nice  tax  break. 

5.  Use  Hybrid  Financing 

With  stock  markets  in  the  tank,  we  have  to  think 
creatively.  Walid  Chammah,  head  of  fixed-income 
capital  markets  at  Morgan  Stanley,  told  me  recent- 
ly that  "the  only  way  to  motivate  investors  is  to 
give  them  financial  incentive  and  protection  on  the 
downside."  One  way  to  achieve  that  is  by  issuing 
convertible  bonds — bonds  that  can  be  exchanged 
for  company  stock  in  the  future  at  a  preset  rate — as 
a  better  alternative  to  straight  bonds.  In  exchange 
for  investors  receiving  lower  interest  rates,  which 


Bankroll     It's  a  tougher  world-with  all  the  financial 


mergers  and  deregulation.  But  companies  still  have  options 


helps  us,  they  have  a  chance  of  making 
fat  profits  when  our  stock  takes  off. 
These  "converts,"  as  the  bankers  like  to 
call  them,  are  becoming  very  popular:  Companies 
have  issued  a  record  $63  billion  of  convertibles 
through  July  31,  vs.  $61  billion  in  all  of  2000,  ac- 
cording to  Morgan  Stanley's  Converbond.com  Div. 
But  let's  face  it,  Elaine,  our  prospects  for  raising 
cash  aren't  as  bright  as  the  future  for  plastics. 
So,  if  I  manage  to  raise  $1  billion  in  this  crummy 
environment,  don't  you  think  I  deserve  a  raise? 

Best, 
Benjamin 

With  Heather  Timmons  in  New  York  and  Linda 
Himelstein  in  San  Mateo,  Calif. 


for  raising  money 
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LESSONS  FROM  TH 


Surprisingly,  industry  stalwarts  reacted 
nimbly  to  the  slowdown.  Here's  what  they 
can  teach  the  fallen  tech  stars 


By  Joseph  Weber 


Illustration  by  Greg  Tucker 


nly  a  year  ago,  Cisco  Systems  Inc.  was  widely  haile<j 
as  the  shining  exemplar  of  the  New  Economy.  Mai 
agement  gurus  viewed  Cisco  as  the  prototype  of 
21st  century  corporation,  an  organization  where  ii 
formation  technology  linked  suppliers  and  customers 
ways  that  allowed  the  company  to  nimbly  respond 
every  market  nuance. 

Cisco  had  flattened  the  corporate  pyramid,  out 
sourced  capital-intensive  manufacturing,  and  forgej 
strategic  alliances  with  suppliers  that  were  supposed  t| 
eliminate  inventory  almost  entirely.  Sophisticated  infoi 
mation  systems  gave  its  managers  real-time  data,  al 
lowing  them  to  detect  the  slightest  change  in  curren| 
market  conditions  and  to  forecast  with  precision. 
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React   to    the 


; seconds,  it  pushes  automotive  technology  a  little  further.  It's  called  Distronic*  the  world's  first  adaptive  cruise  control.  A  radai 

i  pinpoints  the  moving  car  ahead  and  adjusts  your  speed  to  the  following  distance  you've  selected.  And  again,  you're  remindec 

I  Mercedes-Benz  S-Class  is  perhaps  the  most  intuitive  car  ever  built.  Call  1-800-FOR-MERCEDES  or  visit  MBUSA.com.  TheS-Oaai 


S  or  all  S  Class  models.  Distronic  ;i*i|>tiv<-  cruise  control  is  ho  substitute  fur  active  driving  lnvolv< ' i  i.ii hv  ni>i'''  i.,  ma  in  (m. .  m  innin  i  ii«'  i  uiv.iiu 

tl     driving  Inputs  necessary  to  reta introloi  thevel AIR  BAGS  ARI  ASUPPU  miniai  RESTRAIN!  SYSTI  m.  minimi  Mm  kaikhai.sai  i  n  BUI  KLI  EVEM 


ahead      before 


react 


car 


ahead 


Mercedes  Ben/ 


1  yout  of  the  road  or  the  movement  of  the  vehicles  ahead,  and  it  can  only  apply  a  maximum  of  20%  of  vehicle  braking  power.  It  is  the  driver's  responsibility  at  all  times  to  be  attentive  to  traffic  and  road  conditions. 
1  HILDREN  IN  BACK!  ©2001  Mercedes-Benz  USA,  LLC    A  DaimlerChrysler  Company 
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anyone  had  the  "vision  thing"  nailed  for  the  new 
digital  era,  it  was  supposed  to  be  Cisco  ceo  John 
T.  Chambers. 

Oops!  The  surprising  abruptness  and  severity  of 
Cisco's  downturn — marked  by  a  shocking  $2.2  bil- 
lion write-off  of  inventory  in  April — showed  that  it 
was  just  as  vulnerable  as  any  other  company  to  an 


Good  eye      Eaton  CFO  Adrian  Dillon  saw  a 


'short,  sharp  shock"  in  the  economy  in  October,  giving  Eaton 


time  to  prepare 


economic  slowdown.  And  it  wasn't  just 
Cisco.  Motorola,  Lucent  Technologies, 
and  Oracle  also  failed  to  see  the  down- 
turn until  it  had  all  but  engulfed  their  operations. 
Indeed,  some  of  the  hardest  hit  have  been  compa- 
nies that  were  supposed  to  show  Corporate  Amer- 
ica the  way  into  the  new  century.  What  happened? 
Blindsided  by  hubris,  too  much  success,  and 
an  overreliance  on  their  world-class  computer 
systems,  some  of  the  most  successful  companies  of 
the  dot-com  era  discovered  that  even  the  best 
information  is  only  as  good  as  the  minds  inter- 
preting it.  The  revolution  in  computer  technology 
has  put  near-perfect  financial  information  within 
the  reach  of  almost  every  manager.  Yet  no 
amount  of  information  can  ever  offset  simple  hu- 
man judgment.  When  that  judgment  is  clouded,  as 
it  was  in  some  cases  by  the  irrational  exuber- 
ance of  the  high-tech  bubble,  it  may  not  be 
possible  to  see  what  the  numbers  are  telling  you. 
"A  bubble  is  like  a  gravitational  field,"  says  Adri- 
an J.  Slywotzky,  a  partner  with  Mercer  Manage- 


ment Consulting.  "It  robs  you  of  your  ability  t<  fA 
think  clearly." 

So  perhaps  it  is  not  surprising  that  some  in  <f|W 
dustry  stalwarts,  from  DuPont  and  Eaton  Corp.  U  p> ! 
the  Big  Three  carmakers,  responded  more  quickly  p 
to  the  slowing  economy.  Months  before  Silicon  Val  I  k* 
ley  stars  realized  that  they,  too,  could  fall  prei  H 
to  the  business  cycle,  these  Old  Economy  players  tela 
were  downshifting  to  tough  out  a  manufacturing  pte 
recession  that  is  still  idling  assembly  lines  al  U  \ 
across  Corporate  America. 

Their  market-intelligence  systems  flashed  warn  mel 
ing  signals  that  their  executives — veterans  of  pas  p!  <f 
downturns — were  savvy  enough  to  recognize.  "Ii  [fa 
those  kinds  of  organizations,  memories  are  pretfr  [Job 
long,"  says  Harvard  Business  School  professo]  pg 
David  A.  Garvin.  "You  have  to  have  a  jaundicec  u  int 
eye  and  say,  Wait.  This  can't  last  forever.'" 
CHEAP  FINANCING.  Many  managers  insist  that  th  I  reft 
falloff  in  business  was  so  sudden  and  so  severe  tha  pug 
no  one  could  have  foreseen  the  depth  of  the  abyss  Brgtt 
"We  saw  the  same  signs  as  everybody  else,  but  w<  Ben 
viewed  it  as  an  inflection  point  and  an  opportunit;  last 
to  gain  market  share,"  says  Claudia  Ceniceros,  ;  don 
Cisco  spokesperson.  "We  were  ultimately  wronj  Rbe 
about  the  severity  of  the  downturn."  Indeed  th  Ue-or 
order  flow  did  screech  into  reverse  with  astonish  m  i 
ing  speed.  And  it's  always  harder  to  gauge  th<  ilk' 
market  in  young,  fast-growing  industries.  Still  pun 
once  you  look  beyond  the  order  book,  there  wen  ktfir 
signs  that  in  a  less  giddy  period  might  have  sig  ude 
nailed  trouble  ahead. 

Lessons  from  the  fallout  abound.  In  some  cases  Bear 
cheap  financing  distorted  real  demand,  underscorinj  nr  m* 
the  need  to  look  to  the  end  users,  particularly  if ;  ujj j 
company  is  not  directly  selling  to  them.  How  mucl  ll»: 
are  they  actually  consuming  of  your  product?  An<  t  r  \ 
no  company,  no  matter  hov 
high-flying,  is  divorced  fror 
the  larger  economy.  If  earn 
ings  are  dropping  elsewhere  i 
falling  demand  is  likely  to  follow.  Above  all,  fore  Nim 
casting  is  hard.  No  one  does  it  perfectly.  So  com  id  fo 
panies  have  to  constantly  plan  for  less  likely  see 
narios.  It's  also  important  to  remember  that  evei  nc-on 
highly  accurate  forecasts  have  their  limitations 
Knowing  that  your  business  is  about  to  get  slamme<  La 
by  a  falling  market  doesn't  shield  you  from  th< 
blow;  it  only  helps  you  limit  the  damage. 

Perhaps  the  biggest  lesson  is  to  look  behin<  r 
the  numbers.  Companies  such  as  Cisco,  Norte 
Networks,  and  jds  Uniphase,  which  sell  telecon 
equipment,  clearly  misread  the  market,  in  par  I 
because  they  weren't  analyzing  their  customers 
businesses.  A  good  chunk  of  their  sales  came  Iron 
alternative  phone  companies  that  had  relied  01 
venture  capitalists  and  Wall  Street  for  fundinj  ■ 
equipment  purchases  rather  than  using  cash  llov 
from  their  own  operations.  When  that  mono; 
abruptly  dried  up,  the  shortfall  drove  many  of  th' 
new  phone  companies  out  of  business. 

Some  of  the  artificial  demand  should  have  beei 
even  easier  to  spot.  In  the  case  of  both  Cisco  am 
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ortel,  significant  funding  came  from  the  equip- 
ent  makers  themselves,  skewing  real  demand, 
oth  companies  looked  at  their  40%-plus  revenue 
uns,  took  a  gander  at  their  mountains  of  cus- 
•mer  orders,  and  figured  the  good  times  would 
at  keep  on  rolling. 

Simply  projecting  the  past  gains  forward  cost 
te  telecom  equipment  giants  dearly.  JDS  Uniphase 
^ported  in  July  a  $7.9  billion  fourth-quarter  loss 
id  a  $50.6  billion  loss  for  its  2001  fiscal  year, 
ie  largest  in  corporate  history.  A  month  earlier, 
ortel  announced  one  of  the  biggest  quarterly 
sses  ever — a  $19.4  billion  hit — and  ratcheted  up 
3  planned  layoffs  to  30,000.  Nortel  Chief  Execu- 
ve  John  Roth  warned  that  "the  market  is  con- 
acting  at  an  alarming  rate,"  and  he  cautioned 
lat  Internet  traffic,  still  thought  to  be  in  its  in- 
ncy,  was  even  declining.  While  these  Goliaths 
ill  refuse  to  fault  their  forecasting  systems  for 
I  issing  the  slide,  some  crit- 
s  argue  that  they  failed  to 
' )  the  most  basic  homework, 
te  customer  orders  they  re- 

i  jd  on  to  measure  demand,  for  instance,  could 
ive  been  checked  to  screen  out  the  double-  and 
iple-ordering  that  had  become  common  because 
i '  past  scarcities. 
What's  more,  they  should  have  taken  careful 
easure  of  the  health  of  their  customers  to  see 
hether  they  really  were  in  a  position  to  buy. 
'eople  started  to  believe  too  much  in  technology 
5.  their  common  sense,"  says  Wojtek  Uzdelewicz 
'  Bear  Stearns  &  Co.  "You  can't  look  at  what 
jut  customer  is  telling  you,  you  have  to  look  at 
hat  is  going  on  with  the  customer's  revenues." 
Managers  can't  stop  with  their  own  customers, 
ther.  No  company  exists  in  a  vacuum.  Until  ear- 
last  year,  it  was  all  too  easy  to  believe  that 
ew  Economy  outfits  were  different,  somehow 
itside  the  normal  forces  of  the  economy.  Man- 
ners who  fell  into  that  trap  learned  the  hard  way 
iat  ultimately  the  same  forces  that  drive  down  de- 
iand  for  old-line  companies  curb  the  sales  of 
/erything  from  fiber-optic  cable  to  PCs. 
\Nlc-ORDERING.  DuPont — whose  products  are 
sed  in  everything  from  medical  equipment  to 
othing,  carpeting,  and  paint — has  been  through 
)untless  economic  swings.  Managers  there  have 
arned  to  pay  close  attention  to  such  macroeco- 
Dmic  factors  as  oil  prices,  currency  fluctuations,  in- 
ation,  and  Federal  Reserve  policies.  That's  how 
•uPont  was  able  to  figure  out  as  far  back  as  July, 
X)0,  that  business  was  deteriorating.  DuPont  cut 
ack  early,  keeping  layoffs  and  write-offs  to  a  min- 
mum.  The  main  warning  signals  then:  high  energy 
rices,  lackluster  apparel  sales,  and  government-re- 
orted  declines  in  new  factory  orders. 
Even  for  the  most  experienced  hands,  forecasting 
9mand  is  an  inexact  science.  At  Massachusetts 
istitute  of  Technology's  Sloan  School  of  Manage- 
ment, students  and  executives  for  years  have 
layed  "the  beer  game,"  where  they  take  the  roles 
f  brewer,  distributor,  wholesaler,  and  retailer  and 


try  to  estimate  demand  across  economic  cycles. 
Nearly  everybody  gets  it  wrong — especially  those 
who  are  farthest  from  the  customer.  The  trick, 
says  MIT  Professor  John  D.  Sterman,  is  to  figure  out 
how  the  ultimate  consumers  are  behaving  and  pro- 
duce to  suit  them,  not  the  manufacturers,  distribu- 
tors, or  retailers  in-between.  So-called  panic-order- 
ing and  other  distortions  only  confuse  everyone. 
Says  Sterman:  "If  you  are  in  the  pasta  business, 
you  want  to  know  how  much  pasta  people  are 
cooking  and  eating,  not  how  much  they're  buying, 
and  certainly  not  how  much  supermarkets  and  dis- 
tributors are  ordering  from  the  factory." 

Gathering  good  information,  of  course,  doesn't 
guarantee  acting  wisely  on  it.  Carmakers,  for 
instance,  regularly  get  a  better-than-average  fix 
on  overall  demand 
as  their  in-house 
economists     pore 


Strong  ties      Sun  tries  to  help 


its  partners  when  demand  falls.  Treat  suppliers  decently,  and 


'they  remember,"  says  exec  Marissa  Peterson 


over  such  time-tested  data  as  household  formation 
rates  and  consumer  confidence  surveys.  "The  fore- 
casting is  .pretty  good,"  says  David  J.  Andrea  of  the 
nonprofit  Center  for  Automotive  Research.  The 
problem,  he  says,  is  "industry  behavior." 

Detroit  still  winds  up  during  a  slowdown  with  at 
least  some  excess  inventory — as  it  did  in  Janu- 
ary. Why?  Each  carmaker  bets  that  its  models 
will  outsell  the  rest  and  produces  accordingly. 
Lately,  too,  the  Big  Three  carmakers  have  sullied 
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Lessons 
From  the  Bust 


their  profit  margins  and  clouded  forecasting  by 
offering  steep  incentives  to  buyers.  Much  like  the 
networking  industry's  vendor  financing,  such  mar- 
ket-distorting inducements  make  it  tough  to  gauge 
real  demand — even  if  the  carmakers  can  boast  of 
better  results  than,  say,  the  producers  of  net- 
working equipment. 

Other  companies,  though,  were  able  to  use  a 
sound  forecast  as  an  intellectual  framework  for 
smart  decision-making.  Eaton  Corp.,  with  $8  bil- 
lion in  annual  sales  and  products  that  range  from 
truck  transmissions  to  circuit  breakers  for  homes, 
started  getting  cautious  last  October  when  Adri- 
an T.  Dillon,  Eaton's  chief  financial  and  planning 
officer,  warned  of  an  im- 
pending "short,  sharp  shock" 
in  the  economy. 

Dillon's  insights  didn't  save 
Eaton  from  the  consequences 
of  the  downturn;  no  forecast 


Good  info  Requires 
Good  Judgment 

Information 
systems  can  put  the  numbers 
in  front  of  you  in  real  time. 
But  you  need  experienced 
managers  with  skepticism  and 
judgment  to  figure  out  what  it 
all  means. 

Stay  Flexible 

Using  the  Internet 
to  forge  closer 
links  with  suppliers  and  cus- 
tomers, outsourcing  nonessen- 
tial work,  and  contract  manu- 
facturing are  ways  to  lower 
inventories  and  fixed  overhead 
costs.  Those  management 
ideas  are  more  important  than 
ever  in  a  downturn. 

Know  Your  Customers' 
Customers 

f  The  further  you 
are  from  the  final  customer, 
the  harder  it  is  to  see  a  swing 
in  the  economic  cycle.  The 
trick  is  to  monitor  consump- 
tion by  the  end  users  and 
ptodu'.;    to  their  needs. 


BHLji 


Look  Beyond  a 
Backlog  in  Orders 


Basing  a  forecast 
just  on  order  backlogs  is  a 
fool's  game.  In  boom  times, 
your  customers  may  double-  or 
triple-order  to  avoid  shortages. 
You  need  to  track  your  cus- 
tomers' revenues 

Planning  Goes 
Only  So  Far 

Predicting  the  fu- 
ture with  precision  is  nearly 
impossible.  Forecasts  based  on 
consumer  confidence  and  eco- 
nomic output  are  important, 
but  avoid  tying  yourself  to  one 
economic  world  view.  Instead, 
consider  a  range  of  possibilities 
and  prepare  for  all  of  them. 

Don't  Just  Sell 
Them,  Serve  Them 

Building  a  service 
business  can  bring  long-term 
contracts  that  produce  more 
predictable  streams  of  revenue 
and  income.  Product  service 
can  be  a  life-saving  fallback 
when  times  get  tough. 


can  do  that.  But  it  did  allow  the  company  to  cusl 
ion  against  the  coming  drop.  As  demand  for  it 
products  shriveled,  Eaton  halted  a  stock-buybac 
program  to  save  cash  and  pulled  the  plug  on 
couple  of  planned  acquisitions.  Although  this  year 
first-half  earnings  have  plunged  by  64%,  the  declin 
could  have  been  steeper  had  the  company  not  pr< 
pared  its  managers — and  Wall  Street — early  01 
In  fact,  Eaton's  stock  is  up  11%  since  early  Januar 
FOOL'S  game.  Sun  Microsystems  Inc.  doesn't  rely  d 
long-range  forecasts  in  its  purchasing  but  instea 
tries  to  buy  supplies — often  over  the  Internet — a 
needed.  Its  top  operations  and  sales  staffers  mec 
weekly  in  supply-demand  gatherings  to  make  sur 
their  work  is  balanced.  And  they  try  to  ensur 
that  their  partners  don't  get  left  in  the  lurch  whe 
demand  moves  south.  Twice  last  year,  Sun  aske 
supplier  Celestica  Inc.  to  delay  deliveries  of  memc 
ry  devices  that  Sun  had  ordered,  but  when  it  cam 
time  in  April  for  Celestica  to  either  take  a  charg 
for  the  goods  or  deliver,  Sun  took  them.  "Sun  treat 
suppliers  more  decently  and  they  remember,"  say 
Sun  operations  chief  Marissa  Peterson. 

Regrettably  for  many  in  Silicon  Valley,  the  abi 
ity  to  make  accurate  forecasts  can  depend  on  hoi 
well-established  a  company's  products  are.  Youn 
industries  on  steep  growth  curves  are  almost  a 
ways  surprised  by  how  well  their  products  do  i 
the  first  few  years,  and  then  they're  taken  abac 
when  demand  ebbs.  Says  Stanford  University  bus 
ness  strategy  professor  Kathleen  M.  Eisenhard 
"in  a  highly  dynamic,  ambiguous,  and  unpredictabl 
market  people  are  going  to  make  mistakes.  It 
inherent  in  the  type  of  business." 

In  many  corners  of  Silicon  Valley — and  elst 
where — unpredictability  is  inevitable.  One  solutioi 
keep  innovating  but  develop  sound  service  bus] 
nesses  to  sell  with  products.  "I  break  the  worl| 
into  two  segments — one  is  creating  demand  a: 
the  other  is  servicing  demand,"  says  Craig 
Muhlhauser,  president  of  the  cutting-edge  powe 
storage  systems  maker,  Exide  Technologies.  Buil 
ing  a  "very  robust  service  business,"  he  say 
smooths  out  the  rough  spots  between  innovation 

No  matter  how  well  companies  try  to  foreca: 
demand,  they  will  almost  always  be  off  the  bull 
eye.  Chaos  is  simply  more  the  norm  than  order! 
predictable  patterns.  Indeed,  Wharton  School  a< 
junct  professor  Paul  J.  H.  Schoemaker  argues  thi] 
sticking  too  closely  to  a  forecast  is  a  fool's  gam 
Better  to  use  scenario  planning,  in  which  you  pr< 
pare  to  handle  different  sets  of  circumstance 
"You  can't  reduce  the  uncertainty,  but  you  c 
manage  it  by  having  options,"  says  Schoemaker. 

No  business,  of  course,  is  recession-proof.  B 
managers  who  understand  that  markets  go  do 
as  well  as  up  are  are  a  lot  more  likely  to  read  t 
tea  leaves  correctly.  Better  to  see  the  warni 
signs  and  ratchet  down  early  than  find  yourse 
stuck  with  billions  in  equipment  that  suddenly 
one  wants.  Just  ask  Cisco. 

With  Ben  Elgin  and  Peter  Burrows  in  Silico 
Valley  ami  Michael  Amdt  in  Chicago 
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Just  because  you're  good  at  one  thing 
doesn't  mean  you're  good  at  everything. 


Shaquille  O'Neal  is  an  unstoppable  force  in 
the  world  of  basketball.  But  the  skills  that 
make  him  a  phenomenon  on  the  court  don't  ensure 
success  in  other  endeavors. 

The  same  applies  to  you.  Whether  you're  the  CEO 
or  COO,  chances  are  your  expertise  does  not  include 
managing  a  complex  Web  operation.  And  if  you're 
head  of  IT,  you  know  you  could  use  a  little  support. 

This  is  where  we  come  in.  We're  Digex,  and  managed 
Web  hosting  is  what  we  do.  In  fact,  Gartner  Group 
just  listed  us  as  a  leader  in  the  industry* 

Our  exclusive  Web  architecture  features 
proven,  engineered  solutions  for  your  core 


infrastructure.  We've  set  the  benchmark  with  standard 
1 0-day  installs.  We  also  specialize  in  complex  solutions  to 
address  your  particular  business  needs. 

Our  controls  for  security,  change  management,  and 
availability  were  tested  by  Ernst  &  Young,  with  results 
of  the  examination  reported  in  its  SAS  70  Type  II 
report.** 

Our  interactive  customer  portal  lets  you  monitor 
your  operations  at  all  times,  and  our  partnership  with 
WorldCom  provides  you  with  a  high-speed  global 
network. 

To    find    out    more,    please    visit    us    at 
digex.com/good  or  call  1-800-455-2968  ext.  653. 
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By  Jim  Kerstetter 


Execs  at  Siebel  Systems  knew 
trouble  was  brewing  so  they  put  a 
cost-cutting  plan  into  action-fast 


SILICON  SEER 


MANAGEMENT 


Smart  forecasting  has  helped  Siebel  Systems  Inc.  weath- 
er the  tech  meltdown  better  than  its  brethren.  After 
last  year's  torrid  130%  growth,  analysts  ex- 
pected the  software  maker's  2001  sales  to  hit  $4  bil- 
lion,   up    from    $1.98    billion.    That    would    have 


put  the  eight-year-old  company  near  the  top  of 
the  industry,  next  to  giants  such  as  Oracle 
Corp.  and  sap.  But  ceo  Thomas  M.  Siebel, 
looking  over  a  computer  screen  of  sales  re- 
ports, could  see  by  late  February  that  the 
slackening  economy  was  taking  its  toll. 
Contracts  weren't  getting  signed.  Cus- 
tomers were  scaling  back  on  big-dollar 
deals.  And  the  market  that  Siebel  plays 
in,  software  that  manages  remote  sales 
forces  and   customer  information,  was 
shrinking  from  50%  annual  growth  to  25%. 
"The  numbers  just  weren't  adding  up," 
Siebel  says. 

That  ability  to  peer  deep  into  the  compa- 
ny's innards  gave  Siebel  a  leg  up  over  many 
Silicon  Valley  rivals,  who  didn't  see  the  trou- 
ble coming.  Siebel  cut  expenses  and  turned 
up  the  heat  on  his  sales  team.  That  helped 
the  company  meet  Wall  Street's  expectations 
and  book  quarterly  revenues  of  $588.7  million, 
up  84%  from  a  year  earlier,  while  profits  more 
than  doubled,  to  $76.9  million.  Now,  even  as 
the  market  continues  to  slow,  Siebel  expects 
his  forecasting  to  help  him  reach  sales  of 
$2.6  billion  this  year.  Sure,  that's  down  more 
than  60%  from  earlier  forecasts,  but  it's 
healthy  in  such  a  severe  tech  downturn. 

With  this  management  tour  de  force, 
Siebel  has  created  a  model  for  steering  a 
high-growth  business  through  a  downturn. 
"Anyone  can  look  like  a  genius  on  the  way 


can  look  like  a  genii 


up,"  he  says.  But  on  the  way  down,  you  need 
fix  on  details  and  the  willingness  to  move  fas 
Siebel  does  this  by  using  software  that  allow 
him  to  view  every  possible  performance  metri< 
from  hiring  costs  to  the  sales  closure  rate.  It 
the  same  software  Siebel  sells  to  customers,  an 

it's  safe  to  say  no  one  uses  it  bette 

Siebel  knows  when  meetings  shoul 
take  place,  when  contracts  need  to  b 
drawn  up,  and  how  long  it  takes  to  ge 
them  signed.  He  also  prods  his  sale 
force  to  anticipate  problems:  Commi; 
sions  are  tied  to  salespeople's  ability  t 
forecast  as  well  as  the  deals  they  clos< 
That  gives  Siebel  "a  deep  understandin 
of  what  customers  are  going  to  do 
says  Haim  Mendelson,  co-director  of  th 
center  for  electronic  commerce  at  th 
Stanford  University  Graduate  School  ( 
Business. 

execution.  This  spring,  Siebel  execs  ac 

ed  fast.  Financial  planners  drafted  fo 

contingency  budgets.  Within  week 

Siebel  had  a  bead  on  revenues  an 

locked  the  right  budget  into  place 

laid  off  10%  of  his  workers  and  pos 

poned  bonuses.   Before  the  quart 

ended,  Siebel  had  costs  in  li 

with  sales.  "That  Siebel  di 

this  with  such  speed  is  i 

pressive,"     says     analy 

Robert     D.     Kugel 

FAC/Equities. 

The  sharp  executi 

continued  in  the  seco: 

quarter.    Spending    o 

travel  was  cut  in  hal 

Recruiting    costs    we 

slashed  to  $1  million  fro: 

million.  And  Siebel  se 

reinforcements  to  the  sal 

staff,  creating  special  tea 

of  execs  and  teenies  to  he 

close  big  contracts. 

Still,  Siebel's  stock  h 
I  withered  with  the  rest  of  the  tech 
I  dustry,  down  nearly  70%  from  i 
I  peak  of  $119.88  last  November. 
I  isn't  as  bad  as  the  90%-plus  plunge 
|  many  software  upstarts,  but  analys 
I  worry  that  Siebel's  strong  positi 
'  won't  be  enough  to  maintain  its  pro] 
it  growth  if  the  economy  worsens, 

Some  cracks  are  starting  to  sho 

Second-quarter  sales  grew  by  a  mo 

modest  38%.  And  rivals  are  closi 

in.  "Siebel  is  going  to  face  very  serioi 

competition  from  us  and  sap,"  says  O: 

acle  CEO  Lawrence  J.  Ellison.  The  ba 

tie  is  sure  to  be  bruising,  but  expe 

Siebel  to  come  into  it  arme 

with  the  best    foreCM 

in  the  business. 
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Saudi  Aramco,  a  fully  integrated  international  leader  in  the  oil  &  gas 
industry,  offers  highly  rewarding  professional  opportunities  complemented 
by  a  rewarding  quality  of  life. 

Join  us  from  August  13th  -  August  31st  at  our 

Virtual  Job  Fair 

for  a  list  of  available  positions,  an  extensive  photo  tour  on  life  and  work  in 
Saudi  Arabia,  and  an  opportunity  to  apply  online  immediately.  You'll  find 
us  at: 


www.jobsataramco.com/fair 

We  are  hiring  in  the  following  areas: 

Finance 

Marketing 

Corporate  Planning 

Information  Technology 

Geoscience 

Drilling 


Engineering 


•  Petroleum/Reservoir 

•  Refinery 

•  Production 

•  Process  Control 

•  Power 

•  Project 


If  unable  to  visit  our  Virtual  Job  Fair,  please  forward  a  resume  to  Aramco 
Services  Company,  reference  code  05-TONYBW,  in  one  of  the  following 
ways:  E-mail:  resumes@aramcoservices.com  (please  cut  and  paste  rather 
than  send  an  attachment);  Fax:  (713)  432-4600;  Mail:  P.O.  Box  4530, 
Houston,  TX  77210-4530. 
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Saudi  Aramco 
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By  John  A.  Byrne 


Harvard  Business  School's 
Michael  Porter  reflects  on  how 
companies  misread  the  first  great 
dot-com  wave-and  suggests  ways 
the  New  Economy  may  evolve 


CAUGHT  IN  THE  NET 
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Few  business  school  professors  have  been 
as  influential  or  as  well  known  as  Har- 
vard Business  Schools  Michael  E.  Por- 
ter. Twenty-one  years  ago,  this  management 
thinkers  landmark  book,  Competitive  Strategy, 


had  immediate  impact  in  both  the  business  school 
classroom  and  the  real  world.  Porter  helped 
a  generation  of  managers  understand  tfiat  supe- 
rior profitability  almost  always  comes  from 
differentiation  and  the  company's  relative  cost 
position. 

So  when  observers  began  to  promote  the  In- 
ternet as  a  competitive  game-changer  a  few  years 
ago,  Porter  took  notice.  After  a  trip  to  the  West 
Coast  during  the  spring  of  2000,  the  strategy 
professor  decided  to  put  aside  nearly  everything 
else  and  attempt  to  understand  what  the  new 
technology  meant  for  management  and  strategy. 
Porter  joined  the  advisory  boards  of  several 
dot-com  companies,  and  he  became  a  board  mem- 
ber of  an  Internet  consulting  firm.  His  con- 
clusions— published  before  the  dot-com  bust — 
were  sobering. 

Senior  Writer  John  A.  Byrne  recently  asked 
Porter,  54-,  about  the  lessons  of  the  high-tech 
bubble  and  the  tulip-bulb-like  mania  that  the  In- 
ternet inspired. 


How  was  it  possible  for  so  many  sma 
people  to  get  caught  up  in  what  is  no 
widely  recognized  as  a  bubble? 

Management  is  a  very  faddish  fiel 
People  are  always  looking  for  an  eas 
explanation  or  an  easy  solution.  There 
a  very  strong  tendency  to  take  wh 
might  be  a  modest  trend  and  essei 
tially  extrapolate  it  way  into  the  futur 
People  were  already  talking  about  re 
olution,  transformation,  and  changir 
the  game.  The  Internet  came  alonj 
and  it  was  a  marriage  made  in  heave: 
Amazon.com  comes  online.  It  starts  t 
sell  books.  Online  bookstores  start  t 
grow,  and  all  of  a  sudden  online  bool 
stores  are  going  to  take  over  the  fiel 
In  fact,  they  seem  to  be  reaching  r 
more  than  7%  or  8%  of  book  sales.  £ 
there's  a  tendency  to  "glom  on"  to  a  single  pov 
erful  explanation  for  success.  It's  simple.  It's  clea 
There's  a  bandwagon  effect. 

Why  did  managers  so  seriously  misread  the  actu 
demand  for  online  commerce? 

The  way  this  technology  was  deployed  in  th 
first  stage,  virtually  all  the  value  went  to  the  cu 
tomer.  In  fact,  150%  of  the  value  went  to  th 
customer.  Value  was  extracted  from  the  corporal 
sector  and  passed  to  the  consumer  sector  b( 
cause  people  were  able  to  buy  things  at  (price 
much  lower  than  their  true  cost.  So  shareholdei 
basically  subsidized  consumers. 

It's  wonderful  to  get  things  for  free  or  for  muc 
less  than  they're  worth.  But  technology  has  to  d< 
liver  value  that  people  are  willing  to  pay  for.  Th 
problem  with  the  Internet  was  that  many  of  th 
things  it  did  were  not  sufficiently  valuable  t'< 
people  to  pay  for. 

What  can  companies  do  to  capture  more  of  th 
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It's  your  turn  at  last. 


The  best-selling  brand  of  flat  panel  monitors 

now  offers  you  18-inch  viewing  at  around  $£  000* 

Don't  just  stand  there;  the  NEC  MultiSync"  monitors  you've  always  wanted  are  now 
more  affordable  than  ever.  Feast  your  eyes  on  flicker-free  viewing,  sharp  images 
and  XtraView®  wide-angle  viewing.  And  profit  from  lower  energy  consumption  and 
space-saving  design.  See  it.  Believe  it.  Buy  it.  O /""/""  (TkCiDC 


To  find  out  how  to  save  even  more  go  to   www.necf1at.com/bizweek 


'Estimated  street  price,  prices  may  vary. 

NEC  is  the  #1  best-selling  flat  panel  monitor  brand  according  to  data 

from  Stanford  Resources,  Inc.  Flat  Panel  Monitrak  0.4  '00. 

MultiSync  and  XtraView  are  registered  trademarks  of  NEC-Mitsubishi 

Electronics  Display  of  America. 

©2001  NEC-Mitsubishi  Electronics  Display  of  America.  Inc. 

All  rights  reserved.  Simulated  image  in  monitor. 


NEC/MITSUBISHI 

NEC-MITSUBISHI  ELECTRONICS  DISPLAY 
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benefits  and  make  the  Net  more  of  a  competitive 
advantage? 

We  need  to  see  the  Internet  as  complementary 
to  other  things  the  company  does  rather  than 
contradictory  or  cannibalistic.  That  was  a  really 
fundamental  mistake  that  many  people  made. 
They  assumed  that  this  was  a  disruptive  tech- 
nology that  existing  companies  could  not  embrace 
as  efficiently  as  a  new  company  coming  in 
with  a  clean  sheet 
of  paper. 
If  you  view  the  Inter- 
net as  an  applications  tool,  then 
you're  just  going  to  try  to  build  the 
best  applications.  You're  not  going 
to  get  much  of  an  advantage  from 
that,  because  everyone  else  will 
do  that,  too.  If  you  view  it  as  a  strat- 
egy tool,  you'll  ask  yourself:  "O.K.,  given  my 
product  concept  and  how  I  try  to  differentiate 
myself,  how  can  I  use  the  Internet  to  make 
that  differentiation  stronger?"  It's  really  the 


Mistakes     "The  real  issue  is,  how  do  we 


use  the  technology  for  competitive  advantage.  That's  where 


people  missed  out' 


tailoring  of  the  Internet  to  the 
firm's  unique  strategy  that  will  be 
the  real  opportunity  for  advantage. 


downturn  where  everybody's  afraid.  They  jus 
aren't  sure  when  revenue  will  pick  up  again,  s< 
people  have  cut  back  on  systems  investments 
But  there's  also  a  new  rigor  in  insisting  that 
business  case  be  made  for  Internet  deployment 
That  is  very  healthy. 

How  do  you  see  this  playing  out? 

The  Internet  as  a  family  of  technologies  wi 
have  a  very  powerful  effect  on  operational  e: 
fectiveness.  We'll  see  deeper  integration  amonj 
service,  sales,  logistics,  manufacturing,  and  sup 
pliers.  The  first  level  of  that  will  improve  effi 
ciencies,  reduce  transaction  costs,  and  reduce  in 
ventory.  The  first  generation  of  those  system 
weren't  all  that  effective.  You  see  it  in  the  down 
turn.  The  inventory  control  wasn't  as  brilliant  a 
we  all  thought. 

Why  was  that? 

The  systems  tended  to  be  very  partial.  Yoi 
could  order  online  and  buy  from  your  suppliers 
But  you  didn't  know  how  much  inventory  you 
supplier  had,  and  the  supplier  didn't  have  an; 
special  understanding  of  the  marketplace.  I  thinl 
we're  going  to  move  to  mor 
complex,  more  integrated  sys 
terns.  Product  design  will  no 
just  be  done  in  the  firm  bu 
jointly  with  suppliers  and  customers. 


M_ 


Why  did  so  many  people  miss  this? 

Too  often,  people  confuse  change  with  disrup- 
tion. What  disruption  means  is  that  it  invalidates 
or  makes  substantially  less  important  the  advan- 
tages of  incumbents.  The  Internet  didn't  invalidate 
the  importance  of  the  product,  the  brand,  the 
distribution  system,  or  even  physical  locations 
like  stores  and  warehouses.  The  Internet  affected 
discrete  parts  of  the  value  chain,  but  other  parts 
of  the  value  chain  remained  important.  There 
was  no  inconsistency  between  having  online  or- 
dering and  having  stores.  You  could  do  both  to- 
gether. The  firm  that  really  understands  the  prod- 
uct, the  business,  and  the  customer  needs  is 
probably  in  a  better  position  to  do  a  good  job  on 
the  digitization. 

Is  there  a  danger  in  going  from  irrational  exuber- 
ance to  irrational  pessimism  about  what  the  In- 
ternet can  accomplish? 

I  think  there  is.  I'm  100%  certain  that  this  is  a 
very  important  and  very  powerful  technology.  It 
will  create  a  lot  of  change  in  the  way  business  is 
done,  and  that  change  is  not  complete.  The  real  is- 
sue is,  how  do  we  use  the  technology  for  com- 
petitive advantage?  That's  where  people  missed 
out.  I  think  it  would  be  very  unfortunate?  if  in  the 
bungling  of  the  application,  companies  today  lost 
sight  of  the  ultimate  importance  of  the  technology. 

Many  companies  now  are  in  a  classical  cyclical 


— 


The  high-tech  boom  also  led  many  to  rethin! 
what  the  corporation  would  look  like  in  the  future 
How  lasting  are  some  of  those  ideas,  like  heav 
reliance  on  outsourcing? 

The  short-term  cost  savings  of  outsourcin 
were  very  apparent,  very  attractive,  and  ver; 
seductive  to  companies  who  were  desperatel 
trying  to  improve  their  earnings  per  shar 
quarter  to  quarter.  But  when  you  outsourc 
something,  you  tend  to  make  it  more  generic 
You  tend  to  lose  control  over  it.  You  tend  to  pas 
a  lot  of  the  technology,  particularly  on  the  manu 
facturing  or  service  delivery  side,  to  your  sup 
pliers.  That  creates  strategic  vulnerabilities  an 
also  tends  to  commoditize  your  product.  You'r 
sourcing  from  people  who  also  supply  you 
competitors. 

What's  next? 

Another  big  freight  train  is  coming  down  th 
track  in  the  U.S.  economy.  That's  the  tremen 
dous  long-term  shortage  of  labor  we  are  facing 
We're  very  short  of  workers  of  any  kind  an 
particularly  highly  skilled  scientists  and  engi 
neers.  So  ways  of  bolstering  the  efficiency  i 
people,  such  as  the  Internet,  are  important, 
just  hope  companies  will  heed  the  message  no 
to  think  of  this  as  an  operational  efficiency  toi 
but  as  a  way  to  reinforce  your  own  distinct  iv 
strategy.  That's  the  way  to  turn  it  into  an  ad 
vantage  rather  than  just  something  you  have  t 
do  to  be  in  the  game.  I 
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We  hate  to  split  hairs. 

But  if  you're  going  to  call  yourself  a  network 
solutions  provider,  shouldn't  you  first  own 
a  network? 

That  is  one  of  the  central  differences  between 
WorldCom  and  so  many  other  companies. 

We  own  the  most  scalable  IP  network — 
namely,  our  UUNET  network.  They  don't. 
We  plug  solutions  directly  into  our  network. 
They  can't.  We  look  after  your  data  over  the 
length  of  our  end-to-end  network  and  at  all 
points  in  between.  They  only  wish  they  could. 

All  of  which  means  that  we  take  precautions 
while  they  take  risks.  But  you  don't  have  to. 

Call  1-888-886-3829  for  a  no  cost,  no  obligation 
backup  plan. 


2001  WorldCom,  Inc.  All  Rights  Reserved.  CODE:  EXISTS 


To  download  a  FREE  copy  of  IDC's 
'Internet  Growth  Fuels  IP  VPN  Growth," 
visit  www.worldcom.com/us/info/paper 
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ulie  Jones  jumped  at  the  chance  to  take  a  sabbal 
ical  when  Accenture  Ltd.  offered  one  in  Jun 
Although  she  had  been  a  consultant  in  the  firm 
Chicago  office  for  just  two  and  a  half  years,  th 
25-year-old  expert  in  accounts-payable  softwa 
had  long  wanted  to  work  for  AmeriCorps,  t 
national  volunteer  group.  So  in  July,  Jones,  who 
single,  headed  out  to  Los  Angeles  for  a  year 
join  an  AmeriCorps  group  that  helps  nonprofi 
with  technology  problems.  Accenture,  the  form 
consulting  arm  of  Andersen  Worldwide,  will  p 
20%   of  her  salary,  plus  benefits,  and   let  h 
keep  her  work  phone  number,  laptop,  and  e-ma 
"This   gives   me   the   security   of  knowing   I 


Despite  all  the  headlines, 
don't  expect  a  bigger 
blizzard  of  pink  slips. 
Recent  chronic  labor 
shortages-with  more 
predicted-make  for  an 
unusual  downturn  as 
employers  hold  on  to 
workers  in  creative  ways 
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have   a  job   when   I   come  back,"  says  Jones. 

Accenture  hopes  the  program  will  offer  it  some 
security,  too.  The  economic  slowdown  has  pinched 
the  company's  business,  forcing  it  to  rein  in  costs. 
But  after  years  of  scrambling  to  find  scarce  talent, 
Accenture  is  reluctant  to  lay  off  workers  it  hopes 
to  need  when  the  economy  turns  north  again.  Ac- 
centure did  cut  600  support  staff  jobs  in  June. 
But  to  retain  skilled  employees,  it  cooked  up  the 
idea  of  partially  paid  sabbaticals,  such  as  the  one 
Jones  is  taking.  About  1,000  employees  took  up  the 
offer,  which  allows  them  to  do  whatever  they  want 
for  6  to  12  months,  says  Larry  Solomon,  Accen- 
ture's  managing  partner  in  charge  of  internal  op- 
erations. "This  is  a  way  to  cut  costs  that  gives  us 
the  ability  to  hang  onto  people  we  spent  so  much 
time  recruiting  and  training,"  he  says. 

Plenty  of  other  employers  are  feeling  the  same 
way.  The  slumping  economy  has  put  pressure  on 
companies  to  slash  expenses  and  boost  sagging 


Bottom  rung     The  inequality  gap  may  widen, 


high  productivity  growth  and  labor  shortages,'  }' 
says  David  A.  Wyss,  chief  economist  at  Standard  &  P 
Poor's,  a  unit  of  BusinessWeek's  publisher,  The 
McGraw-Hill  Companies. 

What's  less  certain  is  whether  the  labor  markel  ik " 
will  snap  back  for  workers  at  all  levels.  One  of  the  ^" 
hallmarks  of  the  late  1990s'  boom  was  the  fad  \k' 
that  supertight  labor  markets  fueled  job  growth  uj  : 
and  down  the  skill  ladder.  Employers  were  so  des-  F* 
perate  for  bodies  that  the  wages  of  even  the  low   «' 
est-paid  workers  topped  inflation,  according  to  ar  F 
analysis  of  Bureau  of  Labor  Statistics  (bls)  data  bj  B'  ^ 
the  Economic  Policy  Institute,  a  Washington,  D.C.  n 
think  tank.  The  result:  The  fullest  employment  ir 
three  decades  served  as  a  sort  of  de  facto  socia  W 
program,  helping  to  solve  many  of  the  country's 
most  intractable  ills.  Poverty  levels  plummeted 
inner  cities  became  more  attractive  investments 
and  low-income  families  made  significant  economic 
strides  for  the  first  time  in  years. 

Already,  though,  the  slowdown  has  taken  th< 


since  lower-skilled  workers  are  more  likely  to  face  hard  times  as  pay 


stagnates  or  hourly  jobs  get  cut 


profits.  But  the 
U.S.  has  just 
sailed  through  five 
years  of  labor  shortfalls  on  a  scale  not  seen  in 
more  than  three  decades.  What's  more,  the  un- 
employment rate,  while  rising,  remains  at  histori- 
cally low  levels.  Many  employers  are  wary  about 
dumping  too  many  workers  just  to  find  themselves 
scrambling  later  to  refill  the  positions. 

Indeed,  a  return  to  chronic  labor  shortages  is  a 
likely  scenario  for  years  to  come.  Although  growth 
in  gross  domestic  product  slipped  to  an  anemic 
0.7%  in  the  second  quarter,  the  consensus  fore- 
cast among  economists  is  that  the  U.  S.  will  recover 
in  the  next  6  to  12  months.  If  that  happens,  the 
jobless  rate  may  climb  a  bit  more  because  it  tends 
to  lag  somewhat  in  an  economic  recovery.  But  ac- 
cording to  50  economists  tracked  by  Blue  Chip 
Economic  Indicators,  unemployment  won't  go  much 
above  4.9%  this  year  or  next.  "This  looks  like  the 
recessions  in  the  1950s  and   1960s  when  we  had 


edge  off  the  demand  for  less-skilled  workers.  As  p 

unemployment  be 
gan   to   rise    las 
year,  their  aver  P 
age    wage    gain 
fell  to  almost  zero 
the  Economic  Policy  Institute  (epi)  found.  Unless  B 
unemployment  returns  to  the  4%  level,  those  a  I 
the  bottom  may  not  see  such  good  times  agaii  ' 
anytime  soon.  What's  more,  continued  immigration 
especially  from  Mexico,  where  many  workers  wh< 
travel  north  are  low-skilled,  is  likely  to  dampei  I 
gains  even  more  (page  124).  If  low-end  workers  dc 
return  to  the  days  of  stagnant  or  falling  pay,  th< 
problems  will  spill  over  into  many  areas.  Innei  i  i 
cities  may  start  to  sink  again,  and  welfare  re  |h 
form  would  run  into  trouble.  In  addition,  already 
squeezed  cities  and  states  would  face  more  de 
mands  for  social-services  spending.  Either  waj 
the  sober  new  atmosphere  is  sure  to  leave  man 
Americans  more  chastened  about  their  economli  | 
prospects  (page  128). 

On  the  other  hand,  college-educated  workers  an 
likely  to  skate  through  the  slowdown  with  greate 
ease.  Despite  the  high-profile  fiascos  of  m;iny  high 
tech  companies,  the  jobless  rale  for  while  colli 
workers  remains  at  just  2.2%.   Employees  in  th< 
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op  wage  brackets  have  seen  little  slackening  off  in 
heir  wage  gains,  according  to  epi,  suggesting  con- 
inued  strong  demand  for  their  talents.  The  de- 
mand for  skilled  workers  is  likely  to  be  fueled  even 
nore  if  their  supply  weakens.  Already,  college  en- 
ollments  are  slowing,  and  falling  financial  aid  may 
queeze  out  more  poor  kids  (page  126).  The  likely 
utcome:  a  resurgence  of  inequality  as  the  rich  get 
icher  again  while  the  less-skilled  lose  ground. 

No  question,  employers  are  still  pulling  their 
lunches  in  the  face  of  a  gloomier  economic  out- 
}ok.  Not  that  there  hasn't  been  some  high  anxiety 
bout  rising  layoffs  this  year.  But  so  far,  they  have 
>een  surprisingly  modest.  Companies  laid  off  a  total 
•f  just  244,000  employees  in  the  first  quarter  and 
irobably  less  than  350,000  in  the  second,  according 
o  preliminary  bls  figures.  It's  a  turn  for  the  worse, 
iut  consider  how  high  the  numbers  have  been  in  re- 
ent  years — most  notably  in  1998,  when  employers 
lid  off  402,000  workers  in  the  second  quarter. 

Even  companies  that  have  handed  out  pink  slips 
iften  did  so  with  caution  rather  than  abandon. 
Vhen  Charles  Schwab  Corp.  first  saw  business 
leteriorate  last  fall,  it  put  projects  on  hold  and  cut 
•ack  on  such  expenses  as  travel  and  entertain- 
nent  to  avoid  layoffs,  says  Human  Resources  Vice- 
Vesident  Ruth  K.  Ross.  In  December,  as  it  became 
lear  that  more  was  needed,  top  executives  all 
ook  pay  cuts:  50%  for  the  company's  two  co-ceos, 
',0%  for  executive  vice-presidents,  10%  for  senior 
ice-presidents,  and  5%  for  vice-presidents. 

Schwab  took  further  steps  this  year  before  fi- 
tally  cutting  staff.  It  encouraged  employees  to 
ake  unused  vacation  and  to  take  unpaid  leaves  of 
ip  to  20  days.  Management  designated  three  Fri- 
iays  in  February  and  March  as  voluntary  days  off 
vithout  pay  for  employees  who  didn't  have  clients 
o  deal  with.  Only  in  March,  after  the  outlook 
larkened  yet  again,  did  Schwab  announce  2,000 
ayoffs  out  of  a  workforce  of  25,000.  Even  then, 
he  severance  package  includes  a  $7,500  "hire- 
tack"  bonus  that  any  employee  will  get  if  they're 
ehired  within  18  months.  "We  felt  the  markets 
tfill  turn  at  some  point,  and  the  cost  of  hiring 
leople  back  with  the  bonus  is  small  compared  to 
vhat  it  would  be  to  pay  for  recruiting  and  re- 
raining  new  employees,"  says  Ross. 

Employers  also  are  trying  to  protect  their  core 


workers  by  axing  temps  and  contract  employees. 
Throughout  the  1990s,  many  companies  built  up 
buffer  workforces  so  they  could  more  easily  adjust 
staffing  levels.  Since  1990,  the  number  of  tempo- 
rary employees  tripled,  to  a  peak  of  3.6  million 
last  fall.  But  since  then,  their  ranks  have  fallen  by 
half  a  million  as  companies  have  tried  to  adjust  to 
slower  sales. 

Slashing  work  hours  is  another  way  to  reduce 
payroll  without  lopping  off  heads.  The  workweek  has 
edged  steadily  downward  as  the  economy  slowed,  to 
34.3  hours  for  most  of  this  year.  Manufacturers,  hit 
the  hardest  by  the  economic  slump,  have  dialed 
back  the  most.  Factory  overtime  has  fallen  by  about 
15%  from  last  year,  to  four  hours  a  week  in  June. 
The  factory  workweek  has  plunged  by  a  similar 
amount,  to  40.7  hours.  "Businesses  have  aggres- 
sively cut  hours  worked,  which  is  the  first  thing 
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you  do  if  you  want  to  hang  onto 
staff,"  says  Mark  M.  Zandi,  chief  econ- 
omist at  Economy.com  Inc.  in  West 
Chester,  Pa. 

The  result  of  all  these  trends  has 
been  a  relatively  modest  upturn  in 
unemployment.  The  jobless  rate  has 
jumped  up  to  4.5%  since  hitting  a  30- 
year  low  of  3.9%  last  fall.  But  that's 
still  below  the  5%  or  even  6%  that 
most  experts  had  considered  full  em- 
ployment for  some  two  decades.  It's 
also  much  lower  than  the  spike  that 
occurred  during  the  last  recession,  in 
1991.  Back  then,  unemployment 
soared  from  a  low  of  5%  to  a  peak  of 
7.8%.  The  rate  probably  will  continue 
to  inch  higher  throughout  the  year 
as  companies  face  up  to  the  fact  that 
the  sales  volumes  they  had  geared 
up  for  in  2000  aren't  going  to  materi- 
alize. But  if  the  consensus  among  economists  is 
right,  labor,  especially  the  more  skilled  kind,  will  re- 
main scarce  for  the  foreseeable  future.  "Even  if  we 
get  unemployment  up  over  5%,  it  won't  free  up 
more  nurses  or  computer  programmers,"  says  s&p's 
Wyss.  "There  aren't  enough  of  them  to  go  around." 

Even  high-tech  workers  are  likely  to  remain  in 
demand.  Employers  will  have  about  900,000  job 
openings  this  year  for  programmers,  software  en- 
gineers, tech-support  personnel,  and  similar  work- 
ers, according  to  an  April  survey  by  the  Infor- 
mation Technology  Association  of  America  (itaa), 
an  industry  group  based  in  Arlington,  Va.  That's 
down  sharply  from  1.6  million  openings  in  2000. 
But  the  survey  found  that  even  this  year,  compa- 
nies believe  that  they  will  be  unable  to  fill  nearly 
half  of  those  jobs,  or  420,000  positions.  "Demand 


See  ya  soon     When  it  finally  had  to  cut  staff,  Schwab 


devised  a  severance  package  that  includes  a  $7,500  "hire-back" 


bonus  for  anyone  rehired  within  18  months 


for  workers  remains  strong,"  the  report  concluded. 

Part  of  the  reason  is  that  most  of  these  posts 
aren't  at  high-tech  companies,  which  have  borne 
the  brunt  of  the  sharp  falloff  in  demand  for  com- 
puters and  telecom  equipment.  Roughly  90%  of 
the  country's  10.4  million  tech  workers  are  em- 
ployed by  non-high-tech  companies,  the  ITAA  found 
in  its  survey.  Employers  say  they  will  have  a  total 
of  about  640,000  openings  this  year. 

Still,  even  battered  tech  companies  would  like  to 
hire  260,000  skilled  workers  this  year — and  ex- 
pect to  be  able  to  find  just  half  of  those  they  need, 
according  to  the  survey.  "We're  still  hiring  for 
some  critical  areas,  like  electrical  engineers,"  says 
Matt  McKinney,  a  spokesman  for  Texas   Instru- 


ments Inc.,  which  announced  2,500  layoffs  in  Apri 
"Every  year,  the  universities  graduate  fewer  sti 
dents  in  these  areas,  so  the  available  talent  pool 
shrinking.  Yet  demand  still  goes  up." 
WILD  CARDS.  Taken  together,  then,  the  combinatio 
of  subdued  layoffs  and  continued  hiring  has  kej 
total  employment  relatively  strong  despite  th 
slowdown.  In  the  recession  of  the  early  1990 
payrolls  slumped  as  soon  as  the  economy  softenec 
Employers  shed  nearly  2  million  jobs  before  the  n 
covery  began.  By  contrast,  employment  growt 
in  this  go-round  stopped  only  in  the  first  quarter 
this  year,  months  after  the  economy  began  to  spu 
ter.  So  far,  employment  has  only  slumped  b 
600,000,  and  most  economists  expect  job  growth  t 
resume  in  the  third  quarter. 

Of  course,  the  outlook  for  continued  labor  shor 
falls  depends  heavily  on  whether  sue 
predictions  turn  out  to  be  true.  The  cui 
rent  slowdown  hasn 
yet  shrunk  GDP.  But 
consumers  stop  spenc 
ing  and  economi 
growth  turns  negativ 
companies  may  cut  hiring  even  more  or  start  layin 
off  more  aggressively.  If  they  do  so  for  too  long, 
employment  may  spike  more  than  economists  a 
ticipate.  Corporate  profits  are  a  wild  card,  to 
Profits  plummeted  52%  in  the  second  quarter, 
the  heels  of  a  25%  slump  in  the  first  quarter.  Mo; 
observers  expect  the  Federal  Reserve's  interes 
rate  cuts  to  kick  in  and  lift  up  demand.  Howeve 
unless  that  happens  soon,  employers  may  feel  pre 
sure  to  cut  costs — and  jobs. 

Absent  a  full-blown  recession,  though,  skillej 
workers  are  likely  to  remain  in  short  supply.  T 
same  may  not  hold  true  at  the  bottom  of  the  lab 
market,  which  is  unlikely  to  sec  solid  wage  grOWtj 
without  a  return  to  the  extraordinary  growth  leve 
of  2000.  That  loaves  the  U.S.  feeing  renewed  sod 
cleavages  as  those  on  the  top  continue  to  gain  wM 

the  rest  struggle  to  keep  up. 
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Since  1948,  Land  Rover  4x4s  have  been  pressed  into  battle  throughout  the  world. 
To  date,  our  most  luxurious  model  has  received  no  special  dispensation.  As  recently 
as  the  Gulf  War,  civilian  Range  Rovers  were  commandeered  by 

I  coalition  forces  and,  to  no  one's  surprise,  performed  dauntlessly. 
Not  one  to  hide  behind  its  lavish  amenities,  the  Range  Rover 
possesses  the  same  go-anywhere,  all-terrain  capability  as  the  rest  of 
the  Land  Rover  fleet.  A  single  tour  in  our  2002  4.6  HSE  and  you'll 
1  soon  appreciate  how  unique  it  is.  Polished  walnut  and  select 
leather  combined  with  Electronic  Air  Suspension  and  a  460-watt,  1  2-speaker  audio 
system  make  the  best  of  even  the  worst  situations.  As  do  permanent  four-wheel-drive 
and  four-wheel  Electronic  Traction  Control.  Why,  there's  nothing  we  won't  do  to  ensure 
that  every  Range  Rover  is  as  capable  as  it  is  comfortable.  Anything  to  keep  the  peace. 
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As  the  job  market  tightens 
and  immigrants  keep  coming, 
wages  at  the  bottom  of  the 
ladder  take  the  biggest  hit 
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t's  8  o'clock  on  a  sunny  summer  morning,  but  the 
mood  inside  Casa  de  Maryland's  employment  and 
training  center  in  Silver  Spring  is  anything  but 
light.  About  30  men,  most  of  them  immigrants  from 
Central  America,  talk  softly  as  they  wait  anxiously 


for  offers  of  day  labor  from  contractors.  Many  have 
been  waiting  since  the  nonprofit  center  opened  two 
hours  earlier.  Orlando,  who  came  to  the  U.S.  from 
El  Salvador  last  year,  shakes  his  head  in  frustration. 
"Only  five  people  have  gone  out  [to  work]  today," 
he  says,  not  giving  his  last  name  because  he's  like- 
ly in  the  U.  S.  illegally.  "A  year  ago,  more  than  20 
people  would  have  gone  by  now.  And  there  are 
more  people  looking  for  work,  so  [employers]  pay 
us  less."  Last  week,  Orlando  spent  nine  hours  dig- 
ging holes  in  rocky  soil  for  a  landscaper  who  paid 
him  $64.  On  similar  jobs  last  year,  he  says,  he 
would  have  earned  at  least  $90.  "It's  getting  tough 
to  send  money  to  my  family,"  says  the  burly  38- 
year-old,  who  has  a  wife  and  six  children  in  El 
Salvador.  Still,  Orlando  has  no  intention  of  return- 


ing to  his  country,  where 
would  earn  even  less. 

Orlando    is    one    of    tl 
record  14  million  immigran  p 
the  U.S.  has  absorbed  like 
sponge  since  1990  (charts 
The  surge  of  newcomers  coi  p8rt , 
tributed  mightily  to  the  U. ! 
boom.  Legal  immigrants  alor 
comprised  34%  of  workfon 
growth  over  the  decade,  ar 
up  to  5  million  illegals  add«  L 
even  more.  Yet  so  robust  w; 
the  job  market  that  even  les  L 
skilled  workers  enjoyed  2  L  , 
annual  pay  gains  in  the  la  l^ 
1990s,  after  declines  in  tl 
prior  20  years, 

But  the  steady  flow  of  ir 
migrants  could  pose  more  of 
problem  in  a  slower  econom  [ 
Already,  slackening  demar 
has  slashed  the  pay  gains 
low-end  workers  near  zer 
according  to  an  analysis 
U.S.  Census  Bureau  data  1: 
the  Economic  Policy  Institu 
(epi),  a  Washington  (D 
think  tank.  Yet  immigran 
like  Orlando  aren't  likely 
go  home,  where  jobs  are  evA,, 
scarcer.  The  slowdown  mi  j 
not  deter  legal  immigrant  , 
either,  since  most  come  to  jo 
their  families. 

So  as  immigration  conti; 
ues  unabated,  what  will  be  i  Lj 
effect  on  U.  S.  labor  market 
That  depends,  of  course,  < 
which  economic  scenario  pla 
out.  Many  economists  expe 
the   U.S.   to  rebound   ne: 
year,  which  would  help  ke( 
unemployment  low.   So   fi 
workers  with  college  degree  . 
continued  high  inflows  woi  , 
have  much  impact,  since  th«  ^ 
pay  gains  haven't  yet  been  pinched,  the  epi  foun 
But  "if  the  demand  for  low-wage  work  is  wea 
ened,  and  we  [continue  to]  have  an  influx  of  lo^ 
skilled  immigrants,  I'd  expect  to  see  low-skillc 
wages  return  to  their  stagnant  ways,"  says  E 
economist  Jared  Bernstein.  What's  more,  immigr 
tion  could  surge  higher  if  talks  between  Mexi 
and  the  Bush  Administration  yield  an  accord  th 
lets  in  more  folks  from  south  of  the  border 
SOCIAL  BURDEN.  Against  a  slow-growth  backdro 
growing  immigration  may  also  lead  to  more  soc 
distress.  States  that  have  expanded  social  servic 
for  immigrants  face  increasing  demands  jusl  as  I 
receipts  dwindle.  If  that  goes  on  for  lon.u,  inin 
gratioi)   may   start  to  look  less   like  an   econOR 
safety  valve  and  more  like  a  social  burden.  Mai 
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migrants  may  suffer, 
),  since  food  stamps 
d  other  safety-net 
nefits  are  less  avail- 
le  to  them  if  they 
l't  find  work. 
Part  of  the  problem 

that  immigration 
esn't  ebb  and  flow 
;h  economic  cycles.  It 
.y  be  that  the  tide  of 
•gals  has  begun  to 
w;  apprehensions  of 
•gal  Mexicans  at  the 
rder  are  down  20% 
ce  October,  according 
Pia  M.  Orrenius,  an 
momist  at  the  Feder- 
Reserve  Bank  of  Dal- 
.  But  as  long  as  U.  S. 
ge  rates  remain  nine 

les  those  of  Mexico,  where  more  than  half  of  il- 
als  come  from,  the  U.  S.  will  always  be  a  magnet, 
gal  immigrants  don't  move  in  sync  with  the  econ- 
y,  either.  Most  of  the  800,000  annual  entrants  in 
■  1990s  came  on  the  basis  of  family  ties.  Over  the 
d  decade,  legal  immigration  alone  will  account  for 
%  of  growth  in  the  labor  force.  "Immigration  is 
ttty  much  immune  to  the  business  cycle,"  says 
Iken  Institute  demographer- William  H.  Frey. 
The  stress  will  be  felt  more  among  the  less- 
lied  because  so  many  immigrants  fall  into  that 
egory.  While  new  immigrants  arrive  better-edu- 
ed  than  they  did  30  years  ago,  U.S.  education 
els  have  jumped  since  then.  In  1970,  48%  of  re- 
lt  immigrants  aged  25  to  64  lacked  a  high  school 
lorna,  vs.  42%  of  the  native-born  group,  according 
Steven  A.  Camarota,  research  director  of  the 
nter  for  Immigration  Studies  in  Washington  D.  C. 

2000,  immigrant  dropout  rates  had  fallen  to 
Jo,  but  the  ranks  of  native-born  dropouts  had 
Jiged  to  just  10%.  The  result:  Immigration  swells 
I  labor  pool  at  the  low  end  most,  putting  pressure 

wages  for  unskilled  Americans  and  helping  to 
sh  the  wage  gap  wider,  says  George  J.  Borjas, 
rvard  University  public  policy  professor. 
AGER  PROGRESS.  Continued  large-scale  immigra- 
nt could  also  stall  mobility  for  newcomers  them- 
ves.  If  the  supply  of 
v-skilled  workers 
itinues  to  grow,  it 
.1  be  all  the  harder 
•  immigrants  to 
ive  up  the  ladder  in 
I  low-growth  climate. 
:at  will  exacerbate 
migrants'  compara- 
bly meager  progress 

recent  years.  In 
m,  26%  of  estab- 
iaed  immigrants — 
<>se  who  had  resided 
I  the  U.S.  for  11  to 


20  years — lived  in  or 
near  poverty,  compared 
with  35%  of  native-born 
Americans,  according  to 
Camerota.  By  2000,  41% 
of  established  immigrants 
lived  in  or  near  poverty, 
while  the  native  rate  had 
fallen  to  29%.  "If  immi- 
grants are  struggling  to 
keep  their  heads  above 
water  now,  it  will  be- 
come much  more  diffi- 
cult if  the  economy  wors- 
ens," says  Camarota. 

Immigration  should 
pose  less  of  a  strain  at 
the  upper  end.  A  Na- 
tional Academy  of  Sci- 
ences panel  last  year  es- 
timated that  holders  of 
H-1B  visas — temporary  permits  for  highly  skilled 
foreigners — represented  10%  of  total  information 
technology  professionals  in  the  U.S.  That  proba- 
bly has  depressed  pay  for  some,  but  the  impact 
has  been  masked  by  overall  real  wage  gains. 

Plenty  of  employers  still  want  skilled  workers. 
For  example,  Adea  Group  Inc.,  a  Dallas-based  high- 
tech  employment  company,  is  scouting  laid-off  pro- 
grammers with  H-1B  visas  to  fill  contract  jobs  in 
Texas,  Georgia,  and  Florida.  Many  skilled  foreigners 
think  they  can  ride  out  the  slowdown.  "Of  course 
I'm  worried,  but  the  work  we're  doing  is  unique,  so 
hopefully  it  will  be  all  right,"  says  Ramesh  Ardeli, 
26,  a  software  engineer  from  India  on  an  H-1B  visa 
who  recently  jumped  from  ams  Services  in  Virginia 
to  Lightel  Systems,  a  nearby  telecom  startup.  Non- 
tech  employers  hunger  for  skilled  talent,  too,  from 
school  teachers  to  nurses. 

Of  course,  resentment  toward  immigrants  of  all 
skill  levels  could  rise  if  the  economy  sinks  into  a 
deeper  funk.  But  if  the  outlook  brightens  fairly 
soon,  the  U.S.  will  keep  absorbing  workers  from 
around  the  globe  with  relative  ease.  Even  so,  it 
will  take  another  golden  era  of  record  hiring  to 
give  any  running  room  on  wages  to  millions  of  low- 
wage  workers — whether  they're  American-born  or 
immigrants  like  Orlando.  ■ 


A  Rising  Tide 
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COLLEGE 

CRUNCH 


THE  HUMAN  FACTOR 


By  William  C. 
Symonds 


American  companies  find  it  hard  to  get  the  skilled  people  they  need  now.  Flash-forward 


15  years:  too  few  college  classrooms  and  an  even  wider  access  gap  between  rich  and  poor 


l  of 


W 


hen  Calvin  Thomas  and  his  friends  graduated  from  University  Cib 
High  School  in  St.  Louis  in  1994,  their  dreams  of  entering  the  college 


nilli' 


-' 


educated  middle  class  seemed  within  reach.  Armed  with  a  3.1  average 

[ft 

Thomas,  for  one,  was  accepted  at  six  respected  colleges,  including  Howarc  m 


As  Aid  for  Needy 
Students  Shrinks... 
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University  in  Washington,  D.C.  His  friends  did 
equally  well.  Since  then,  though,  they  have  learned 
just  how  difficult  the  journey  can  be. 

Turns  out,  Thomas  wasn't  able  to  enroll  in  any 
of  the  six  colleges.  The  best  financial-aid  package 
he  got  fell  $4,500  short,  even  after  student  loans. 
That  was  out  of  reach  for  his  mother,  who  then 
was  supporting  his  two  younger  brothers  on 
around  $30,000  a  year.  Sure,  many  of  his  friends 
did  go  off  to  school,  says  Thomas,  but  "a  lot  have 
dropped  out  because  they  couldn't  swing  it  finan- 
cially." Today,  Thomas  is  25  and  about  to  enter 
his  senior  year  in  college.  But  he 
reached  this  point  only  by  working  full- 
time  for  several  years,  then  enrolling  in 
Harris-Stowe  State,  a  black  college  in 
St.  Louis  that's  cheaper  than  the 
schools  he  first  hoped  to  attend. 

It  is  one  of  the  cruel  ironies  of  the 
boom:  Even  as  the  nation's  longest- 
running  expansion  created  enormous 
wealth,  the  opportunities  for  future 
prosperity  became  more  skewed  than 
ever.  Since  the  mid-1990s,  most  new 
college  financial-aid  initiatives  have 
been  geared  toward  helping  the  middle 
class,  rather  than  increasing  access  for 
the  poor.  The  result  is  a  yawning  gulf 
in  which  post-secondary  students  from 


m 
the  richest  quartile  of  families  are  nearly  seve: 
times  as  likely  as  those  from  the  poorest  families  t  Naii 
earn  a  college  degree.  "We  are  not  doing  a  goo<  Pj 
job  helping  low-income  students  succeed"  in  gettin  in 
a  college  degree,  says  Gaston  Caperton,  presiden  f 
of  the  College  Board 

The  failure  now  threatens  to  become  a  seriou 
check  on  the  U.  S.  economy.  Over  the  next  decad 
or  so,  the  traditional  college-age  population  wil 
swell  by  some  15%  as  Generation  Y,  the  children  c  M. 
the  baby  boomers,  turns  18.  This  will  produce  3' 
million  18-  to  24-year-olds  by  2015 — 3.7  millioi 

more  potential  col 


ik 


...Supply  of  College 
Grads  Is  Slowing.. 
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lege  students  thai  il 
last  year.  But  il 
sharp  contrast  t 
earlier       generate 
tions,  some  85%  c  1 
the  additional  3.1 
million  will  be  mi 
norities,  and   IF 
are  likely  to  com 
from    low-incoin 
families    (charts 
And  these  group 
historically     hav 
had    trouble    get 

ting    to    college 
For  example,  5$ 
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GRADUATION 

A  boost  to  student 
financial  aid  and 
higher-ed  spending 
is  crucial  to  the 
economy's  future 


tain  economic  growth,"  the  congressionally  ap- 
pointed Advisory  Committee  on  Student  Financial 
Assistance  concluded  in  February.  That,  in  turn, 
could  bring  more  stratification,  as  students  who 
can't  afford  college  are  stuck  in  low-paying  jobs. 

When  the  federal  student-aid  programs  were 
created  in  the  1960s  and  70s,  the  goal  was  to  give 
a  leg  up  to  low-income  students.  But  as  tuition 
more  than  doubled  since  1980,  politicians  have 
shifted  toward  making  college  more  affordable  for 
the  middle  class.  The  tone  was  set  by  President 
Clinton's      1997      Hope 
Scholarship       program, 
which    provides    up    to 
$3,000  in  tax  credits  for 
two  years  of  college.  Clin- 
ton claimed  Hope  would 
"open  the  doors  of  college 
to  a  new  generation."  But 
students  from  the  poor- 
est families  get  no  help, 
f  blacks  and  50%  of  Hispanics  have  attended  col-      since  they  pay  no  federal  income  taxes.  Instead, 
p  ?ge  by  age  20,  vs.  65%  of  whites,  according  to  the      the  credits  go  mostly  to  students  from  families 
educational  Testing  Service  (ets).  Meanwhile,  only      earning  $30,000  to  $90,000  a  year,  most  of  whom 
>6%  of  20-year-olds  from  low-income  families  go.        would  have  gone  to  college  anyway,  says  Thomas 
.KILL  SQUEEZE.  Suddenly,  the  affordability  of  high-      R.  Wolanin,  senior  associate  at  the  Institute  for 
r  education  is  a  critical  economic  issue.  Cuts  in  fi-      Higher  Education  Policy.  The  Hope  program  is 
uncial  aid  directly  affect  the  flow  of  skilled  talent      "unlikely  to  have  any  substantial  effects  on  in- 
o  the  country's  employers.  Already,  college  enroll-      creasing  [college]  enrollments,"  he  argues, 
nents  have  slumped  by  1.5%  since  1998,  to  15.3  mil-  Simultaneously,  Georgia,  Florida,  Michigan,  and 

Hon — a  stark  contrast  to  steep  hikes  in  the  early  several  other  states  have  begun  offering  merit- 
)0s.  This  even  as  employers'  near-insatiable  thirst  based  scholarships.  But  in  practice,  "the  majority  of 
or  skilled  workers  has  barely  been  slaked  by  the  the  merit  awards  go  to  middle-  and  upper-income 
urrent  slowdown.  Although  the  jobless  rate  for  students"  because  they  attend  better  high  schools 
ollege  grads  climbed  by  half  a  point  this  year,  it's  and  are  better  prepared,  says  Donald  E.  Heller,  an 
till  an  extremely  low  2.2%.  "The  supply  of  people  education  professor  at  the  University  of  Michigan, 
oming  out  of  the  post-secondary  education  sys-  Moreover,  Heller  figures  blacks  get  just  3.6%  of 
em  doesn't  come  near  the  demand  we'll  have  in  the  Michigan's  Merit  Awards,  even  though  they  ac- 
lext  10  years,"  warns  Robert  T  Jones,  CEO  of  the  count  for  17.1%  of  the  state's  high  school  seniors. 
National  Alliance  of  Business,  a  corporate  group  Colleges  are  also  offering  more  attractive  pack- 

hat  focuses  on  education.  ages  to  middle-  and  upper-income  students  while 

A  looming  capacity  crunch  won't  help.  Right  now,  moving  away  from  large  awards  to  low-income 
■3%  of  high  school  seniors  go  on  to  college.  Just  to  students,  says  Macalester  College  President 
naintain  that  ratio,  colleges  will  need  classrooms  for  Michael  McPherson.  At  elite,  well-endowed  col- 
.6  million  more  students.  That  could  cost  an  extra  leges,  most  aid  still  goes  to  poor  students.  But  at 
119  billion  a  year,  figures  Anthony  P.  Carnevale,  less  wealthy  schools,  where  tuition  largely  funds 
oi  education  expert  ^^^^^^^^^^^^^^^^^  operations,  it  can  make  better  business 
it  ets.  But  higher-  HfWW'mfl^fWB  sense  to  give  four  middle-class  kids  a 
sd    spending    has      lff|lMMH§§MJm  $5,000  discount  each  than  to  give  one 

>een  declining  as  a      Btj^^iAjSMl^^^H      low-income  student  a  $20,000  grant, 
hare  of  state  bud-      ^^^™ ^^^^^^^^^^^™      says  McPherson. 
:  jets,   which   pro-        There  will  be  30  MILLION  Meanwhile,    the    Pell    grant,    the        ►  Number  of  expected 

dde  most  of  the        18-24-year  olds  in  2015-  largest  federal  program  for  poor  stu-        new  jobs  by  2008:  20 

noney  for  public        3.7  MILLION  more  than  today.        dents,  now  lags  the  rising  cost  of  col-        MILLION  a  14%  increase 

!0  ThT     „n,W7        °f  th6Se  31  mi"i0n:  l6ge-  Jh  1975'  ^VTT™  P*dl  ^        ►About '9MILLI0N  jobs  will 

Ihe       upshot:         covered  some  85%  of  the  cost  of  four 

■Failure  to  expand  OCQA  Will  be  years  at  a  public  university.  By  last  require  SOme  Colle<3e  edu" 

investments       in  U  J  /U  minorities  year,  it  covered  just  39%  of  the  bill,  .callo^.a..2.2.0/^in.crease- 

:  higher  education]  j«  a/    Will  be  from  low  now  ^8'500  a  year  on  average-  Without  ►  Another  11  MILLION  jobs 

vill  rob  the  econo-  41/0  income  families  major  hikes  in  the  Pell  or  even  more  won't  require  a  degree,  but 

ny  of  the... high-  sweeping  plans  to  help  kids  pay  for  that's  only  a  12%  increase. 

skilled      workers  college,  employers  will  find  themselves 

necessary  to   SUS-  Data:  Census  Bureau:  Educational  testmg  Service         hustling  for  qualified  help.  ■  Data:  Bureau  ot  Labor  Statistics 
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GOVERNING  A 

NATION  DIVIDED 


As  Election  2000  so  vividly  illustrated,  there  are 


KM 

now  two  distinct  Americas-split  along  geographic,  l^ 


social,  religious,  and  racial  lines— that  demand 


entirely  different  things  from  government.  That      an 


makes  forging  a  consensus  ferociously  difficult 
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THE  HUMAN  FACTOR 


By  Richard  S. 
Dunham 

Illustration  by 

Douglas 

Fraser 


Throughout  the  boom,  the  nation's  fragile  political  consensus  was  held 
together  by  the  glue  of  prosperity.  When  the  federal  coffers  swung  from  I 
.   i 
deficits  to  surpluses,  Washington  politicians  were  free  to  extol  the  magic  p 

of  the  marketplace  and  the  dazzle  of  deregulation.  Their  spats  were  mostly 


jtdoi 
'tire 

iplei 


about  where  to  spend  the  new  abundance.  Now  the 
surplus  is  evaporating,  and  Republicans  and  De- 
mocrats are  back  to  their  dreary  game  of  finger- 
pointing  ("It's  Bill  Clinton's  recession"),  scaremon- 
gering  ("George  Bush's  tax  cut  will  bankrupt 
retirement  programs"),  and  spewing  personal  in- 
vective ("Jim  Jeffords  is  a  traitor"). 

Should  you  care  that  the  politicians  are  back- 
biting again?  Absolutely.  While  the  Bush  Admin- 
istration has  racked  up  some  impressive  wins  dur- 
ing its  first  seven  months,  the  fissures  in  the  po- 
litical system  are  becoming  ever  clearer.  If  the 
nearly  yearlong  slump  turns  into  something  more 
virulent — say,  a  deep  recession  that  pulls  the  world 
economy  down — concerted  action  by  Washington 
may  be  elusive.  Just  as  the  heady  days  of  the  re- 
cent past  united  much  of  the  country  in  a  quest  for 
all  the  trappings  of  easy  wealth — supersize  sport- 
utility  vehicles,  TVs  as  big  as  a  football  field,  cell 
phones  that  do  your  laundry — so  will  the  specter  of 
economic  misfortune  and  overdue  bills  create  fur- 
ther gaps  in  a  country  already  splitting  along 
geographic,  social,  religious,  and  racial  lines. 
LOOKING  FOR  A  HERO.  In  short,  America  is  enter- 
ing the  new  century  as  a  nation  divided.  Nothing 
illustrates  that  better  than  Election  2000.  On  one 
end  of  the  political-fragmentation  spectrum  are 
die-hard  Democrats  buoyed  by  Al  Gore's  winning 
of  the  popular  vote;  on  the  other,  charged-up  con- 
servative Republicans  who  regard  Bush's  victo- 
ries in  30  states  as  a  vindication  of  their  vision  for 
America.  Each  represents  roughly  a  third  of  the 
electorate.  But  there  is  a  vast  swath  of  swing  vot- 
ers that  isn't  satisfied  with  either  political  party 
and  is  grasping  for  a  champion  to  back — be  it 
Ross  Perot,  John  McCain,  or  Ralph  Nader. 

While  elected  officials  cater  to  their  partisan 
fringes,  it's  folks  in  the  middle — economically 
conservative,  socially  libertarian  people  like  Senator 
Jim  Jeffords  (I-Vt.) — who  are  becoming  alienated 


from  the  system.  "I  think  McCain  has  his  finger  or 
the  pulse  of  something,"  says  James  M.  Davin,  55 
chief  executive  of  Davin  Capital  Corp.,  a  privately 
held  New  York  investment  company.  "I'm  getting 
sick  of  the  political  parties.  In  an  attempt  to  define 
themselves,  they  take  extreme  positions  on 
controversial  topics." 

The  country's  demographic  divide 
only  serves  to  exacerbate  the 
problem.  Essentially,  the 
U.  S.  is  now  split  into 
New  Economy  sub 
urbs    and    rural 
backwaters,     a 
development 
that    has    pro- 
duced    a     red- 
zone/blue-zone  po 
litical  map  where  the 
two  populations  ask  entirely 
different  things  from  govern- 
ment— and  vote  in  diametri- 
cally  opposite   ways.   Mean- 
while, the  number  of  citizens 
who  don't  bother  to  vote  at 
all  continues  to  increase. 

To  complicate   matters,  a 
values  divide  now  separates 
neighbor      from      neighbor: 
Roughly    even    numbers    of 
people  want  government  to 
focus  on  quality-of-life 
concerns  and  social 
tolerance;      an 
equal  and  oppo- 
site bloc  favors  a 
values     agenda 
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lat  emphasizes  religious  faith  and  cultural  purifi- 
ution.  Then  there  are  the  swing  voters  who  want 
overnment  to  stay  out  of  their  lives  and  their 
usinesses — while  keeping  monied  special  inter- 
3ts  at  bay.  These  ticket-splitters  often  choose 
indidates  based  on  personal  character  or  policy 
;ands,  such  as  environmentalism  or  school  re- 
>rm,  rather  than  party  affiliation. 

The  result:  Not  only  is  the  task  of  getting  elect- 
i  to  national  office  becoming  hellishly  complicated 
ut  any  pol  who  somehow  manages  the  trick  also 
ices  the  arduous  task  of  forging  a  governing  con- 
?nsus.  Just  ask  George  W.  Bush,  the  48%  Presi- 
ent.  Indeed,  governing  in  the  era  of  the  New 
Iconomy  is  as  volatile  as  day-trading  through  the 
ot-com  crash.  Talk  about  riding  high  in  April, 
lot  down  in  May — look  at  the  Senate.  There,  an 
oscure  Vermonter  set  off  a  seismic  shift  with  a 
mple  declaration  of  independence  from  the  Re- 
ublican  Party.  Overnight,  the  political  equation 
i  Washington  shifted  dramatically. 

There's  a  good  reason  why  American  democracy 


is  suffering  from  compound  fractures  in  this  New 
Economy  era.  In  Old  Economy  politics,  social  sci- 
entists had  a  relatively  easy  time  predicting  Amer- 
ican voting  patterns.  If  you  were  wealthy,  well-ed- 
ucated, or  a  white  Protestant,  you  were  likely  to 
be  a  Republican.  If  you  were  a  working  stiff,  with- 
out a  college  degree,  the  children  or  grandchil- 
dren of  immigrants,  Catholic  or  Jewish,  chances  are 
you  would  pick  Democrats. 

COLLISION  COURSE.  When  it  comes  to  partisan  pol- 
itics, the  U.S.  is  more  evenly  divided  than  at  any 
time  since  the  Gilded  Age  of  the  late  19th  century. 
However,  the  way  it  is  split  is  fundamentally  dif- 
ferent. While  income  and  education  once  were  the 
best  predictors  of  voting  behavior,  the  electorate 
now  breaks  along  cultural  and  geographical  lines. 
Minority-dominated  cities  and  increasingly  diverse 
inner  suburbs  are  on  a  collision  course  with  fast- 
growing,  largely  white  "exurbs"  and  culturally 
conservative  rural  areas. 

But  the  new  pattern  is  not  clean  and  neat. 
That's  because  swing  voters  live  everywhere  and 
can't  be  pigeonholed  by  their  demographic  charac- 
teristics. Marilyn  K.  Miller,  63,  is  ceo  of  Personnel 
Evaluations  Inc.,  a  Skokie  (111.)  company  that  con- 
ducts background  checks  on  job  applicants.  Why 
did  this  small-business  executive  vote  for  Democrat 
Al  Gore  for  President  but  Republican  Mark  S. 
Kirk  for  Congress?  "I  feel  that  no  party  is  perfect," 
Miller  says.  "Until  I  get  into  the  voting  booth,  I'm 
not  positive  how  I'm  going  to  vote." 

The  decline  in  partisan  loyalty  has 
been  occurring  gradually  over  the 
past  30  years,  abetted  by  the  pass- 
ing of  big-city  machine  mayors 
like  "Boss"   Richard   Daley  of 
Chicago  and   Frank   Rizzo  of 
Philadelphia.  Remaining  party 
support  comes  from  a  hard 
core  of  loyalists  balkanized 
along  ideological,  racial,  eth- 
nic, and  religious  lines.  The 
rise  of  powerful  special-interest 
groups — from  gay  activists  to 
gun  owners  to  environmentalists  to 
anti-abortion  crusaders — has  built 
figurative  fences  between  fellow  cit- 
izens. And  the  national  comity  has 
suffered  as  voters  have  begun  defin- 
ing themselves  through  their  spe- 
cial interests  first. 

In  post-boom  America,  cultural 
questions  form  a  dividing  line:  Do 
you  own  a  gun?  Two-thirds  of  gun 
owners  voted  for  Bush.  Do  you  at- 
tend religious  services  more  than 
once  a  week?  By  a  margin  of  nearly 
2-1,  these  people  backed  Bush.  Do 
you  believe  abortion  should  be  le- 
gal? Seventy  percent  of  those  voters 
sided  with  Gore.  Do  you  favor  gay 
rights?  If  so,  Gore  was  your  candi- 
date— overwhelmingly.  If 
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you  believe  government 
should  do  more,  you  were 
three  times  as  likely  to  back 
Gore.  If  you  want  govern- 
ment out  of  your  lives,  you 
favored  Bush  by  a  like 
margin. 

Meanwhile,  the  geography 
of  American  politics  has  un- 
dergone a  dramatic  transfor- 
mation. The  solid  Democratic 
South  of  the  past  has  be- 
come a  Republican  bastion 
at  the  Presidential  level. 
(One  exception:  Florida, 
where  a  wave  of  new  resi- 
dents is  weakening  the  gop's 
grip.)  The  formerly  rock- 
ribbed  Republican  states  of 
the  Northeast  have  moved 
toward  the  Democratic  col- 
umn. And  the  West  Coast, 
for  decades  a  pivotal  region, 
has  become  a  key  component 
of  any  national  Democratic 
victory.  Essentially,  the  De- 
mocrats control  the  two 
coasts,  and  the  gop  is  in 
command  of  the  American 
heartland. 


Split  Vision  Americans 
political  perspectives 
often  vary  based  on 
demographic  differences. 


GROUP 


BUSH  APPROVAL/ 
DISAPPROVAL 


WHITE 
BLACK 
HISPANIC 

WHITE  EVANGELICAL 
SECULAR 
NON-HiSPANIC  CATHOLic 

labor  households 

non-union 

busTnesspeople 

SroCKTRADERS 

EAST 
MIDWEST 
SOUTH 
WEST 


rural  and  small-town  Ameri 
has  been  transformed  fro 
being  politically  competitiv 
based  on  economic  distin 
tions,  to  becoming  solid 
Republican,  based  on  soci 
issues  such  as  guns  ar  \ 
abortion.  "There's  a  perce 
tion  that  Democrats  ult 
mately  want  to  take  evei 
gun  away  from  everybodj 
says  House  Minority  Lead 
Richard  A.  Gephardt  (D-Mo 
TUG-OF-WAR.  With  the  pa 
ties  at  parity,  Republicai 
and  Dems  are  desperate 
searching  for  ways  to  ga 
even  a  slight  advantage 
ten  by  finding  feel-good  i 
sues  designed  to  lure  vote 
in  the  center.  Republicai 
preach    compassion,    som 

/ion/  ->^n/  thing  called  "the  new  em 

4o%-J6u/o  °      ,   ,.       „         , 

aq'o/'^oo/"  ronmentalism,     and   swe: 

||/?.™S.  they'll  "leave  no  child  b 

PA'°~4?./?-.  hind"  when  it  comes  to  ed 

45%-40%  cation.  Democrats  yamrrn 

» »*,  -,^n/  about  the  virtues  of  erasii 
44%~39vb 

the  national  debt,  preservir 

.490/o;_32%  the  Medicare  "iockbox,"  ar 


55%-30% 
"240/0-53%' 
~42%:39% 

66%-18% 
39%:48% 
"54%-33% 

38%-45% 
52°/o:32% 
"54%"-35% 
"54%:36% 


BIG  CITY 

SMALLTOWN 

A  new  kind  of  geographi-        S0JJURB 49^-36%  the  need  to  keep  the  budg 

cal  determinism  has  emerged.         RURAL  56%-29%  in  surplus. 

Megaplex    cities — many    of  The  impasse  is  likely 

which  gained  population  as  a        )M"EME."J ?l/(r31  /o  prompt  new  rounds  of  neg 

result  of  immigration  and  ur-        C_0 NSE_RVAT IV E_ _R EP II B. 87%-5%  tive  television  commercials- 
ban  gentrification  by  young        MOD./UB.  REPUBLICAN 85%-8%  and     make     mincemeat 

professionals— are  becoming        c6ns\/M0D._DEM0CRAT  28%;54%  Bush's  pleas  for  "a  new  toi 


LIBERAL  DEMOCRAT 


BASED  ON  A  SURVEY  OF  1,200  ADULTS,  JUNE  13-17 
Data:  Pew  Center  for  the  People  &  the  Press 


Toe-to-toe     Dems  and 


steadily  more  Democratic.  In 
the  past  year  alone,  Democ- 
rats recaptured  control  of 
mayor's  jobs  in  cities  as  di- 
verse as  Los  Angeles,  Indi- 
anapolis, and  Jersey  City. 

Democrats  also  have  made  major  gains  in  the  in- 
ner suburbs  that  ring  most  large  cities.  These 
sprawling    tracts    draw    city 
dwellers  and  immigrants  seeking 
good  schools  and  relatively  low 


19%-68% 


Republicans  grasp  at  any  easy  lure  to  attract 


disaffected  centrists 


crime  rates.  They  are  also  a  haven 
for  citizens  who  enjoy  racial  and 
cultural  diversity — and  they  are 
becoming  increasingly  Democratic. 

Republicans  have  an  upper  hand  in  the  outer 
suburbs  and  the  newly  developed  former  farm- 
land called  exurbs.  These  overwhelmingly  white  ar- 
eas, such  as  California's  conservative  Central  Val- 
ley, are  home  to  some  of  the  largest  Protestant 
congregations  in  the  country. 

Beyond  the  outer  reaches  of  the  New  Economy, 


in  Washington."  Says  gop  d 
mographer  John  Morga 
'We're  in  for  trouble  in  tern 
of  civility.  [The  parties]  a: 
really  playing  for  keeps  now 
There's  a  big  problem  inherent  in  this  politics 
division:  It's  very  difficult  to  build  policy  consensi 
once  an  election  is  over.  Even  though  centri 
swing  voters  want  elected  officials  to  stop  tl 
bickering  and  get  things  done,  politicians  are  pull< 
to  the  extremes  by  interest-group  demands,  tl 
dictates  of  congressional  commissars,  and  the  tug 
campaign  contributors. 

This  polarized  political  model  is  unlikely 
change  until  a  McCain — or  some  other  anti-E 
tablishment  reformer — shakes  up  the  status  qu 
But  a  crucial  component  of  such  a  reform  drive 
limiting  unregulated  "soft  money"  in  campaign 
— is  in  deep  trouble  from  entrenched  powers 
both  parties.  Unless  the  nation's  "radical  centrist 
unite,  at  the  ballot  box  and  in  legislative  charnbei 
divide-and-conquer  government  seems  here  to  st; 
That  means  change  will  be  measured  in  micron 
not  yards.  And  public  frustration  with  New  Eco 
omy  politics  will  only  grow. 

Willi  Arm  Thereae  Palmer  in  Chicot 
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Web  Content  Management     integrated  with     Defect  and  Change  Tracking     integrated  with     Requirements 


Need  to  deliver  better  software  faster? 

800%  RO! 

300%  increase  in  productivity 

66%  reduction  in  development  cycles 

80%  fewer  bugs 

95%  reduction  in  testing  time 


You  can.  With  the 
Rational  Software  Development  Platform. 

Software  Engineering  Best  Practices 

Visual  Modeling 

Software  Configuration  Management 

Web  Content  Management 

Defect  and  Change  Tracking 

Requirements  Management 

Automated  Testing 


These    quantified    benefits    are 
documented  results  from  organizations  using  the 
Rational'   software  development  platform.  It's  the  industry's 
only  platform  for  building  software  —  unified  life-cycle  tools  based  on 
proven  software  engineering  best  practices  -  integrated  with  all  the  leading 
IDEs  from  Microsoft",  IBM  ,  Sun  ,  Borland  ,  and  others.  Now,  you  no  longer  have  to 
choose  between  "integrated  solutions"  and  "best  of  breed  tools"  -  Rational  delivers  both. 
With  over  $8ooM  in  revenue,  70  locations  around  the  world  and  over  1,500  qualified  services  profes- 
sionals, Rational  partners  with  its  customers  to  ensure  their  success.       D       ■*-  *  1 
Want  similar  results?  Learn  more  at  www.rational.com/customersuccess2              „„.  ,.d.^n'? 
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AMERICA'S  FUTURE 


By  Pete  Engardio 


television  ad  running  these  days  in  India  shows  a 
mother  lapsing  into  a  daydream:  Her  young  daughter 
is  in  a  beauty  contest  dressed  as  Snow  White,  dancing 
on  a  stage.  Her  flowing  gown  is  an  immaculate  white 
The  garments  of  other  contestants,  who  dance  in  the 
background,  are  a  tad  gray.  Snow  White,  no  surprise, 
wins  the  blue  ribbon.  The  mother  awakes  to  the  laugh 
ter  of  her  adoring  family — and  glances  proudly  at  hei 
Whirlpool  White  Magic  washing  machine. 

The  TV  spot  is  the  product  of  14  months  of  research 
by  Whirlpool  Corp.  into  the  psyche  of  the  Indian  con- 
sumer. Among  other  things,  the  Benton  Harbor  (Mich/ 
company  learned  Indian  homemakers  prize  hygiene 
and  purity,  which  they  associate  with  white.  The  trou- 
ble is,  white  garments  often  get  discolored  after 
frequent  machine  washing  in  local  water.  Besides  ap- 
cultures-and  build  a  presence  carefully  pealing  to  this  love  of  purity  in  its  ads,  Whirlpoo 

custom-designed  ma- 
chines that  are  es 
pecially  good  with 
white  fabrics. 

Whirlpool    hasn't 
stopped    there.     II 


Illustration  by  Craig  Frazier 


Being  first  and  biggest  in  an  emerging 
market  isn't  always  the  best  way  to 
conquer  it.  A  better  tactic:  Learn  local 
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uses  generous  incentives  to  get  thousands  of  Indi- 
an retailers  to  stock  its  goods.  To  reach  every 
cranny  of  the  vast  nation,  it  uses  local  contrac- 
tors conversant  in  India's  18  languages  to  collect 
payments  in  cash  and  deliver  appliances  by  truck, 
bicycles,  even  oxcart.  Since  1996,  Whirlpool's  sales 
in  India  have  leapt  80% — and  should  hit  $200  mil- 
lion this  year.  Whirlpool  now  is  the  leading  brand 
in  India's  fast-growing  market  for  fully  automatic 
washing  machines. 

Whirlpool's  success  story  stands  out  in  a  time 
when  Corporate  America  doesn't  talk  much  about 
emerging  markets.  Things  were  different  a  decade 
ago.  That's  when  Western  economies  had  stalled,  so 
expanding  operations  into  the  fast-growing,  heavily 
populated  lands  of  Asia,  Latin  America,  and  the 

old  Soviet  bloc 
was  a  top  priority. 
The  approach  to 
globalization  then 
was  brutally  sim- 
ple: get  in  fast, 
strike  megadeals 
with  top  officials, 
and  watch  the 
profits  roll  in.  Mul- 
tinationals figured 
local  consumers 
would  snap  up 
their  products  at  a 
premium.  Thus  at&t 
promised  some  20 
ventures  in  China, 
from  state-of-the- 
art  telecom  facto- 
ries to  research 
labs.  Enron  Corp. 
negotiated  giant 
power  plants  and 
pipeline  projects 
in  India,  Indone- 
sia, and  Bolivia. 
General  Motors 
Corp.  envisioned 
an  Asiawide  network  of  car  plants,  led  by  its  $1.2 
billion  facility  in  Shanghai. 

SENSE  AND  SENSIBILITY.  Many  of  these  bets  fizzled 
or  disappointed.  Enron's  $4  billion  Indian  power 
plant  is  a  debacle.  Other  multinationals  saw  that  lo- 
cal competitors  can  catch  up  fast — and  beat  them  in 
price  and  marketing.  Tumbling  trade  barriers  are 
making  local  production  less  essential.  Meanwhile,  a 
globalization  backlash  has  forced  companies  to  view 
their  activities  in  poor  nations  in  a  different  light. 
Exxon  Mobil,  Cargill,  Freeport-McMoRan,  and  Roy- 
al Dutch/Shell  became  targets  of  local  uprisings 
over  oil,  mining,  and  other  projects  in  Indonesia,  In- 
dia, and  Nigeria.  McDonald's,  kfc:,  and  Philip  Mor- 
ris have  endured  withering  criticism  at  home  and 
abroad  for  aggressively  pushing  inappropriate  prod- 
ucts and  ignoring  local  sensibilities. 

The  financial  crises  that  ravaged  nations  like 
Mexico,  Thailand,  Russia,  Brazil,  and  Turkey  didn't 


Succeeding  Overseas  how 

Companies  are  Boosting  Foreign 
Sales-and  Cutting  Risk 


PRUDENT  INVESTMENTS  Rein  in  capital 
spending  on  new  factories  and  acquisitions. 
Look  for  smaller,  more  focused  projects. 

BROADENING  THE  MARKET  Look  beyond 
upscale  consumers  to  the  4  billion  people  ear- 
ning the  equivalent  of  $1,500  or  less  a  year. 

LOCAL  LEVERAGE  Where  possible,  use  ex- 
isting distribution  networks  and  underutilized 
factories,  rather  than  build  from  scratch. 

CO-OPT  THE  LOCALS  Don't  wait  for  a 
backlash.  Involve  local  nonprofits,  entrepre- 
neurs, and  officials  in  your  project. 

DON'T  RUSH  IN  Most  emerging  markets 
are  liberalizing  investment  rules:  So  wait  un- 
til the  terms  are  right. 


help.  Suddenly,  "emerging  markets"  connoted  ex 
cessive  risk.  Indeed,  compared  to  the  boomin 
U.  S.  of  the  late  '90s  and  a  unifying  Western  Ei 
rope,  emerging  markets  looked  irrelevant  to  man 
execs.  After  explosive  growth  in  the  early  1990s 
foreign  direct  investment  by  U.S.  companies  i 
East  Asia,  excluding  Japan,  plunged  by  74%  t 
$1.33  billion  from  1997  to  2000,  estimates  the  U 
Commerce  Dept.  The  drops  have  been  nearly  q 
dramatic  in  Latin  America  and  Eastern  Europe 

But  as  Whirlpool  and  other  savvy  U.S.  compj 
nies  such  as  Kodak,  Citigroup,  and  Hewlett 
Packard  are  proving,  investing  time  and  energy  t 
understand  societies  in  developing  nations  can  pa 
rich  returns.  Rather  than  swinging  for  the  fence 
with  megaprojects  or  costly  takeovers,  the  smarte 
approach  is  to  methodically  build  a  presence  froi 
the  ground  up.  Some  of  the  best  investments  ar 
the  most  economical — small  corner  kiosks  instead  c 
full-blown  stores  or  bank  branches,  say,  or  a  tie-u 
with  a  savvy  local  player  who  owns  a  factor 
Says  Bain  &  Co.  global  strategist  Chris  Zool 
"Companies  are  trying  to  figure  out  how  to  buil 
on  their  strengths,  as  opposed  to  throwing  a  bunc 
of  Hail  Mary  passes  in  the  hope  they  connect." 

Above  all,  smart  globalization  requires  extensiv 
homework.  Companies  are  starting  to  work  clos( 
ly  with  bureaucrats,  entrepreneurs,  and  soci; 
groups  at  the  grass  roots.  Not  only  is  it  easier  t 
head  off  a  local  political  backlash  by  cooperatin 
with  local  players  early;  multinationals  are  al 
finding  they  can  save  enormous  resources — an 
develop  products  local  consumers  really  need 

Whirlpool  has  learned  many  of  these  lesson 
Eight  years  after  launching  its  global  blitz  in  1981 
it  took  a  $294  million  writedown  to  shed  two  of  th 
four  appliance  plants  it  built  in  China.  "What  w 
absolutely  missed  was  how  fast  these  market 
would  become  saturated,"  concedes  CEO  David  I 
Whitwam.  "We  could  build  plants  around  th 
world,  but  where  you  fail  is  in  the  marketplace.' 

Now,  Whitwam  believes  Whirlpool  is  on  trac 
Besides  its  sophisticated  marketing  and  inroac 
with  local  distributors,  the  company  reorganized  il 
global  factory  network.  For  all  appliances,  it  devis< 
basic  models  that  use  about  70%  of  the  same  part 
Then  it  modifies  its  machines  for  local  taste 
Whirlpool  has  an  incentive  to  get  it  right:  Throug 
2009,  it  expects  demand  for  big  appliances  in  tl 
U.  S.  to  remain  flat,  while  it  projects  demand  ove 
seas  will  grow  17%,  to  293  million  units. 

Similar  dynamics  are  pushing  other  companies  t 
renew  their  global  focus.  Developing  nations  ai 
still  likely  to  grow  much  faster  than  the  industril 
West  for  at  least  a  decade  (chart,  page  136).  What 
more,  most  multinationals  today  target  mainly  tl 
richest  10%  of  the  global  population.  They've  yel  I 
reach  the  4  billion  who  earn  the  equivalent 
$1,500  or  less  annually.  Few  can  afford  a  PC,  car,  I 
mortgage  now.  But  many  experts  argue  they  W 
be  the  greatest  source  of  future  global  growl 
That's  why  Hewlett-Packard  Co.  has  launched 
drive  to  help  stimulate  computer  use  in   villagl 
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THINK  OF  IT  AS  A  4,000-LB  GUARDIAN  ANGEL. 


JEER  GRAND  CHEROKEE  Maybe  it's  the  fact  that  it's  equipped  with  multistage  driver  and  front-passenger  air  bags,* 
supplemental  side-curtain  air  bags!  four-wheel  anti-lock  brakes,  steel  side-impact  door  beams,  and  our  legendary  Quadra- 
Drive™1  four-wheel  drive  system.  Or  that  it  has  over  60  years  of  proven  off-road  experience  behind  it.  But  whatever  it  is, 
when  you're  driving  Jeep  Grand  Cherokee,  you  get  the  distinct  feeling  that  you're  in  safe  hands.  For  more  information 
about  all  of  Grand  Cherokee's  advanced  safety  and  security  features,  contact  us  at  1-800-925-JEEPor  www.jeep.com. 


Jeep 


THERE'S   ONLY  ONE 


'Always  use  seat  belts.  Remember,  a  backseat  is  the  safest  place  for  children  12  and  under.  'Optional.  Jeep  is  a  registered  trademark  of  DaimlerChrysler. 
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SMART  GLOBALIZATION 


Corporate  America  Is  Investing 
Less  in  Emerging  Markets... 


DIRECT  INVESTMENT  BY  U.S.  COMPANIES  IN  EMERGING  MARKETS 
OF  ASIA,  LATIN  AMERICA,  AND  EASTERN  EUROPE 


...But  They  Will  Still  Account 
for  Greater  Growth 


PROJECTED  PERCENT  ANNUAL  GROWTH 
IN  PER  CAPITA  GDP  2000-2010 


'95  '96 

A  BILLIONS  OF  U.S.  DOLLARS 

Data:  Bureau  of  Economic  Analysis,  U.S.  Commerce  Dept 


from  Central  America  to  Africa  (page  137).  The  HP 
program  also  is  politically  shrewd:  It  promotes 
the  beneficial  aspect  of  globalization  to  the  neediest. 
Citibank's  new  campaign  to  broaden  its  tradi- 
tional base  of  rich  clients  exemplifies  the  new  ap- 
proach to  emerging  markets.  In  Bangalore,  India,  it 
launched  a  program  called  Suvidha — Hindi  for 
"ease."  It  persuaded  midsized  companies  to  set  up 
retail  bank  accounts  for  their  entire  staffs,  from 


,  PERCENTAGE  GROWTH 


LATIN     SOUTH    CENTRAL    EAST 
AMERICA    ASIA     EUROPE     ASIA 

PERCENTAGE  GROWTH      Data:  World  Bank 


Where  the  growth  is     Since  1997,  Citibank 


clients  in  emerging  markets  who  operate  small  businesses 


have  risen  sixfold,  to  8.7  million 


janitors  to  top  managers.  To 
open  accounts,  customers  need 
just  $22.  They  get  a  card  they 
can  use  to  get  cash,  take  out 
loans,  pay  bills  at  local  ATMs, 
and  buy  groceries.  In  three 
years,  Citi  has  gained  200,000 
retail  clients,  doubling  its  base 
in  India,  for  about  $10  million. 

In  corporate  banking,  Citi 
is  targeting  companies  with 
revenues  of  $50  million  or 
less.  India's  trucking  business 
has  been  one  priority.  By 
opening  offices  in  23  cities  of- 
fering credit,  savings,  and 
checking  accounts,  Citi  now 
finances  10,000  truckers — 
most  with  fewer  than  30  ve- 
hicles. It  also  is  gearing  up 
in  Poland,  Brazil,  and  the  Philippines.  Since  1997, 
small-business  clients  in  emerging  markets  have 
risen  sixfold,  to  8.7  million.  "The  lower  segments  of 
these  markets  is  where  the  growth  is,"  says 
Citibank  ceo  Victor  J.  Menezes.  Such  markets 
earned  Citigroup  $2.7  billion  in  net  profits  last  year. 

Other  U.S.  companies  are  finding  they  can  get 
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ahead  working  with  smaD  entrepreneurs  eager  foi 
new  ways  to  make  money.  That's  one  reason  emergl 
ing  markets  are  a  bright  spot  for  Eastman  Kodal[ 
Co.  While  Kodak  has  struggled  in  the  U.  S.,  in  Asia 
sales  were  up  9%  last  year.  Much  of  this  is  becausd 
of  Kodak  Express  photo  supply  and  development 
shops,  often  owned  by  entrepreneurs  such  as  Qiij 
Xing,  28.  The  Shanghai  native,  who  says  he  had 
"always  been  a  photography  buff,"  invested  $48,00(1 
to  open  his  shop  in  January.  In  a  deal  with  a  Chi| 
nese  bank,  Kodak  lets  Qiu  use  his  developing  equip 
ment  as  loan  collateral  even  though  he  hasn't  fullj 
paid  for  it.  Kodak  also  supj 
plies  monthly  staff  training 
Qiu  takes  in  $5,000  a  montl| 
and  makes  a  25%  profit. 

Kodak  has  6,000  Expressed 
across  China  and  expect! 
10,000  by  yearend.  Its  marl 
ket  share  in  China  has  doul 
bled  since  1995,  to  60%.  "Wl 
moved  so  fast,  our  competil 
tors  didn't  have  time  to  act,] 
boasts  John  Tseng,  a  Kodalj 
general  manager  for  Asia. 

In  these  turbulent  times 
when  political  and  currency 
crises  rock  governments  fron 
Jakarta  to  Buenos  Aires,  it'  « 
hard  to  tell  when  emerginj 
markets  will  be  the  pre  | 
dictable  lands  of  opportunity 
ceos  once  foresaw.  But  tha 
was  always  an  illusion — anc 
it's  time  Corporate  Americj 
figures  out  what  really  works 
"The  next  round  of  global  ex 
pansion  is  as  much  abou  jCj 
imagination  as  about  re 
sources,"  says  University  of  Michigan  managomen 
guru  C.  K.  Prahalad:  "Putting  a  billion  dollars  dowt 
does  not  involve  imagination."  With  the  mistakes  o 
the  '90s  behind  them,  the  winners  will  appm.nl 
the  world  in  a  smarter  way. 

With  Mmijeet  Kripalani  in  Bombay  and  Alyahi 
Webb  in  Shanghai 
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^^^^_  ■Lmid  the  cow  pastures 

and  potato  fields  of  San  Joaquin 

<Cutris,  a  remote  Costa  Rican 
village  with  500  residents,  one 
telephone  line,  and  neither  a 
doctor  nor  post  office,  sits  what 
some  Hewlett-Packard  Co.  ex- 
ecutives believe  may  be  the  In- 
formation Age's  Next  Big  Thing. 
ft         ^t  It  is  a  white,  recycled  shipping 

^^^^J  container  with  a  satellite  dish 

^Bi^^  and  screen  doors  and  windows 

on  the  ends.  A  giant  tent-like 
tarp  shields  it  from  the  blazing 
sun  and  seasonal  rains.  Inside 
are  six  Pes,  a  digital  scanner, 
and  a  TV  that  faces  outside. 
The  structure  is  one  of  the 

■  more  than  dozen  telecenters  HP 

has  helped  set  up  in  impover- 
ished areas  of  Costa  Rica,  the 
Dominican  Republic,  and  Sene- 
gal with  the  help  of  nonprofit 
groups.  Since  the  San  Joaquin 
Cutris  center  opened  Apr.  29, 
dozens  of  villagers  have  been 
I  *>  surfing  the  Internet,  swapping 

j     H      [J  e-mails  with  overseas  relatives 

MHHHi  or  searching  for  information,  and 

watching  health  and  agricultural 
training  videos.  Equipment  for 
sending  electronic  medical  and 
soil  data  to  labs  will  arrive  soon. 
"Already  we're  less  isolated," 
says  Freddy  Murillo,  a  dairy 
farmer  who  persuaded  the  Cos- 
ta Rica  Foundation  for  Sustain- 
I     I      I  a^e  Development  to  put  a  cen- 

L^L^I  ter  in  the  village.  "This  project 

^^^^^^  is  going  to  bring  many  benefits 

■■H  to  our  community." 

;J  Such  efforts  won't  make  a 

HHRHHi  dent  on  HP's  bottom  line  for  a 

while.  But  the  company  insists 
the  project  isn't  charity.  The 
mputer  equipment  giant  has  a  two-tiered  plan  for 
iking  money  from  the  far  edge  of  emerging  mar- 
ts. First,  it  hopes  to  profit  by  selling  equipment 
"  these  hardy  info-tech  centers,  most  of  which  are 
tided  by  governments  and  private  foundations, 
le  company  says  it  is  also  landing  multimillion- 
llar  it  contracts  from  African,  Asian,  and  Latin 
vernments,  which  now  know  and  trust  HP  be- 
use  of  its  involvement  in  development  programs. 
!iED  CAPITAL.  What  happens  next  is  anyone's 
less.  But  HP's  managers  hope  that  spreading  IT 
roughout  the  Third  World  will  result  in  new 
isinesses  no  one  had  imagined,  and  trigger  huge 
mand  for  simple  and  economical  computer  prod- 
ts.  If  anyone  can  turn  this  vision  into  reality,  it's 
'.  A  pioneer  in  nations  like  China,  Brazil,  and 
ngapore  for  decades,  it  derives  60%  of  its  $41  bil- 
m  in  sales  overseas.  Now,  HP  hopes  to  develop 
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Computer 
equipment  and 
services 

GLOBAL 
EXPERIENCE 

Already  gets 
60%  of  revenue 
overseas;  pio- 
neered manufac- 
turing and  R&D 
in  countries  like 
Singapore,  China, 
and  Malaysia. 

OBJECTIVE 

With  competi- 
tion for  upscale 
users  intense 
everywhere,  HP 
is  targeting  low- 
income  nations 
-a  new  market- 
ing frontier. 

STRATEGY 

Work  with  local 
groups  to  set  up 
"computer  re- 
source centers" 
in  villages  in 
Senegal,  the 
Dominican  Re- 
public, and  Cos- 
ta Rica.  Provide 
hardware,  train- 
ing, and  help 
with  business 
plans.  Develop 
simple  devices 
for  rural  doc- 
tors, farmers, 
and  educators. 


Data:  Hewlett-Packard, 
BusinessWeek 


what  may  be  the  great  marketing  frontier  of  the 
coming  decades.  "The  wealthiest  1  billion  people  in 
the  world  are  pretty  well  served  by  IT  compa- 
nies," says  Lyle  Hurst,  director  of  a  year-old  HP 
program  called  world  e-inclusion.  "We're  targeting 
the  next  4  billion." 

HP  has  worked  with  grassroots  social  groups, 
aid  agencies,  and  local  governments  to  learn  what 
consumers  in  low-income  nations  need.  The  re- 
search revealed  demand  for  low-price,  simple  it 
devices  and  ways  to  connect  them  to  the  Net. 
That's  where  the  telecenter  comes  in.  If  it  wins 
enough  orders,  Lyle  says,  HP  will  be  able  to  pro- 
vide fully  equipped  centers  with  computers,  satel- 
lite hookups,  and  solar  generators  if  needed.  HP 
picked  Senegal,  a  regional  commercial  hub,  as  a 
showcase  in  Africa.  It  joined  forces  there  with 
Joko,  a  group  founded  by  the  popular  musician 
Youssou  N'Dour  to  use  it  to  create  jobs  for  the 
poor.  HP  gave  seed  capital  and  staff  for  a  pro- 
gram that  has  trained  600  Senegalese  to  use  the 
Net.  Thousands  are  on  the  waiting  list.  "There  is 
a  huge  market  of  people  who  want  skills,"  says 
Abdoul  Aziz  Mbaye,  president  of  the  Youssou  N'- 
Dour Foundation,  which  funds  Joko. 

Long  term,  HP  wants  to  spawn  a  number  of 
profitable  businesses  from  these  projects.  Centers 
in  Costa  Rica  already  are  starting  a  newspaper  and 
coffee-trading  business.  In  Senegal,  Joko  will  try  to 
help  entrepreneurs  start  e-businesses  that  enable 
overseas  Senegalese  to  remit  funds  and  communi- 
cate with  relatives  at  home.  Telemarketing  ser- 
vices for  France  are  another  possibility.  In  hard- 
ware, HP  is  developing  derivatives  of  its  Jornada 
handheld  PC  to  process  soil  test  samples  and  small- 
business  loans.  Yet  another  project:  remote  moni- 
toring of  U.S.  buildings  that  need  security  but 
cannot  afford  24-hour  staff.  Why  not  have  workers 
in  South  Asia  or  Africa  watch  the  video  screen? 
"You  don't  need  somebody  who  is  terribly  well-ed- 
ucated to  do  it,  just  a  reliable  telecom  line,"  says 
Debra  Dunn,  HP's  vice-president  for  operations. 

Dunn  says  HP  will  soon  unveil  pilot  projects  in 
these  areas.  The  ultimate  payoff  is  unclear.  But  you 
don't  get  a  harvest  until  you  start  planting. 

By  Pete  Engardio  in  New  York,  with  Geri  Smith 
in  San  Jose,  Costa  Rica 
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or  most  of  its  142- 
year  history,  Diebold  Inc. 
never  worried  much 
about  global  strategy.  As 
a  premier  name  in  bank 
^^^^k  vaults— and  then  auto- 

■    j      ■  mated   teller   machines 

■B^HHl  and  security  systems — 

the  North  Canton  (Ohio)- 
based  company  focused 
on  U.S.  financial  institu- 
tions, content  to  let  part- 
ners hawk  what  they 
could  abroad.  But  in 
1998,  with  the  U.S.  ATM 
market  saturated,  Die- 
bold  decided  it  had  to  be 
more  ambitious. 

Since  then,  Diebold 
has  taken  off.  Sales  of  security  devices, 
software,  and  services  surged  38%  last 
year,  to  $1.74  billion,  led  by  a  146%  jump  in 
overseas  sales,  to  $729  million.  The  mo- 
mentum has  continued  this  year.  With  ATM 
factories  in  Asia,  Latin  America,  and  Eu- 
rope, international  sales  have  gone  from 
22%  of  the  total  to  40%  in  just  two  years, 
and  should  soon  overtake  North  America. 
The  ventures  overseas  have  taken 
Diebold  into  whole  new  directions.  In  China,  where 
it  now  has  half  of  the  fast-growing  ATM  market,  it 
also  is  helping  the  giant  International  Commer- 
cial Bank  of  China  design  its  self-service  branches 
and  data  newtork.  In  Brazil,  Diebold  owns  and 
manages  a  network  of  5,000  ATMs — as  well  as  sur- 
veillance cameras — for  a  state-owned  bank.  In 
Colombia,  it's  handling  bill  collection  for  a  power 
utility.  In  Taiwan,  where  most  consumers  still  pre- 
fer to  pay  bills  in  cash,  Diebold  is  about  to  intro- 
duce ATMs  that  both  accept  and  count  stacks  of  up 
to  100  currency  notes  and  weed  out  counterfeits. 
And  in  South  Africa,  its  ATMs  for  the  techno-illit- 
erate  scan  fingerprints  for  identification. 
FOREIGN  ACCENT.  Diebold  didn't  plunge  willy-nilly 
into  overseas  markets.  "We  tend  to  put  a  high  em- 
phasis on  analyzing  the  daylights  out  of  things  be- 
fore we  go  in,"  says  Michael  J.  Hillock,  Diebold's  in- 
ternational operations  president.  In  the  1980s,  wary 
of  going  it  alone,  it  used  foreign  electronics  giant 
Philips  to  distribute  its  ATMs,  before  forging  a  man- 
ufacturing and  sales  joint  venture  with  IBM.  By 
1998,  though,  it  needed  faster  overseas  growth  to 
lift  its  bottom  line.  And  it  figured  it  knew  enough  to 
assert  more  control  over  foreign  operations.  So 
Diebold  bought  ibm's  stake,  snapped  up  the  ATM 
units  of  France's  Groupe  Bull  and  Holland's  Getron- 
ics,  gained  majority  ownership  of  its  China  ATM 
manufacturing  venture,  and  bought  Brazilian  part- 
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ner  Procomp  Amazonia  Industria  Electronica,  a 
top  Latin  American  electronics  company. 

Diebold  found  it  could  serve  much  broader  needs 
in  emerging  markets  than  in  the  U.  S.  Across  Latin 
America,  consumers  use  banks  to  pay  everything 
from  utility  bills  to  taxes.  So  Diebold  ATMs  handle 
these  services,  24  hours  a  day.  In  Argentina,  where 
filing  taxes  is  a  nightmare,  citizens  now  can  fill  out 
returns  on  a  PC,  store  them  on  a  disk,  and  have 
their  disks  scanned  on  one  of  5,000  special  Diebold 
terminals,  most  of  them  at  banks.  Red  Link,  which 
owns  the  biggest  network  for  the  tax  service,  gave 
Diebold  the  job  because  "they're  extremely  flexible 
and  can  adapt  technology  to  solve  any  problem," 
says  Commercial  Manager  Armando  Avagnina. 
Diebold  also  is  landing  new  contracts  across  Latin 
America  to  manage  bank  ATM  networks. 

The  $240  million  acquisition  of  Brazil's  Procom 
also  gave  Diebold  an  entree  into  an  entirely  new 
line:  It  landed  a  huge  contract  to  supply  electronic 
voting  machines  for  Brazil's  presidential  election 
last  year.  Now  Diebold  is  getting  into  the  voting- 
machine  business  in  the  U.S.,  where  it  expects 
demand  to  surge  in  the  wake  of  the  controversial 
Presidential  contest  in  Florida.  Globalization,  it 
seems,  can  even  unveil  new  opportunities  at  home. 

By  Michael  Arndt  in  New  Canton,  Ohio,  and 
Pete  Engardio  in  New  York,  with  Joshua  Good- 
nui n  in  liunios  Aires 
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In  1982,  it 
formed  a  distrib- 
ution venture 
with  Philips.  Af- 
ter starting  ac- 
quisition push  in 
1998,  has  manu- 
facturing and 
distribution  in 
80  nations  in 
Latin  America, 
Europe,  and 
Asia.  Overseas 
accounts  for 
40%  of  revenue 

OBJECTIVE 

Boost  share  of 
fast-growing 
ATM  and  bank 
security  markets 
in  emerging 
markets  and 
ease  depen- 
dence on 
saturated  U.S. 

STRATEGY 

Step  one  was  to 
gain  control  of 
distribution  and 
manufacturing 
in  Europe,  Asia, 
and  Latin  Amer- 
ica. Now,  be- 
sides ATMs,  it  is 
selling  services, 
such  as  turnkey 
management  of 
ATM  networks 
for  banks,  IT 
consulting,  and 
utility  bill  collec- 
tion. Diebold 
also  is  tailoring 
ATMs  for  emerg- 
ing markets.  For 
example,  they 
can  count  stacks 
of  cash  and 
process  tax 
returns. 

Data:  Diebold, 
BufftlMSlVWA 
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IN  THEIR  SEARCH  FOR  BETTER  SOFTWARE,  THE  VISITORS  FROM  A  PARALLEL  UNIVERSE  FIND 

WEBSPHERE  for  E-COMMERCE 

|    HELPED  WHIRLPOOL  S  B2B  AND  B2C  SOLUTIONS  ACHIEVE  100%  ROI  IN  LESS  THAN  9  MONTHS 


business  software       ibm.com/websphere/ecommerce 


IT'S  A  DIFFERENT  KIND  of  WORLD. 

YOU  NEED  A  DIFFERENT  KIND  of  SOFTWARE. 


technology. 
They  are  looking 
for  products 
that  will  save 
money  and  spur 
growth 


By  Steve  Hamm 

Illustration  by 
Eddie  Guy 
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ate  last  year,  when  the  economic  ice  storm  howled  into  Silico 
Valley,  software  maker  Adobe  Systems  Inc.  had  been  toyin 
with  the  idea  of  buying  a  $10  million  system  for  managing  it 
sales  operations.  Instead,  to  hold  down  costs,  it  signed  u 
with  an  Internet  company,  Salesforce.com  Inc.,  which  provide 
200  salespeople  with  up-to-the-minute  information  about  thei 
customers  and  sales  activities  via  any  Web  browser.  The  cos 
a  mere  $50  per  person  per  month.  Setup  time:  a  couple  of  day: 
"It  was  something  we  could  use  immediately  and  very  ine> 
pensively,"  says  Bruce  R.  Chizen,  Adobe's  chief  executive. 

Those  are  words  that  CEOs  rarely  get  to  utter  when  the/r 

talking  about  computers  and  software.  Indeed,  according  to  Lev 

Epstein,  Adobe's  vice-president  for  North  American  sales,  wh 

lined  up  the  Salesforce.com  deal,  "software  typically  delivers  le 

than  you  expect  in  more  time  and  fc 

more  money  than  you  expect." 

This  is  the  tech  industry's  greater 
failing.  For  years,  producers  of  e\vr\ 
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thing  from  computers  and  software  to  handheld 
gadgets  have  promised  products  that  are  ever 
more  powerful,  easier  to  use,  and  increasingly 
affordable.  All  too  often,  the  industry  has  failed  to 
keep  those  promises.  U.S.  corporations  spent  $2.2 
trillion  on  information  technology  during  the 
1990s,  says  market  researcher  IDC.  That  helped 
productivity  growth  rates  nearly  double  in  the 
second  half  of  the  decade.  But  corporations  also 
spent  money  on  stuff  that  didn't  live  up  to  the 
hype.  At  the  same  time,  consumers  were  deluged 
with  new  gizmos,  software  programs,  and  Web- 
browsing  experiences.  Some  were  megahits,  such 
as  the  Windows  PC  operating  system.  But  many 
more  were  flops.  Remember  Apple  Computer 
Inc.'s  Newton?  It  was  supposed  to  understand 
handwriting — but  couldn't. 

Now  comes  the  big  cool-down.  A  decade-long  cy- 
cle of  a  booming  economy  and  technical  innovation 
has  come  to  an  end.  Nobody  knows  exactly  how 
the  next  months  and  years  will  play  out.  But  one 
thing  is  sure:  Now,  more  than  at  any  time  in  the 
past  decade,  buyers  are  demanding  products  and 
services  that  really  deliver. 

Business  customers  are  in  deep  penny-pinching 
mode.  Their  info-tech  spending  is  expected  to  in- 
crease just  8.6%,  to  $1  trillion  worldwide  this  year, 
vs.  12.4%  last  year,  according  to  idc.  That's  forcing 
them  to  concentrate  on  getting  the  most  out  of  the 
software  and  computers  they  already  have.  Any- 
thing new  has  to  guarantee  that  it  will  boost  pro- 
ductivity or  create  new  sources  of  revenue.  The 
goal  is  getting  a  healthy  return  on  investment,  or 


Quick  fix      Customer-relationship  software 


can  help  cut  costs  and  boost  revenues.  Hard  Rock  Cafe,  for  one, 


n 


got  immediate  results 


koi.  "Businesses  are  saying  they 
want  more  bang  for  the  buck 
out  of  the  technology  they  buy," 
says  Michael  D.  Fleisher,  CEO  of  market  researcher 
Gartner  Group  Inc.  "If  this  industry  doesn't  deliv- 
er that,  it  will  lose  the  hearts  and  minds  of  the 
business  leaders,  and  they  will  look  elsewhere  to 
make  their  gains." 

For  consumers,  the  era  of  being  guinea  pigs 
for  tech  companies  is  over.  A  host  of  new  gizmos 
and  services  is  on  the  way.  They're  supposed  to  do 
for  the  rest  of  the  house  what  the  food  processor 
and  microwave  did  for  the  kitchen:  harness  tech- 
nology to  make  life  a  lot  easier  (page  156).  But  to 
win  converts  during  an  economic  slowdown,  these 
products  and  services  will  have  to  be  inexpensive 
and  work  as  reliably  as  the  telephone.  "You'll  ei- 
ther take  that  seriously,  or  you  won't  be  able  to 
play,"  says  Craig  Mundie,  senior  vice-presideni  for 
advanced  strategies  al  Microsoft  Corp. 

Winning  over  those  tightwad  corporate  buyers 
will  be  the  toughest  immediate  challenge.  Accord 
ing  to  a  survey  in  late  May  of  225  chief  information 


officers  by  Morgan  Stanley  Dean  Witter  &  Co 
they're  most  likely  to  cut  consulting  and  new  cus 
torn  software  development — the  really  complicate 
stuff.  Least  likely  to  face  the  knife  are  hardwar 
and  software  that  improve  security,  networks,  an 
customer  relationships.  The  first  two  are  esser 
tial  to  keeping  e-businesses  running.  Companie 
are  counting  on  customer-relationship  software  t 
cut  costs  and  boost  revenues. 
QUICK  RESULTS.  Seven  months  ago,  Orlando-base 
Hard  Rock  Cafe  International  wanted  to  boos 
revenues  by  increasing  the  frequency  of  visits  <; 
regular  patrons  to  its  104  restaurants.  Usin 
E.piphany  Inc.'s  relatior 
ship-marketing  softwar 
along  with  a  set  of  far 
club  programs,  it  amasse 
a  list  of  more  than  225,000  customers.  Hard  Roc 
then  e-mailed  promotional  offers  to  these  cus 
tomers  that  encouraged  them  to  visit  its  restai 
rants  and  buy  souvenirs  on  its  Web  site.  Aftt 
one  promotion,  Hard  Rock  sold  more  than  $150,0C 
in  merchandise.  Often  it  takes  years  for  corpors 
tions  to  make  back  the  cost  of  their  technology,  bi 
Hard  Rock  already  has  recovered  80%  of  its  e) 
penses.  "It  was  a  very  quick  turnaround,"  saj 
Kelly  Maddern,  director  of  information  technolog 
One  of  the  most  promising  new  technologies  fc 
producing  a  solid  return  on  investment  is  collabc 
rative  software  (page  146).  These  are  prograrr 
that  improve  communications  between  employee^ 
or  between  a  company  and  its  suppliers  and  oth 
business  partners.  Using  soft  ware  from  i2Tecl 
nologies  that  links  it  with  its  suppliers,  for  ii 
stance,  energy  producer  Ashland  Inc.  cut  its  annu. 
costs  by  about  $30  million.  By  taking  purchase 
that  had  been  made  independently  by  people  at  it 
100  facilities  and  focusing  them  on  one  online  ca 

alog,  and  by  reducing  the  number  of  its  Buppliei 

from  lens  of  thousands  to  about    1,000  reachable  01 
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line,  Ashland  secured  volume 
discounts  from  those  core  sup- 
pliers. Plus,  because  the  e-pur- 
chasing  system  creates  close 
collaborative  relationships,  Ash- 
land's suppliers  recommend 
products  that  are  more  appro- 
priate and  affordable. 

To  get  employees  plugged  in 
so  they  can  collaborate  and 
make  decisions  quickly,  many 
corporations  are  buying  laptops 
or  handhelds  equipped  with 
wireless  technologies  that  blend 
the  mobility  of  cellular  with  the 
rich  information  of  the  Net 
(page  150).  For  instance,  Mi- 
crosoft Corp.  has  installed  a 
wireless  local-area  network  on 
its  vast  corporate  campus  in 
Redmond,  Wash.  If  an  impor- 
tant meeting  is  called  suddenly, 
an  employee  away  from  his  or 
r  desk  can  find  out  via  an  e-mail  alert  to  a  laptop 
mputer,  then  wirelessly  tap  into  the  Web  to 
ther  information  and  prepare  a  presentation  for 
e  meeting. 

Not  everybody  is  up  for  trying  out  cutting- 
ge  technologies,  though.  Some  corporations  just 
int  help  in  digesting  the  technology  they  al- 
ady  have.  One  approach  gaining  popularity  is  so- 
iled enterprise  integration  software — which  links 
sparate  programs  so  information  can  be  passed 
Dre  easily  between  them.  Pirelli,  the  Italian  tire 
mpany,  wanted  to  link  its  inventory  and  order 
stems  to  its  2,000  tire 
alers  to  reduce  invento- 
rs and  improve  customer 
rvice.  But  it  decided  not 
buy  new  customer-rela- 
mship  software.  Instead, 
relli  bought  integration 
ftware  from  tibco  Soft- 
ire  Inc.  in  Palo  Alto, 
ilif.,  which  connects  more 
an  100  software  programs 
at  didn't  previously  work 
gether.  Pirelli  figures  this 
>proach  cost  half  as  much 
adding  new  applications, 
d  it  was  up  and  running 
one-third  the  time. 
For  some  products,  a  bet- 
r  return  on  investment 
mes  from  paying  less. 
lat's  what's  happening 
ith  pes:  Computer  makers 
>e  slashing  their  sticker 
iices  to  win  business.  The 
erage  price  for  a  business 
I  has  dropped  19%  since 
Bt  fall,  to  $1,017,  accord- 
g  to  market  researcher 


npd  Intelect.  Dell  Computer  Corp.  is  leading  the 
charge — advertising  cuts  as  deep  as  20%  and  going 
even  deeper  when  it  negotiates  individual  con- 
tracts. Blue  Shield  of  California  recently  wrangled 
a  deal  for  700  Dell  pes  that  will  save  it  about  $1 
million  off  the  price  it  paid  to  a  competitor  for  a 
similar  deal  last  year. 

Price  cuts  likely  will  slow  at  some  point,  since 
desktop  PCs  have  become  unprofitable  for  most  PC 
companies.  Now,  a  new  price  war  is  being  fought 
over  more  powerful  computer  servers. 
MAKE  IT  WORK.  Dirt-cheap  hardware  alone  doesn't 
solve  corporations'  biggest  technology  headache: 
the  complexity  of  managing  big  networks.  To  ad- 
dress that,  most  hardware  makers  are  starting  to 
sell  computing  as  a  service  to  their  corporate  cus- 
tomers. Joining  a  host  of  companies,  they  operate 
data  centers  that  run  Web  sites  and  applications 
and  store  data  for  corporations,  delivering  ser- 
vices as  a  utility  via  the  Web.  Analysts  say  com- 
panies can  expect  to  shave  15%  to  20%  off  their 
costs  by  outsourcing  their  computing  this  way. 
The  latest  advance  in  the  data  centers  is  the  ar- 
rival of  so-called  blade  servers,  computers  that 
are  less  than  two  inches  thick  and  can  easily  be 
added  when  more  power  is  needed.  Concern  about 
handing  over  their  data  to  outsiders  has  slowed  the 
takeoff  for  computing-on-tap.  Still,  the  economic 
pinch  is  driving  corporations  to  cut  costs,  so  IDC  ex- 
pects the  market  to  mushroom,  from  $6.4  billion 
last  year  to  $59.9  billion  in  2005. 

The  just-make-it-work  imperative  is  equally 
acute  when  it  comes  to  consumer  products.  For 
years,  tech  companies  have  been  promising  high- 
speed Internet  access.  Because  of  the  cost  and 


Technologies  That  Deliver  Even  though  budgets  are  tight 
corporations  are  willing  to  spend  on  computing  systems  that  help 
increase  sales  or  cut  costs.  Here's  a  sampling  of  technologies: 


CUSTOMER  MANAGEMENT  These  software  packages  help  companies  track  their  sales 
activities,  make  customer  service  more  efficient,  and  plan  marketing  campaigns.  De- 
mand is  still  strong-the  market  is  expected  to  grow  nearly  40%,  to  $14.1  billion  this 
year,  says  AMR  Research. 

E-PR0CUREMENT  These  programs  help  companies  buy  everyday  items,  such  as  paper, 
office  machinery,  and  cleaning  supplies,  over  the  Web.  Gartner  Group  says  that  a 
hypothetical  $9.6  billion  company  will  pay  back  a  $7  million  e-procurement  technology 
investment  in  just  over  four  years  and  will  get  $6.2  million  in  savings  in  the  fifth  year. 

COLLABORATIVE  SOFTWARE  It  helps  workers  collaborate  within  their  company  and 
with  partners  to  speed  product  design  and  make  manufacturing  more  efficient. 
Researcher  Yankee  Group  estimates  that  companies  in  26  industries  it  has  studied 
have  the  opportunity  to  save  $233  billion  by  2005  if  they  use  this  technology. 

PIPING  TECHNOLOGY  TO  USERS  Rather  than  handling  their  own  server  computers, 
corporations  are  relying  on  outside  outfits  to  manage  their  technology  at  remote  data 
centers,  piping  data  to  their  offices  via  the  Web.  Experts  say  this  can  cut  a  company's 
computing  costs  by  15%  to  20%.  Some  30%  of  corporate  tech  buyers  say  they  are 
considering  this  or  already  doing  it,  says  Gartner  Dataquest. 
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complexity,  fewer  than  10  million  American  homes 
have  speedy  access.  To  woo  customers,  companies 
are  now  making  it  far  easier  to  install  and  use 
than  in  the  past. 

Previously,  subscribers  who  didn't  want  to  pay 
$200  for  professional  installation  had  to  load  several 
cd-roms  and  install  modem  drivers  to  get  their 
PCs  to  work  with  their  new  modems.  It  might 
take  a  few  hours — or  a  few  days — to  get  up  and 
running,  sbc  Communications  Inc.  last  year  start- 
ed providing  new  subscribers  with  a  package  of 
self-help  software  that  streamlines  the  setup 
process.  The  software  walks  customers  through 
the  setup  in  less  than  an  hour,  sbc  says  85%  of 
new  subscribers  use  the  software,  and  the  compa- 
ny is  adding  4,000  fast-access  customers  a  day. 
The  payoff:  sbc  ranks  No.  1  in  the  country,  with 
more  than  1  million  such  subscribers. 

Other  broadband  providers  are  doing  similar 


Rock  on     After  eviscerating  Napster,  the 


recording  industry  has  to  find  a  way  to  make  the  online  music 


business  explode 


things  to  make  their  services  more 
palatable.  That's  one  reason  market 
researcher  TeleChoice  Inc.  expects 
U.S.  residential  fast-access  phone  connections  to 
grow  from  5.7  million  this  year  to  14.5  million  by 
the  end  of  2003. 

That  kind  of  attention  to  the  consumer  experi- 
ence will  be  needed  to  make  the  online  music  busi- 
ness take  hold.  By  attracting  26  million  users,  the 
Napster  music-swapping  service  proved  that  both 
the  technology  and  the  demand  exist  to  turn  the 
Web  into  a  powerful  music  distribution  vehicle. 
Now  that  court  challenges  from  the  music  industry 
have  eviscerated  Napster,  it's  up  to  the  recording 
companies  to  transform  music  on  the  Web  from  a 
phenomenon  into  a  business.  Two  major  online 


sales  sites  owned  by  partnerships  of  tr 
major  labels,  MusicNet  and  Presspla 
are  expected  to  debut  by  the  end  of  tr 
summer.  Their  first  challenge  will  l 
coming  up  with  prices  customers  ai 
willing  to  pay  that  also  deliver  profit 
The  winning  sites  will  be  the  ones  thi 
use  this  new  media  to  create  a  trui 
compelling  new  experience— as  MTV  d: 
20  years  ago.  RealNetworks'  Real.co' 
site  is  showing  the  way  with  its  Gol 
Pass  subscription  service.  For  $9.95 
month,  subscribers  get  access  to  a  wi( 
variety  of  music,  video  interviews  wii 
pop  stars,  and  live  sporting  events.  Tl 
service  has  landed  more  than  300,0( 
subscribers  in  a  year. 
SEEN,  NOT  HEARD.  Look  for  a  simil 
breakthrough  in  the  popularity  of  hon 
computer  networking.  IDC  expects  horn 
with  networks  to  quadruple,  to  16.4 
lion  by  2004.  The  allure:  Home  networks  will  1 
several  people  in  a  household  get  online,  at  o 
time  and  for  one  price.  AOL  is  working  on  softw; 
to  simplify  setting  up  and  using  such  a  netwo: 
Microsoft  is  building  basic  home  networking  tecj 
nology  into  its  upcoming  Windows  XP  operati 
system.  On  top  of  that,  if  you  have  one  wirele 
network  at  home  and  another  at  work,  and  y 
carry  your  laptop  back  and  forth,  you  don't  have 
fiddle  with  the  computer  settings  anymore 
switch  from  one  network  to  another.  The  lapt 
"discovers"  the  networks  and  then  automatical 
makes  the  switch  to  the  correct  network. 

This  kind  of  machine-to-machine  communicH 
tion  could  bring  the  next  important  advances 
computing.  Microsoft,  for  one,  is  creating  a  fan 
ly  of  technologies  called  Hailstorm,  due  next  ye; 
that  stores  such  personal  info  as  your  name,  a 
dress,  credit  cards,  and  calendar,  and  passes  it 
with  your  permission — between  Web  sites.  I 
designed  to  ease  online  purchases,  to  alert  y 
when  your  airplane  flight  is  late,  or  to  let  y 
know  when  you're  due 
the  dentist.  All  of  this  ha 
pens  in  the  background, 
you  don't  have  to  get  i 
volved  in  the  details.  Companies  including  Arm 
ican  Express  and  Verizon  are  testing  the  te 
nology.  Hailstorm  fits  in  with  the  vision  I 
Nicholas  Negroponte,  Media  Lab  director  at  Ma 
achusetts  Institute  of  Technology:  Digital  se 
vants  shouldn't  require  a  lot  of  supervisi 
"These  things  will  be  able  to  know  you,  be  able 
learn,  be  able  to  improve — and  be  able  to  g 
out  of  your  face,"  he  says. 

Tech  slowdown?  Sure.  But  this  also  is  a  tir 
when  practical  new  products  can  emerge  that  c 
liver  value  and  satisfaction  for  customers,  sliapi 
the  way  technology  is  created  and  used  for  ma 
years  to  come. 

With,  Andrew  Park  in  Dallas,  Roger  Crockett 
Chicago,  and  Spencer  Ante  in  Nac  York 
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icar 
that  can  see 
and  talk? 


"Very  responsive." 

Delphi  Automotive  Systems  is 
working  to  make  vehicles  respond 
to  drivers  as  well  as  the  road.  Our 
Communiport    Mobile  MultiMedia 
Systems  can  navigate,  download, 
read,  listen  and  speak.  Our 
Forewarn    Collision  Avoidance 
Systems  will  help  drivers  see 
360  degrees  around  them.  And 
our  42-volt  system  can  power 
all  this. ..and  more.  To  find  out 
more  about  how  these  future 
technologies  can  respond  to 
you,  visit  www.delphiauto.com. 


Automotive  Systems 
3  m  o  r  r  o  w  's   Tc  chnology 
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Spencer  E.  Ante 

Illustration  by 
Eddie  Guy 

Tools  from  a 
new  generation 
of  companies 
make  it  easier 
for  employees 
and  business 
partners  to 
work  together 
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SIMULTANEOUS  SOFT 


THE  TECH  CHALLENGE 


As  director  of  technical  stan- 
dards and  systems  for  Procter 
&  Gamble,  Michael  Walsh 
oversees  a  web  of  technology  that 
spans  the  globe,  p&g's  computer  net- 
work links  900  factories  and  17  product  develop- 
ment centers  in  73  countries.  The  global  network 
enables  the  $39  billion  consumer-products  colos- 
sus to  produce  and  market  300  of  the  world's  best- 
known  brands,  including  Tide,  Folgers,  and  Crest. 
That  breadth  also  carries  a  cost:  It  has  become  in- 
creasingly difficult  to  make  such  a  wide  swath  of 
products  with  speed,  efficiency,  and  quality. 

To  help  solve  the  problem,  Walsh  tapped  soft- 
ware from  MatrixOne  Inc.  to  automate  P&G's  prod- 
uct development  process.  Dubbed  the  Corporate 
Standards  System,  the  software  lets  researchers 
comb  a  database  of  200,000  product  designs  to  see 
if  they  already  exist  in  another  part  of  the  com- 
pany, eliminating  redundant  efforts,  ess  also  lias 
trimmed  product  design  times  in  half,  because  it 
lets  far-flung  developers  cook  up  formulas  togeth 


er  on  the  Web  and  enables  managers  to  measur 
their  progress  against  timetables.  When  thing 
fall  behind  schedule,  the  software  automaticall 
sends  an  e-mail  reminder  to  a  worker  when  the 
need  to,  say,  approve  the  packaging  of  a  detergen 
"New  collaborative  tools  like  ess  make  global  sc 
ence  easier  to  do,"  says  Walsh. 
POTENTIAL  SAVINGS.  P&G  is  in  the  forefront  of  pe 
haps  the  most  important  trend  in  business  e-con 
merce:  collaboration  technology.  It  has  been  fi\ 
years  since  companies  started  using  the  Web  t 
share  information  and  streamline  purchasing.  No\ 
despite  the  slowdown,  Corporate  America  has  b 
gun  using  new  Web  software  tools  to  help  en 
ployees  and  business  partners  work  togethei 
make  products  faster  and  more  cheaply.  A  Jul 
study  of  more  than  350  executives  by  Deloiti 
Consulting  found  that  57%  believe  collaborate 
e-commerce  is  critical  to  their  business  over  tl 
next  year.  That's  driving  companies  to  spend  $10 
billion  on  collaborative  software  tliis  year,  growilj 
to  $33.2  billion  by  2004,  according  to  the  Aberde< 
Group  and  AMU  Research. 

The  latest  tools  are  coining  from  a  new  general  it 

of  companies,  including  MatrixOne,  Agile  Softwar 

and  hogistics.com.  Collaboration  functions  also  at 

being  added  to  older  supply  chain  programs.  In  coi 
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trast  to  early  collaborative 
software  such  as  Lotus  Notes, 
the  new  tools  are  easier  to 
use  and  to  customize. 

The  recent  ascent  of  col- 
laboration stems  partly  from 
a  dissatisfaction  with  the  lim- 
itations of  electronic  market- 
places. Many  public  e-mar- 
ketplaces are  essentially 
auction  houses:  They  don't  of- 
fer the  means  to  form  deep 
business  relationships  online. 
Through  online  collaboration, 
a  manufacturer  can,  say, 
share  its  sales  forecasts  with 
suppliers  so  they  can  fine- 
tune  inventories — resulting  in 
potentially  enormous  savings. 
Yankee  Group  Research  Inc. 
estimates  that  over  the  next 
five  years,  collaborative  com- 
merce can  save  companies 
$228  billion  by  cutting  inven- 
tories and  slicing  production 
costs.  "Collaborative  com- 
merce will  substantially  en- 
hance   the    profitability    of 

"^  firms,"  says  Raphael  Amit, 

I  professor  at  the  University 

of  Pennsylvania's  Wharton 

■  School  of  Business. 

^^^^^^^^^  It's  still  early,  but  some 

companies  are  seeing  gains. 
Limited  Logistics  Services, 
the  shipping  arm  of  clothes 

;ailer  The  Limited  Inc.,  used  to  float  bids  to  35 

icking  companies  via  phone  or  fax,  and  the  truck- 

3  would  send  back  offers.  Efficient  it  was  not. 

metimes,  lls  had  to  air-freight  shipments  be- 

ise  it  couldn't  find  any  trucks.  Now,  lls  uses  a 

3b  service,  Logistics.com,  that  invites  shippers  to 

I  on  jobs  and  develops  an  optimal  delivery  plan 

weighing  factors  such  as 

iffic  congestion  and  truck 

ailability.  Instead  of  lls 

ying  for  pricey  one-way 

ps,   Logistics.com   finds 

ipments  from  other  lls 

irehouses  to  fill  trucks  on 

turn  trips.  The  service 

so    enables    truckers    to 

irn  enough  about  a  ship- 

unt  to  offer  the  best  price. 

LLS  divulges  that  it  has  a 

xible  delivery  time  on  a 

ipment    that    will    only 

rtly  fill  a  truck,  for  in- 

>ince,  that  gives  a  shipper 

ore  time  to  line  up  other 

>ods    to    fill    the    truck. 

.»anks  to  the  service,  lls 

s  sped  up  its  average  de- 


livery time  by  a  week,  increased  the  reliability  of 
its  shipping  rates  by  more  than  10%,  and  cut  its  de- 
livery costs  by  $1.2  million,  or  3%,  this  year. 

Manufacturers,  too,  stand  to  gain  from  collabo- 
rative technologies.  This  March,  sci  Systems,  a 
$9  billion  contract  manufacturer,  rolled  out  Agile's 
software  to  four  of  its  factories  to  coordinate  pro- 
duction plans  with  customers  and  suppliers,  sci 
Systems  builds  tech  gear  for  companies  such  as 
Nortel  Networks.  In  the  past,  sci  engineers  and 
manufacturing  customers  would  phone,  e-mail,  or 
fax  product  specifications  to  one  another.  This 
process  created  errors  and  bottlenecks  when  prod- 
uct-design changes  would  get  stuck  on  an  engi- 
neer's desktop.  Now,  sci  workers  update  and  view 
the  changing  product  specifications  in  real  time. 
Vincent  R  Melvin,  sci's  chief  information  officer, 
says  the  system  has  increased  quality  and  cut  pro- 
duction setup  times  by  20%.  "Everyone  can  find 
the  right  information  at  the  time  they  need  it," 
says  Melvin,  who  plans  to  roll  out  the  software  to 
all  50  plants  this  year. 

KEEPING  SECRETS.  What's  the  future  of  collabo- 
ration? "We're  still  three  years  away  from  seeing 
collaborative  technology  becoming  more  routine," 
says  analyst  Barry  Wilderman  of  Meta  Group.  The 
biggest  factor  slowing  adoption  is  that  employees 
and  departments  tend  to  hoard  data.  For  inter- 
company collaboration  to  work,  businesses  must 
build  trust  so  they  can  better  share  information. 

Collaboration  aficionados  are  forging  ahead.  They 
expect  that  the  expansion  of  broadband  technology 
will  trigger  yet  another  wave  of  collaborative  ap- 
plications. Since  April,  for  instance,  Johnson  &  John- 
son pharmaceutical  researchers  have  been  using  In- 
ternet 2,  a  souped-up  version  of  the  Net  that's  in 
development,  to  brainstorm  on  videoconferences  in 
cyberspace  and  analyze  test  results.  But  even  with- 
out an  Internet  upgrade,  collaborative  commerce 
technologies  are  already  paying  off  for  P&G  and  a 
host  of  other  companies.  If  these  pioneers  keep 
logging  productivity  gains,  they'll  soon  have  a  lot  of 
company  in  the  collaboration  fan  club.  ■ 


COLLABORATIVE  COMMERCE  How  some  of  the  biggest 
names  in  Corporate  America  are  using  the  new  software 


PRODUCT  DEVELOPMENT 

Johnson  &  Johnson  uses 
collaborative  tools  to  man- 
age the  research  and  de- 
velopment of  drugs.  This 
enables  its  far-flung  re- 
searchers to  share  docu- 
ments in  virtual  work 
spaces.  Other  tools  let 
researchers  simultaneously 
work  on  applications 
such  as  disease  mapping 
software. 


PROJECT  MANAGEMENT 

Ford  is  using  900  virtual 
work  spaces  to  design  cars 
and  hold  meetings.  In  one 
project,  Ford  used  digital 
conference  rooms  from 
eRoom  to  manage  the  for- 
mation of  the  auto  indus- 
try e-marketplace  Covisint. 
Lawyers  from  law  firms 
and  three  auto  makers 
shared  virtual  rooms  to 
haggle  over  contracts. 


SUPPLY  CHAIN  Contract 
manufacturer  SCI  Systems 
is  using  software  from 
Agile  Software  at  four  fac- 
tories to  connect  its  em- 
ployees, customers,  and 
suppliers  together.  When  a 
customer  such  as  Dell 
Computer  places  an  order, 
SCI  can  communicate  in 
real  time  with  its  suppliers 
and  Dell  to  manage  the 
computer's  configuration. 
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CONCORDE 


It  slices.  It  dices.  It  even  cuts  through  the  clutter  of  boring  sedan; 
none  other  than  the  uniquely  designed  Chrysler  Concorde  LXi.  A  c 
sleek  and  agile,  it  begs  to  be  challenged.  With  standard  features  I 


-*m> 


■ 


erful  all-aluminum  3.2  liter  V6  engine,  speed-sensitive  steering,  low- 
?d  traction  control  and,  above  all,  a  driver  grinning  from  ear  to  ear. 
-mation?  Call  1. 800. CHRYSLER  or  visit  www.chrysler.com.  Chop-chop. 


WIRELESSWORK 


THE  TECH  CHALLENGE 


By  Roger  0. 
Crockett 

Illustration  by 
Eddie  Guy 


Mobile  Net  access  is  changing  the  way  we  do  our  jobs.  Now,  even 
Starbucks  or  your  car  can  be  extensions  of  the  workplace 


T 


I  hanks  to  new  wireless  technology,  customer  serv- 
ice rep  Bhavna  Shah  is  making  Northwest  Airlines 
Corp.'s  passengers  just  a  little  bit  happier.  Rather 
than  spending  her  eight-hour  shifts  anchored  behind  a 


check-in  counter  at  the  Minneapolis-St.  Paul  air- 
port, Shah  now  can  roam  from  the  counter  to  the 
curb  with  a  seven-pound,  wireless  gadget  mounted 
on  her  hip.  That  makes  it  a  snap  to  help  frantic  pas- 
sengers get  flight  information  or  to  print  out  their 
boarding  passes.  One  day,  Shah  checked  in  more 
than  60  passengers — and  none  of  them  had  to  wait 
a  minute  in  line.  "People  always  say,  'Oh  my  God,  I 
didn't  know  you  could  do  this,' "  Shah  says.  "I  love 
to  go  to  the  customer.  It  helps  to  walk  to  them 
rather  than  have  them  wait  for  me." 

Shah  is  just  one  example  of  how  wireless  tech- 
nology will  change  the  way  we  work  in  the  years 
ahead.  Over  the  next  few  years,  a  variety  of  new 
technologies  that  blend  the  mobility  of  cellular 
with  the  rich  information  of  the  Net  will  make 
their  way  into  the  mainstream.  The  services  will 


have  glitches — dropped  calls  and  low  battery  lif 
are  sure  to  frustrate  users.  Even  so,  wireless  syi 
terns  will  allow  impressive  advances,  including  li: 
tening  to  e-mail  from  the  driver's  seat  during  you 
commute  and  viewing  color  photos  on  your  mobil 
phone.  "Information-at-an-instant  capability  is  g( 
ing  to  quickly  take  over,"  says  Steve  G.  Jones, 
professor  at  the  University  of  Illinois  at  Chicagc 
The  biggest  impact  will  come  in  the  workplaci 
Already,  Microsoft  Corp.  has  installed  a  wireless  h 
cal  area  network  (lan)  that  lets  workers  connect  t 
the  corporate  intranet — via  radio  waves — from  an 
spot  on  its  265-acre  Redmond  (Wash.)  campu 
Seattle-based  Starbucks  Corp.  also  is  experimentin 
with  wireless  LANs  that  let  customers  browse  th 
Net  from  a  comfy  couch.  Besides  wireless  LAN 
there's  a  wireless  technology  called  telematics  ths 
auto  makers  are  using  to  let  drivers  pull  up  info: 
mation  from  their  corporate  networks  on  a  scree 
in  their  cars.  Cellular  companies  are  installing  tecl 
nology  that  will  let  customers  access  the  Net  fro: 
their  mobile  phones  at  speeds  six  times  those  of  t 
day's  computers.  And  something  called  fixed  wir 
less  is  bringing  broadban 
Net  connections  to  bus 
nesses  that  have  been  b 
yond  the  reach  of  fiber-o] 
tic  pipes  in  urban  area 
All  told,  worldwide  speni 
ing  on  wireless  equipmei 
could  jump  from  $116  b: 
lion  this  year  to  aboi 
$265  billion  in  2005. 
SAVING  TIME.  Some  bus 
nesses  are  finding  the  r 
turn  on  investment 
wireless  tough  to  resis 
Consider  CareGrou 
Healthcare  System, 
Boston-area  hospital  sy 
tern  with  3,000  doctors, 
just  one  of  the  system 
many  clinics,  officia 
spent  $72,000,  or  abo 
$6,000  per  doctor,  th 
year  on  wireless  LAN  ge 
and  they  expect  a  return  of  $1.1  million,  or  $90,01 
per  physician.  How?  The  clinic  has  cut  an  averaj 
of  two  minutes  off  doctors'  20-minute  patient  \  isi 
by  letting  them  use  a  wireless  tablet  to  pull  a  p 
tient's  medical  details  from  the  central  databas 
That  translates  into  seeing  more  patients  per  &i 
accounting  for  $400,000  of  the  total  return. 

As  new  wireless  technologies  are  introduced 
everything  from  mobile  phones  to  the  neighborly 
Starbucks,  how  we  work  will  change.  People  w 
be  able  to  leave  the  office,  walk  down  the  stret 
and  use  their  phone  or  handheld  device  to  open  tl 

same  Power  Point  presentation  they  were  viewil 
in  the  office.  "This  is  not  a  pipe  dream,"  sa 
Nicholas  Labun,  a  general  manager  al  Moton 
Inc.  The  workers  who  are  cutting  the  cord  a 
starting  to  see  results. 


raised  t< 


Beyond  todayM     By  headlines  lies  a  ne\ 
economy  indfl  Ingly  in  need  of  power.  Questions 
gas  supplies,    bout  the  need  for  critical  delivery  infrastrui 
about  turbu   Ifice  in  the  marketplace.  At  El  Paso  Corporation, 
we're  con  Kitted  to  finding  answers  to  those  questions.  And  we're 
uniquely  qualified  to  deliver  on  that  commitment.  No  other  company 
atch  the  depth  and  breadth  of  El  Paso's  enterprise  base, 
n  the  critical  natural  gas  reserves  we're  developing  to  the  gas 
asportation  system  we're  expanding.  From  our  extensive  power 
neration  portfolio  to  our  new  liquefied  natural  gas  business. 
I  Paso  Corporation  is  committed.  Committed  to  finding  durable 
answers  to  vital  questions. 


Commitment.  Raised  to  the  power  of  El  Paso. 


Ita 


miAtoirnra 


By  Catherine  Arnst 


Illustration  by  Eddie  Guy 


Over  the  next  few  years,  new 
treatments  for  cancer,  Alzheimer's, 
and  cardiovascular  conditions  will 
help  some  patients  manage 
once-deadly  diseases 


BIOTECH 

FOR  BOOMERS 


THE  TECH  CHALLENGE 


T 


he  next  big  thing  in  medicine  could  have 
been  predicted  40  years  ago.  The  baby 
boomers,  who  constitute  almost  30%  of 


the  U.S.  population,  are  getting  older.  As  they       f^ 
age,  the  rates  of  heart  disease,  cancer,  neurolog- 


ical decline,  and  other  afflictions  will  soar.  The 
pharmaceutical  industry  is  well  aware  of  this  trend, 
and  for  years  has  focused  its  research  on  ways  to 
ease  the  pain,  if  not  cure  it. 

At  least  boomers  are  marching  into  the  twi- 
light years  at  a  good  moment.  Huge  advances 
over  the  past  two  decades  in  biotechnology,  drug- 
discovery  methods,  and  deciphering  cellular  be- 
havior are  finally  coalescing  to  produce  drugs  and 
medical  devices  for  conditions  that  had  been  vir- 
tually untreatable.  This  marks  a  big  change  from 
medical  progress  in  the  past,  when  the  majority  of 
new  medicines  merely  offered  marginal  improve- 
ments over  existing  treatments,  or  alleviated  symp- 
toms of  a  disease  rather  than  correcting  the  cause. 

Over  the  next  few  years,  promising  new  treat- 
ments for  cancer,  Alzheimer's,  infectious  disease, 
and  cardiovascular  conditions  will  break  new 
ground.  These  treatments  may  not  constitute  cures, 
but  for  some  patients  they  could  turn  once-deadly 
diseases  into  manageable  conditions.  Their  design  is 
based  on  a  growing  understanding  of  the  biological 


underpinnings  of  a  disease  rather  than  the  old  1 
or-miss  approach  to  drug  development  that 
quired  testing  thousands  of  compounds  until  sor 
thing  finally  worked. 

A  prime  example  is  Eli  Lilly  &  Co.'s  new  di 
for  sepsis,  a  deadly  blood  infection  that  is  a  lead 
cause  of  death  in  intensive-care  units.  Sepsis 
quickly  lead  to  blood  clots,  followed  by  multiple 
gan  failure.  It  kills  30%  to  50%  of  those  affecte* 
some  200,000  Americans  a  year — and  it  has  b 
virtually  untreatable.  More  than  20  experimer 
drugs  for  the  disease  failed  in  clinical  trials.  1 
Lilly  finally  broke  the  losing  streak  with  Zovan 
bioengineered  version  of  a  protein  that  keeps  bl< 
from  clotting.  Investigators  reported  in  Febnii 
that,  in  a  late-stage  clinical  trial,  Zovant  redui 
the  death  rate  from  sepsis  by  20%.  Manufactur 
problems  have  slowed  its  launch,  bul  the  Foo< 
Drug  Administration  will  likely  approve  it  in  • 
tober.  "[Zovant]  is  going  t<>  make  a  huge  differe 
to  medicine,"  says  Lehman  Brothers  Inc.  analyst 
Anthony  Butler. 


Not  all  of  the  drugs  in 
the  pipeline  will  be  as  suc- 
cessful as  Zovant,  of 
course.  Many  may  not 
even  see  the  light  of  day. 
The  Pharmaceutical  Re- 
search &  Manufacturers  of 
America  (phRMA),  an  in- 
dustry group,  says  it  takes 
an  average  of  14.2  years 
to  bring  a  drug  from  lab 
to  market,  and  the  rule  of 
thumb  is  that  only  one  out 
of  five  experimental  drugs 
survives  clinical  trials  and 
FDA  scrutiny.  Also,  one  of 
the  biggest  changes  ever 
to  hit  medicine — the  map 
of  the  human  genome  pub- 
lished earlier  this  year — 
won't  have  a  significant 
impact  on  health  for  at 
least  a  decade. 

Still,  enough  new  drugs 
are  nearing  the  market 
that  an  outline  of  the 
medical  miracles  to  come 
can  be  traced.  Here  are 
some  significant  categories: 

Cancer 

The  Big  C  is  the  No.  2 

killer  in  the  U.  S.  after 

heart  disease  and  will  like- 

.,  __^A     ly  reach  No.  1  as  boomers 

B(      age.  That's  because  once 

rj^      people  hit  59,  they  have  a 

.  v^fc       one-in-three  chance  of  de- 

^W^^      veloping  cancer,  compared 

■  *^      with  l-in-62  for  people  39 

and  under.  The  pharma- 

utical  industry  is  aware  of  the  need 

r  better  treatments:  It  spends  more 

cancer  research  and  development — 

.3  billion  last  year — than  on  any  other 

sease,  and  402  oncology  drugs  are  in 

nical  trials. 

For  its  money,  the  industry  is  seeing 
major  shift  in  the  treatment  of  cancer, 
stead  of  trying  to  slash,  burn,  or  poi- 
n  tumors,  researchers  are  refining 
erapies  that  take  aim  at  the  cellular 
echanisms  that  cause  tumors  to  grow 
icontrollably.  These  drugs  are  designed 
attack  only  diseased  cells,  and  thus 
ould  have  few  or  no  side  effects.  They 
•n't  necessarily  eradicate  the  cancer, 
it  they  aim  to  stop  it  from  spreading. 
5  a  result,  many  doctors  believe  cancer 
ill  one  day  be  a  chronic,  manageable 
sease,  much  like  diabetes.  "We  can 
ke  a  lesson  here  from  the  aids  epi- 
anic,"  says  Dr.  Harold  Varmus,  presi- 
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it  of  Memorial  Sloan-Kettering  Can- 
( Jenter  in  New  York.  "Keep  the  can- 

•  from  spreading,  and  you  can  keep 

•  patient  healthy." 

Targeted  therapies  won  a  high  profile 
May  with  the  rapid  FDA  approval  of 
■vartis'  Gleevec,  which  halts  or  de- 
I  l  he  spread  of  a  deadly  form  of 
.kemia.  The  drug  blocks  a  protein 
it  plays  a  key  role  in  tumor  division. 
en  a  recent  report  that  some  of  the 
kest  patients  on  Gleevec  eventually 
apsed  hasn't  dampened  enthusiasm 
the  drug.  "Gleevec  should  be  able  to 
rk  on  a  lot  of  solid  tumors,  so  its  ap- 
:ation  will  go  way  beyond  [leukemia]," 
?s  Dr.  Faraz  Naqvi,  portfolio  manager 
Dresdner  Rem  Global  Healthcare 
nd.  "I  think  Gleevec  is  coming  out 
a  best-of-class  drug." 
There  are  plenty  of  other  targeted 
;rapies  coming  up.  One  promising 
)up  of  drugs  blocks  the  epidermal 
jwth  factor  (egf)  that  encourages 
)id  growth  in  more  than  50%  of  fu- 
rs. ImClone  Systems  Inc.  is  the  clos- 
.  to  market  in  this  class.  It  filed  for 


few  beat      The  FDA  has  0.  K.'d 


One  promising  vaccine  currently  in  ear- 
ly human  trials  is  from  Ireland's  Elan 
Corp.,  in  partnership  with  American 
Home  Products  Corp.  In  animal  models, 
the  vaccine  caused  a  70%  reduction  in 
plaque.  Also  being  tested  are  the  pop- 
ular Cox-2  pain  treatments,  Celebrex 
and  Vioxx,  from  Pharmacia  Corp.  and 
Merck,  respectively,  and  drugs  from  Eli 
Lilly  and  Bristol-Myers  Squibb  that 
block  enzymes  contributing  to  plaque 
formation. 


Heart  Disease 

Heart  and  blood-vessel  diseases  have 
been  the  No.  1  killer  in  the  U.  S.  for  100 
years  and  stroke  is  No.  3.  But  many 
doctors  are  optimistic.  In  July,  the  FDA 
indicated  that  it  will  approve  the  first 
new  drug  in  a  decade  for  acute  conges- 
tive heart  failure  (chf),  which  puts  1 
million  Americans  in  the  hospital  each 
year.  Scios  Inc.'s  Natrecor  is  basically  a 
replacement  for  nitroglycerin,  but  it 
works  faster  and  is  easy  to  administer. 
The  same  month,  an  FDA  panel  ap- 
proved an  implantable,  pacemaker-like 
device  from  Medtronic  Inc. 
called  InSynch  that  could 
keep  chf  patients  from  reach- 


n  implantable  pacemaker-like  device  for  victims  of 


ongestive  heart  failure 


A  approval  of  IMC-C225  in  June.  Astra- 
neca  plc  and  osi  Pharmaceuticals  Inc. 
i  expected  to  file  for  approval  of  two 
ler  egf  drugs  next  year. 

:heimer's 

>re's  where  the  demographics  get 
illy  scary.  About  10%  of  people  age  65 
d  older  and  50%  of  those  over  85  de- 
lop  this  degenerative,  incurable,  and 
vays  fatal  brain  disease.  Currently, 
out  4  million  Americans  suffer  from 
zheimer's,  but  the  Alzheimer's  Assn. 
edicts  that  14  million  will  succumb  by 
i  middle  of  this  century  unless  a  cure 

preventive  measure  is  found. 
This  is  a  particularly  tough  target, 
cause  the  protein  plaques  and  tan- 
!S  that  slowly  destroy  the  brains  of 
zheimer's  patients  have  usually  done 

much  damage  by  the  time  of  diag- 
sis  that  salvage  efforts  would  be  fu- 
2.  Most  treatments  in  development 
n  to  attack  the  disease  in  its  very 
rly  stages — the  goal  being  to  prevent 

delay  the  plaque  from  developing. 


ing  the  acute  phase,  chf,  which  occurs 
when  the  heart  beats  erratically,  is  the 
end  stage  of  many  types  of  heart  dis- 
ease. It  afflicts  some  5  million  Ameri- 
cans, and  the  cost  of  caring  for  them 
runs  up  to  $40  billion  a  year.  InSynch 
stabilizes  the  heart  beat,  allowing  suf- 
ferers to  lead  a  normal  life. 

Also  promising  is  a  drug-coated  coro- 
nary stent  from  Johnson  &  Johnson 
called  Ravel,  likely  to  be  approved  by 
the  FDA  this  fall.  Stents  are  used  to 
hold  open  closed  arteries,  but  scar  tis- 
sue often  ends  up  clogging  the  devices, 
necessitating  further  surgery.  Ravel's 
drug  coating  keeps  scar  tissue  from 
forming. 

Scientific  breakthroughs  are  unpre- 
dictable, and  successful  drug  debuts  only 
slightly  less  so.  But  both  should  mate- 
rialize in  the  next  few  years  to  alleviate 
such  ailments  of  aging  as  osteoporosis, 
impotence,  eye  disease,  diabetes,  and 
memory  loss.  In  10  years  or  so,  you  can 
expect  lab-grown  human  tissue  to  re- 
place worn-out  body  parts  and  drugs 
that  can  prevent  a  disease  from  occur- 
ring in  the  first  place.  Boomers  might 
just  go  gently  into  that  good  night.     ■ 
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Illustrations  by 
Bryan  Leister 


e  all  know  that  digital  technology 
has  transformed  business.  But 
what  has  it  done  for  you  lately? 
People  have  embraced  computers 
at  home  a  lot  faster  than  they 
ever  did  television.  Still,  using  a 
computer  at  home  is  more  of  a  chore  than  not. 

Can  technology  deliver  the  digital  home  any- 
time soon?  Wireless  is  key.  In-home  networks 
already  are  well  along,  and  a  breach  in  the 
broadband  bottleneck  in  the  next  two  or  three 
years  could  breathe  life  into  a  host  of  gizmos 
waiting  to  strut  their  stuff.  A  day  in  the  life  of 
a  digital  household  could  look  like  this: 

As  Jane  0.  Public  comes  home,  about  the 
only  thing  that  doesn't  respond  to  her  arrival  is 
her  work-at-home  spouse,  John.  Connected 
poolside  to  the  family's  wireless  network  ©, 
he's  wrapping  up  the  day's  last  e-mail.  The 
driveway  sensor  ©  verifies  that  it's  Jane's  car 
and  opens  the  garage  door.  The  front  door  un- 
latches, prompted  by  a  key-fob  transmitter  O- 
With  an  ID  sensor  on  his  collar  and  his  own 
doorO-  F'do  can  beat  Jane  to  the  couch. 

What  if  it  weren't  Jane  coming  up  the  drive? 
John  would  have  been  alerted  by  a  front-door 
cam  O  that  announces  unfamiliar  visitors  or  by 
the  mailbox  ©,  which  proclaims  "You've  got 
mail"  after  the  letter  carrier  makes  his  rounds. 

What's  wrong  with  this  picture?  A  satellite 
dish  O  Pulls  in  digital  high-definition  TV  from 
the  likes  of  HBO.  But  because  neither  satellite 
nor  cable  carry  digital  broadcasts  from  local 
stations,  a  decidedly  retro  TV  antenna  sprouts 
from  the  rooftop  of  the  digital  home. 
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AMERICA'S  FUTURE  THE  DIGITAL  HOME 


INSIDE 


HOUSE 


venings  are  family  time  in  the  Public 
household.  Although  the  family's  pursuits 
may  be  solitary,  all  converge  on  the 
"data  closet  "©-command  central  for 
the  family's  technology.  The  closet  houses  the 
data  and  entertainment  servers  that  connect 
the  Publics  to  the  telephone  net,  the  Internet, 
the  outside  world-and,  often,  to  one  another. 
Inside  the  house,  the  connections  are  han- 
dled by  an  unobtrusive  antenna  Q  that  blan- 
kets the  surroundings  to  wirelessly  receive  and 
transmit  commands  and  data.  The  one  hitch: 


It's  not  powerful  enough  to  move  video  arour 
the  house.  So  the  rooftop  antennas  and  cab 
TV,  DVD  jukebox  O.  and  personal  video  serv 
Qare  all  wired  to  the  wide-screen  plasma  di 
play  ©•  The  devices  are  wired  separately 
television  screens  in  all  the  other  rooms.  (Jof 
plans  to  rewire  this  old  house  with  a  single  c 
ble  and  ports  in  every  room,  but  he's  still  waj 
ing  for  Jane  to  give  him  a  budget.)  | 

The  ether,  however,  is  good  enough  fi 
everything  else.  John  uses  voice  comman^ 
to  change  channels  or  pause  the  movie  to  pi< 
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i  a  phone  call  on  his  wireless  headset  ©, 
en  if  the  call  comes  in  on  his  cell  phone  Q. 
;  headset,  or  the  communal  mike  on  the 
tie  0,  can  handle  such  routine  household 
lores  as  closing  the  blinds  (J)  and  dimming 
J  lights  to  watch  Saturday  afternoon  football. 
JJane  is  more  comfortable  with  the  hands-on 
)proach.  Catching  a  tune  on  the  Internet 
ilioQ,  she  uses  her  tablet  computer  (J)  to 
/ve  the  network  capture  the  music.  Later, 
ten  she  returns  the  tablet  to  its  docking 
htion  O'  the  song  will  be  added  to  the 


playlist  that's  automatically  downloaded  to  her 
car  stereo  for  her  morning  commute.  John 
could  get  this  week's  magazine  loaded  into 
his  e-book  O  if  only  he  could  remember  to 
dock  it. 

Even  little  Johnny  gets  onto  the  network. 
He  prints  out  candid  (and  usually  unflattering) 
snapshots  across  the  room  Q  by  pressing  the 
"print"  button  on  his  new  digital  camera  Q. 

What's  with  that  relic,  the  remote  control 
0?  It's  a  bit  old-fashioned,  but  useful  if  the 
rest  of  the  system  crashes. 
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THE  FAMILY  CAR 

Mk  s  sophisticated  as  their  home  i 
the  Public  family's  car  is  eve 
\  further  ahead  when  it  comes  1 
\  melding  entertainment,  safety,  arj 
comfort  features  into  an  easy-to-usl 
package.  A  single  wire  running  throuc 
the  car  connects  most  of  the  feature 
Tires  a  bit  low?  Jane  is  alerted  befoi 
she  leaves  the  garage  O-A  rear  camei 
Q  allows  her  to  back  out  safely,  and  fo 
ward  radar  ©keeps  her  a  safe  distanc 
behind  the  cars  in  front  of  her  or  spo 
obstructions  lurking  in  the  darkness. 

For  the  kids,  there  are  movies  O  ar 
games  O  on  individual  seat-back  display 
Passengers  up  front  can  watch  on  tr 
center  console's  screen  ©-but  only  whe 
the  car  is  parked.  They  can  downloc 
music  files  from  their  home  audio  syste 
O-  And  on  the  road,  they  can  listen  i 
subscription  radio,  delivered  by  sate 
lite  ©,  or  have  their  e-mail  read  to  ther 
The  screen  becomes  a  navigation  sy 
tem-with  up-to-the-minute  traffic  report 
it  even  figures  out  the  best  detours. 

It's  a  microcosm  of  the  digital  home.  J 
for  an  early  peek  at  your  digital  futur 
keep  an  eye  on  your  garage. 


The  merger  that  creates 
£reat  customer  service 


CRM  used  to  mean  just 
the  telephone.  Not  any 
more.  The  advent  of 
eCommerce  expanded 
customer  service  require- 
ments to  include  multiple 
channels  for  connecting 
with  your  customers.  This 
multi-channel  capability 
requires  not  merely  CRM, 
but  eCRM,  to  provide  great 
customer  service.  And  the 
company  that'll  deliver  eCRM 
better  than  anyone  is  actually 
two  companies.  Kana 
Communications  and 
Broadbase  Software,  joined 
together  to  form  what  is  now 
the  single  most  capable 
provider  of  comprehensive 
customer  service  and 
marketing  solutions  in 
business  today. 

Others  will  say  they 
are  experts.  But  the 
phone  alone  won't 
cut  it  any  more. 


Today's  customer  relationships 
extend  far  beyond  call  centers. 
They  include  Web,  chat,  e-mail, 
fax,  wireless,  voice  over  IP 
t  and  instant  messaging. 

And  that  requires  nothing 
less  than  sophisticated 
\  applications  and 
Web-architected,  J2EE 
and  COM  platforms. 

We  have  that.  No  one 
\.   else  does. 

That's  not  boasting. 
It's  simply  a  fact. 

A  fact  which,  if  you 
decide  you'd  like  to  talk 
further,  we'd  be  happy  to 

explain  in  more  detail. 

Call  us  at  800-513-8027. 

So  that  you  can  fully 
appreciate  the  potential 
of  great  customer  service. 

And  the  one  company 
that  can  truly  deliver 
it  today. 

KANA 

www.kana.com 

■  2001  KANA  Software.  IrK     All  rights  reserved     In  tilt-  I    s  and  other  countries    KANA  and  the  KANA  lo| 
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No,  it  isn't  a  pretty  picture. 
But  take  another  look  at  the 
landscape-you  may  want  in  on 
the  New  Economy's  next  phase 


PLAY 


By  Mike 
McNamee 


Illustration  by 
Raul  Colon 


hould  you  invest  in  the  New  Economy,  Phase  II?  Dot-coms  ha 
dot-bombed,  and  even  the  "safe"  Internet  play — backing  the  chi 
and-fiber  companies  filling  the  supposedly  insatiable  demand  for 
commerce  hardware — has  proved  hazardous  to  investors'  wealt 
But  technology  marches  on,  and  when  it  does,  you'll  want  yoi 
portfolio  to  be  in  the  parade — not  on  the  sidelines. 

The  next  big  thing  could  be  in  biotechnology,  where  dozens 
companies  are  poised  with  potential  medical  breakthroughs.  Tr 
ing  to  choose  those  with  the  best  odds  of  getting  a  drug  to  ma 
ket  might  better  be  left  to  a  fund  manager  (page  168).  Or 
could  be  something  as  old-line  as  the  power  industry,  where  fu 
cells  and  flywheels  could  someday  revolutionize  the  way  bu 
ness  buys  and  stores  electricity  (page  164). 

For  sure,  there  are  bottom-fishing  opportunities  within  t 
tech  and  telecom  sectors.  But  don't  place  your  bets  too  quickly.  The  boom  h 
left  behind  a  glut  of  everything  from  PCs  to  fiber-optic  cable  that  could  ta 
years  to  work  out.  (Indeed,  one  of  the  best  tech  bets  for  now  could  be  the  "vi 
ture  funds"  that  are  snapping  up  debt  of  disconnected  telecoms  (page  166) 
As  scary  as  the  stock  market  is  now,  the  biggest  mistake  would  be  to  igno 
it.  The  boom  didn't  last  forever,  and  the  bust  will  run  its  course  as  well.  If  y 
are  selective  and  careful,  you  will  find  profits  in  New  Economy  1 1. 
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CAUTION: 
HIGH  VOLTAGE 


INVESTMENT  PLAYS 


From  batteries 
to  solar,  from 
fuel  cells 
to  flywheels, 
there  are  lots 
of  new 
opportunities 
out  there.  But 
as  energy 
prices  fall, 
investors  could 
get  a  jolt 


The  power  industry  has  gone 
through  its  own  version  of  dot- 
com mania.  Driven  by  deregu- 
lation, sky-high  power  prices,  and 
technological  innovations,  there  has 
been  a  surge  of  interest  and  invest- 
ment in  companies  that  are  figuring 
out  new  ways  to  generate  and  store 
electricity.  More  than  a  dozen  such 
companies  have  gone  public  in  the 
past  two  years.  True,  a  Banc  of  Amer- 
ica Securities  index  of  38  energy 

technology  companies  is  down  40%  from  its  high 
last  September,  but  it's  still  double  what  it  was  at 
its  January,  2000,  launch. 

Investors  looking  to  cash  in  on  higher  electric 
bills  and  rolling  blackouts  need  to  do  their  home- 
work. However,  many  of  these  companies  are  still 
in  their  infancy.  Their  technologies  are  expensive 
relative  to  conventional  power.  If  electricity  prices 
continue  to  fall,  as  many  economists  say  they  will 
(page  96),  investors  could  get  a  jolt.  "It's  impor- 
tant to  separate  the  solid  stuff  from  the  fluff," 
says  Maurice  E.P.  Gunderson,  a  venture  capitalist 
whose  firm,  Nth  Power  Technologies  Inc.,  invests 
in  alternative  energy  companies. 

One  of  the  most  talked-about  new  companies  is 


rtvrs;' 


Capstone  Turbine  Corp.  of  Chatsworth,  Cal 
which  uses  jet-engine  technology  to  build  sm 
power  sources  for  businesses.  Capstone  sold  4 
generators  in  the  second  quarter  of  this  ye 
twice  what  it  did  in  the  same  period  last  ye 
But  Banc  of  America  Securities  analyst  James 
LoGerfo  notes  that  Capstone's  products 
still  too  small  for  most  industrial  applications, 
could  take  years  for  Capstone — which  1< 
$10.3  million  on  sales  of  $VA  million  in  the  m< 
recent  quarter — to  justify  its  $800  million  st< 
market  value. 

Another  promising  technology  LB  fuel  C6 
which  generate  electricity  through  a  chemi 
process.  Not  all  of  the  cells  arc  alike.  Within  I 
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Alternative  Energy  Stocks  some  of  the  new-technciogy  outfits 

are  not  yet  profitable,  others  offer  very  expensive  products,  and  still  oth- 
ers are  trading  at  high  multiples.  Investors  will  have  to  do  their  homework 

COMPANY/ 
SYMBOL 

PRICE 

52- 
WEEK 
HIGH 

EST.  EARNINGS 
PER  SHARE 

DESCRIPTION 

2001         2002 

ACTIVE  POWER  ACPW 

$7.92 

$79.75 

$-0.70    $-0.33 

Flywheels  for  backup 
power 

ASTROPOWER  APWR 

40.00 

64.00 

0.50       0.91 

Profitable  solar  company 

BALLARD  POWER  SYST. 

BLDP 

41.00 

121.50 

-0.82     -0.84 

Fuel  cells,  with  emphasis 
on  cars 

BEACON  POWER  BCON 
CAPSTONE  TURBINE  CPST 

4.69 
10.05 

10.75 
98.50 

-0.61      -0.50 

Larger  flywheels  for 
telecom  customers 

-0.40     -0.07 

Microturbines  for 
businesses 

Batteries  for  backup 
power 

Fuel  cells  for  homes 
and  businesses 

C&D  TECHNOLOGIES  CHP 

30.00 

61.75 

2.05*     2.33 
-1.65       -1.66 

PLUG  POWER  PLUG 
•Actual  fiscal  year  2001  earnings 

13.27 

61.88 

Data:  Multex.com 

fuel-cell  industry, 
individual  compa- 
nies are  pursuing 
a  variety  of  tech- 
nologies and  cus- 
tomers. Ballard 
Power  Systems 
produces  low-tem- 
perature fuel  cells 
that  company 
Chairman  Firoz 
Rasul  believes  will 
one  day  replace 
internal  combus- 
tion engines  in 
cars.  With  sales  of 
just  $13  million  in 
the  first  half,  Bal- 
lard sports  a  mar- 
ket value  of  $3.8 
billion. 

Plug  Power 
Inc.  will  market 
fuel  cells  to  residential  and  small  commercial 
stomers  to  supplement  utility-purchased  power, 
lg  Power  won't  say  how  much  electricity  from 
cells  will  cost.  Analysts 
ure  the  price  will  be  at 
ist  10<Z  per  kilowatt  hour 
ien  its  products  hit  the 
irket  in  the  next  few  months.  That's  much 
?her  than  the  national  average  of  7<z  for  utility- 
ught  power — and  it  could  be  a  recipe  for 
sappointment.  "Ultimately,  economics  will  drive 
rchases,"  cautions  Jeffries  &  Co.  power  analyst 
•ooke  Glenn.  Given  the  outlook,  the  onetime 
J40  stock  still  looks  overpriced  at 
day's  $13. 


Economics  is  also  an  issue  for  flywheels,  metal 
cylinders  made  to  spin  with  electricity  from  tra- 
ditional sources.  When  a  company's  main  power 
goes  down  or  weakens,  a  flywheel's  spinning  cylin- 
der generates  backup  juice.  Flywheels  compete 
with  batteries,  which  are  still  cheaper.  Flywheel 
fans  say  the  machines  can  last  20  years,  while 
batteries,  particularly  in  hot  climates,  must  be 
replaced  as  often  as  every  two  years.  The  two 
leaders  in  flywheels,  Active  Power  Inc.  and  Bea- 
con Power  Corp.,  are  both  unprofitable,  with  earn- 
ings at  least  two  years  away. 

Green-power  fans  will  be  happy  to  hear  that 
solar  is  making  a  comeback.  Given  the  high  cost  of 
solar  panels  and  the  limited  amount  of  time  that 
they  can  run,  solar  is  still  the  most  expensive 
form  of  power,  costing  upwards  of  17(2  per  kilowatt 
hour.  Still,  a  number  of  state  and  federal  programs 
give  subsidies  to  solar  buyers.  Unlike  most  alter- 
native energy  companies,  solar-cell  maker  As- 
troPower  Inc.  is  making  a  profit.  At  a  recent  price 
of  $40,  however,  it  trades  at  a  rich  77  times  this 
year's  estimated  earnings. 

Investors  might  be  bet- 
ter off  in  a  stock  such  as 
C&D    Technologies    Inc., 


Price  Break    Solar  is  still 


the  most  costly  form  of  power,  but  several  state  and  federal 


programs  will  subsidize  buyers 


one  of  the  largest 
makers  of  batter- 
ies  for  backup 

power.  Although  the  company  has  said  that  sales 
to  telecom  clients  are  weakening,  c&D  shares  sell 
for  $30,  just  13  times  the  $2.37  the  company  is  ex- 
pected to  earn  this  year.  Now  that's  security  in 
the  event  of  a  blackout.  ■ 
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Money  managers  are  snapping  up  the  debt  of 
bankrupt  telecom  companies 


Looking  for  bargains  in  the  New 
Economy's  wasteland?  Forget 
foraging  among  the  obliterated 
stocks.  The  smart  money  is  picking 
over  the  debt  of  the  beleaguered  or 

even  bankrupt  companies.  "I  just  don't  do  common 
stock  of  troubled  companies,"  says  veteran  "vul- 
ture" fund  manager  Martin  Whitman  of  the  Third 
Avenue  Value  Fund. 

And  there's  plenty  to  pick  over.  Another  ex- 
highflier  seems  to  go  bankrupt  every  day,  from 
dot-commers,  such  as  eToys  and  Webvan  Group 
Inc. — whose  business  plans  proved  far  too  ambi- 
tious— to  telecom  upstarts,  such  as  Winstar  Com- 
munications Inc.,  which  borrowed  billions  it  hasn't 
a  prayer  of  paying  back.  According  to  Moody's 
Investors  Service,  defaulted  telecom  debt  increased 
89%,  to  $6.5  billion  in  2000,  and  will  continue  to  be 
the  largest  defaulting  sector  in  2001. 

In  bankruptcy,  assets  are  sold  off  to  pay  debt- 
holders.  Bank  loans  and  mortgage  bonds  get  their 
money  first,  then  corporate  bonds,  convertible  bonds, 
and  so  on  down  the  balance  sheet  to  the  lowest 
rung — common  stock,  which  usually  gets  nothing.  If 
the  company  reorganizes  instead  of  liquidates,  debt 
holders  are  paid  off  in  stock  in  the  restructured 
company.  They  become  the  new  stockholders. 

While  e-tailer  bankruptcies  abound,  most  money 
managers  are  sticking  with  distressed  networking 
and  telecom  companies.  After  all,  these  companies 
have  tangible  assets,  such  as  fiber-optic  cables, 
switching  centers,  and  even  satellites.  Whitman 
says  he  is  actively  buying  defaulted  telecom  debt, 
although  he  won't  disclose  which  companies. 

Some  likely  targets  could  be  debt  of  ICG  Com- 
munications, I'Sinet,  and  Winstar  Communications. 
George  Putnam  [II,  publisher  of  Bankruptcy  Da- 
ta.com,  says  these  companies  have  the  greatest 
allure  for  vulture  investors.  ICG,  a  large  Internet 


service  provider,  is  becoming  profitable  since  filii 
for  bankruptcy  last  November.  PSlnet,  also  an  n 
and  a  Web  hoster,  has  assets  other  telecoms  mig 
want.  The  vultures  are  snapping  up  the  bank  de 
of  Winstar,  a  large  competitive  local  exchange  e 
rier  (clec).  The  company  owes  so  much  to  il 
bankers  that  there's  probably  little  or  nothing  le 
for  bondholders. 

There  are  also  opportunities  in  the  down-bi 
not-yet-out  companies.  George  Putnam  sugges 
McLeodusA,  one  of  the  few  CLECs  that's  close 
the  point  where  it  will  generate  more  cash  than 
consumes.  That  means  it  should  cover  its  futu 
expenses  without  taking  on  more  debt,  which 
hard  to  come  by  anyway.  Not  everyone  agre 
with  Putnam's  assessment.  McLeod  bonds  trade 
53%  of  their  par  value,  or  53(2  for  every  dollar 
face  value.  That  yields  a  huge  26%,  evidence  th 
the  pros  think  McLeodusA  could  default. 

Other  very  high  yielders  include  the  bonds 
Web-hosting  companies  Exodus  Communicatio 
Inc.  and  Level  3  Communications  Inc.  These  a 
trading  at  just  30(2  to  40(2  on  the  dollar.  Renown 
value  investor  William  H.  Miller  III  of  Legg  Mas 
Value  Trust  owns  bonds  from  both  companies. 
BATTLES.  Vulture  investing  is  trickier  than  tra< 
tional  stockpicking.  It  requires  a  thorough  knowled 
of  bankruptcy  law  and  strategy,  and  the  securiti 
themselves  may  not  be  readily  available  to  indiv 
ual  investors.  Battles  also  erupt  between  credit) 
over  who  has  claim  to  the  assets  during  a  liquk 
tion.  The  smallest  and  weakest  investors  lose  on 

That's  why  a  smart  way  to  profit  in  the  clean 
of  the  New  Economy  bust  is  to  invest  in  a  muti 
fund  that  practices  vulture  investing  (table).  Su 
funds  include  Whitman's  Third  Avenue  Value  Fur 
Fidelity  Capital  &  Income,  HAM  KI'A  Crescent. 
any  of  Franklin's  Mutual  Scries  funds.  For  invosti 
dealing  with  large  sums,  there  are  hedge  hint 
such  as  Cerberus  Partners.  The  site  www.hedj. 
world.com  has  a  list  of  such  investment  pools. 

Although  distressed  debt  is  risky,  it's  far  less 
than  distressed  stocks.  Better  to  have  a  claim 
real  assets  than  one  on  thin  ah. 
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Any  business  insurer  knows  the  importance  of  risk. 
How  many  know  the  importance  of  a  pencil? 


You've  lost  thousands  of  them  in  your  lifetime. 
But  this  one  is  special — for  the  simple  reason 
that,  as  you  use  it  to  write  next  year's  plan  or 
proposal,  you  can  look  down  at  your  company's 
name  and  catch  a  quick  glimpse  of  how  far  you've 
come.  To  understand  what  moves  business,  you 
have  to  understand  what  moves  business  people. 


OVA 


INSURANCE  IN  TOUCH  WITH  BUSINESS 


pSjpbre  information,  see  an  independent  agent  or  broker,  or  visit  www.cna.com 

PTis  a  service  mark  and  trade  name  of  the  CNA  Financial  Corporation.  Copyright  2000-2001.  All  rights  reserved 
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THE  BEST 
BIOTECH 


The  sector's  potential 
is  limitless— but  the 
profits,  so  far,  are  not. 
A  mutual  fund  can  help 
spread  the  risk  wisely 


INVESTMENT  PLAYS 


By  Carol  Marie 
Cropper 


Illustration  by 
Raul  Colon 


Biotech 
Plays 


DRESDNER  RCM 

BIOTECH 

DRBNX 

800  726-7240 

FIDELITY  SELECT 
BIOTECH 

FBIOX 

800  544-8888 

RYDEX  BIOTECH 

RYOIX 

800  820-0888 


N 


ew  treatments  for  cancer.  Stem-cell 


research  that  could  one  day  yield  re- 
placement hearts  and  kidneys.  A  map 
of  the  human  genome  that  scientists  might 
use  to  tailor  drugs  to  specific  patients. 


With  such  wonders  of  biotechnology  hovering 
on  the  threshold,  you  may  be  tempted  to  invite 
some  biotech  stocks  into  your  portfolio. 

Before  you  do,  consider  that  biotech  can  be  ex- 
tremely volatile,  with  many  companies  little  more 
than  research  labs.  Understanding  the  financial 
statements  isn't  enough.  What  matters  is  the  suc- 
cess of  the  company's  projects — whether  a  drug 
tested  on  animals  will  make  it  to  human  trials, 
how  apt  regulators  are  to  approve  a  drug  for  sale. 
With  more  than  300  publicly  traded  biotech  com- 
panies, only  47  have  a  product  on  the  market. 

So  unless  you  have  a  PhD  in  molecular  biology, 
you're  better  off  investing  through  a  mutual  fund. 
An  astute  portfolio  manager  can  do  the  research 
needed  to  separate  the  possible  breakthroughs 
from  the  likely  debacles.  And,  as  with  all  mutual 
funds,  your  dollars  are  spread  among  scores  of 
stocks,  reducing  the  risk. 

But  even  the  best  funds  offer  no  guarantees.  In 
1999,  biotech  funds  returned  a  dazzling  83.3%  on 
average,  according  to  Morningstar  Inc.  In  2000, 
they  still  managed  to  ring  up  45.8%,  as  disillu- 
sioned tech  investors  migrated  here  for  high  re- 
turns not  as  vulnerable  to  economic  slowdown. 
Through  July  31,  however,  biotech  funds  have  fall- 
en 26.6%:  Investors  have  lost  some  of  their  ap- 
petite for  risk. 

Of  the  14  biotech  funds  followed  by  Morningstar, 
only  a  handful  have  invested  in  this  area  for  at 
least  three  years.  The  Dresdner  ROM  Biotechnolo- 
gy Fund  is  one  with  impressive  credentials.  Its 
three-year  annualized  returns  are  47.8% — including 
111.4%  for  1999  and  81.9%  in  2000.  The  fund  is 
managed  by  Faraz  Naqvi,  a  Harvard  Medical 
School  grad  with  a  masters  in  economics  from 
Cambridge  University,  and  Camilo  Martinez,  who 
has  both  an  md  and  a  Phd  in  neuroscience  from 


Harvard.  Brainpower  alone,  however, 
no  defense  against  losses:  The  Dresdn 
biotech  fund  was  off  28%  in  the  fir 
seven  months  of  2001. 
LIMITED  FOCUS.  Naqvi  and  Martin 
spread  the  fund's  assets  among  so 
60  companies,  ranging  from  lar 
steady  outfits  such  as  Amgen  Inc.  a 
Genentech  Inc.  to  volatile  small  on 
with  the  potential  to  deliver  massi 
gains — or  losses.  Its  top  holding  is  Me 
Immune  Inc.,  the  manufacturer 
Synagis,  a  drug  used  to  fight  respira 
ry  infection  in  infants. 

Fidelity  Select  Biotechnology,  the  o 
est  biotech  fund,  is  a  bit  less  volat 
since  it  holds  larger  companies.  But  tl 
focus  can  limit  potential  returns:  ] 
three-year  average  of  28.1%  is  high  t 
trails  Dresdner.  And  this  year,  the  larj 
company  tilt  has  not  protected  it  frc 
the  downdraft.  The  fund  lost  28.5% 
the  end  of  July. 

Rydex  Biotechnology  looks  less 
the  science,  taking  a  more  quantitati 
approach.  It  holds  about  70  stocks,  and,  like  an 
dex  fund,  bases  much  of  its  decision  on  a  compan 
market  capitalization.  That  leaves  nearly  60%  of 
assets  in  the  10  largest  holdings.  The  fund's  thn 
year  average  annual  return  is  37.5%.  Another  fui 
Franklin  Biotech  Discovery  A,  has  a  strong  recc 
but  is  closed  to  new  investors. 

This  year's  biotech  sell-off  could  be  more  a 
action  to  the  general  market  than  to  this  secto 
outlook.  Charles  Hill,  research  director  at  Thorns 
Financial/First  Call,  says  biotech  is  one  of  t 
economy's  bright  spots.  First-quarter  returns  we 
up  41%  from  a  year  ago,  he  says.  While  the  secc 
quarter  looks  like  it  will  be  off  3%,  the  third  a 
fourth  quarters  could  see  gains  of  more  than  2C 
If  so,  that  should  perk  up  biotech  stocks — and, 
course,  the  mutual  funds  that  invest  in  them 
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The  Lincoln  LS  at  Hertz. 

The  luxury  car  you're  yearning  for  is  now  part  of 

the  new  Hertz  Prestige  Collection. 

Qent  the  Lincoln  LS  and  sit  in  the  lap  of  the  luxurious 
performance  vehicles  included  in  the  new  Hertz  Prestige 
Collection.  Simply  reserve  the  one  you  want  (available 
at  select  U.S.  and  Canadian  locations)  for  your  next 
business  trip  or  vacation.  For  reservations,  call  your 
travel  agent  or  the  Hertz  Prestige  Collection  reservation 
line  at  1-800-654-2250.  or  visit  us  at  hertz. coin. 
And  you'll  »ct  special  services  that  are  exclusive 
to  our  Prestige  Collection.  Reserve  vour  seat  todav. 
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AUG.  9 


JOB  TITLES  New  Economy  labels  ("Guru  of  Fun")  that 
came  and  went  with  the  dot-coms  AUC 


ENERGY  Thanks  to  technological  advances,  conservation 
measures  are  more  cost-effective  than  ever  AUG.  9 
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►  The  Bill  and  Mike  Show:  BW  Economists  Wolman  and 
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THE  TRADITIONAL  perspective 
OF  YOUR  STORAGE  ASSETS. 


The  better  you  can  visualize  your  company's  storage  assets,  the  smarter  you  manage  them. 

With  the  Application-Centric  Storage  Management™  (ACSM)  solution,  exclusively  from  BMC  Software,  you  will 
see  your  storage  enterprise  as  you  have  never  seen  it  before  -  from  the  perspective  of  your  business  applications.  ACSM 
presents  the  application-to-storage  topology  of  your  company's  storage  environment.  Which  lets  you  cut  your  storage- 
ownership  costs,  keep  your  business-critical  applications  performing  and  ensure  the  availability  of  your  business. 

ACSM's  in-depth,  application-centric  perspective  means 
you  can  now  maximize  your  storage  investments  by  managing 
every  one  of  your  storage  assets  according  to  the  applications  it 
supports.   Thai's  because  our  ACSM  solution  discovers,  maps 
and  correlates  critical  business  applications  with  the  storage 
assets  thai  support  them.  Enabling  you  to  easily  understand  the 

Strategic  relationships  between  them. 


BMC  Software  Professional  Services  for  storage  management 
off     a  comprehensive  suite  of  services     including  independent 
assessments,  implementation,  migration  configuration, 

customization  and  training-  thai  helps  you  maintain  youi 

ii   pi  ritive  advantage.  Oui  services  are  designed  to  ensure  thi 
i  g  availability  of  your  company's  critical  applications, 
ize  your  storage  potential,  redui  i  proji  1 1  nsk,  increase 
tnd  improve  operations, 
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The  in-depth,  cost-cutting,  performance-enhancing, 

APPLICATION-CENTRIC  perspective 
OF  YOUR  STORAGE  ASSETS. 


So  root-cause  analysis  and  workload  balancing  become  more  efficient,  as  does  forecasting  the  impact  your 
storage  has  on  your  applications.  Best  of  all,  our  ACSM  architecture  is  designed  for  complete  integration  with  our 
industry-leading  PATROL"  systems  management  solution,  which  improves  your  IT  staffs  productivity  by  letting  them 
monitor,  manage  and  optimize  the  performance  of  your  diverse  storage  assets  as  well  as  your  applications  with  a 
single  console. 

For  more  information  about  our  ACSM  solution,  visit  www.bmc.com/acsm/businessweek  or  call 
1-800-291-4262  today.  We'll  show  you  how  the  industry's  only  Application-Centric  Storage  Management  capability 
delivers  all  the  in-depth  information  you  need  to  make  better,  more 
cost-efficient  management  decisions.  So  you  can  handle  your  ever-expanding 
data  needs  without  expanding  your  IT  staff. 
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the  power  of 


Petabytes 


As  storage  needs 
continue  to  soar 
into  the  Petabyte 
range  and  beyond, 
companies  must 
learn  to  manage 
these  oceans  of 
data.  More  mobile 
devices  and  far- 
flung  workers  are 
further  changing 
the  landscape. 


arly  this  summer,  a  senior  IT  manager  at  Owens  & 
Minor  was  preparing  for  a  difficult  meeting  with 
his  CIO  about  the  status  of  several  major  system 
rollouts.  Don  Stoller,  director  of  information  man- 
agement at  the  $3.5-billion  medical  products  distributor,  had 
to  tell  his  boss  that  there  was  a  significant  unexpected  cost 
associated  with  one  of  the  projects. 

The  project  is  a  new  system  that  would  let  customers  and 
suppliers  run  a  set  of  comprehensive  business  intelligence  re- 
ports against  O&M's  data  warehouse.  This  will  be  done  via  a 
browser  using  the  company's  extranet  and  will  force  O&M  to 
dramatically  increase  its  storage  capacity. 

Because  the  new  system  will  include  data  from  its  cus- 
tomers' internal  procurement  systems  about  non-O&M  pur- 
chases, Stoller  is  projecting  that 
the  company's  350-Gigabyte 
data  warehouse  could  quickly 
balloon  to  as  much  as  20  Tera- 
bytes. That's  an  increase  of 
6,000  percent. 

Although  O&M's  stupen- 
dous data  storage  surge  may 
be  extreme,  Stoller  is  not  the 
only  IT  manager  with  burgeon- 
ing data  storage  issues.  Pur- 
chases of  disk  storage  are  projected  to  grow  at  double-digit 
rates,  from  $28.4  billion  in  1999  to  $53  billion  in  2004,  accord- 
ing to  analyst  firm  International  Data  Corp.  (IDC).  In  2003 
alone,  IDC  estimates  organizations  worldwide  will  purchase 
1.6  million  Terabytes  of  storage,  which  translates  into  1,600 
Petabytes  and  —  get  ready  for  the  next  storage  term  on  IT 
vocabulary  tests  —  1.6  Exabytes. 

All  the  new  data  —  including  e-commerce,  business-to- 
business,  audio,  video,  e-mail,  images  and  Web  content  — 
being  created  is  only  the  tip  of  the  storage  iceberg.  Given  the 
importance  of  applications  and  data  warehouses,  Stoller,  for 
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BrightStor™  Storage  Management  Solutions 

For  years,  storage  management  has  been  an  ever-increasing  cost,  not  a  source  of  potential 
opportunity.  But  that's  all  about  to  change.  Because  we've  created  BrightStor,  the  most 
comprehensive  suite  of  end-to-end  storage  management  solutions  on  the  market.  BrightStor 
lets  you  leverage  your  resources  and  data  across  your  entire  enterprise,  regardless  of 
platform  or  protocol.  In  fact,  BrightStor  is  the  only  suite  of  solutions  that  supports  all 
three  industry  models- DAS,  NAS  and  SAN -cross-platform.  Which  means  you  can  look 
at  your  eBusiness  needs  as  a  whole,  not  piece  by  piece.  So  you  can  optimize  your  resources 
across  your  entire  storage  infrastructure.  And,  most  importantly,  you  can  do  more  than  just 
store  information.  You  can  actually  use  it. 
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example,  mirrors  all  O&M  data  twice.  The  first  instance 
is  for  automatic  failover;  the  second  is  as  part  of  the 
company's  backup  and  recovery  strategy,  in  which  mir- 
rored data  is  subsequently  copied  to  tape. 

O&M's  original  350-Gigabyte  data  warehouse  ac- 
tually consumes  just  over  one  Terabyte  of  disk  storage 
when  the  mirrored  copies  are  considered,  immediately 
tripling  the  amount  of  stored  data.  And  this  Web  ap- 
plication is  just  one  in  a  portfolio  of  data  warehouse 
applications  that  may  eventually  include  product  im- 
ages, further  exacerbating  the  storage  challenge. 

The  Three  Choices 

Technology  managers  facing  unrelenting  demands 
for  more  storage  have  only  three  choices:  Throw  more 
online  storage  at  the  problem;  start  throwing  data 
out;  or  try  to  more  intelligently  manage  their  data. 
The  first  option  —  adding  more  storage  —  is  so  costly 
that  it  can  have  a  serious  impact  on  the  income 
statement.  Despite  per-megabyte  costs  amounting  to 
mere  pennies,  consulting  firm  Meta  Group  estimates 
that  storage  spending  will  consume  as  much  as  80 
percent  of  the  annual  IT  budget.  Just  throwing  more 
disk  at  the  storage  demand  —  no  matter  how  cheap 
the  purchase  price  —  is  an  increasingly  untenable 
strategy.  The  cost  of  administering  the  storage  in 
terms  of  people  and  tools  can  run  seven  to  10  times 
its  acquisition  cost. 

"Management  certainly  is  concerned  about  the 
size  of  the  storage  investment, "  says  Bill  Moran,  data 
center  operations  manager  at  Incyte  Genomics,  a  ge- 
nomics technologies  and  products  provider  to  the 


Are  SANs  Sans  Security? 


ot  address  security.  If  a  server 
:hed  to  the  SAN  is  compro- 
d,  the  stored  data  is  exposed 
pletely.  Fixes  are  currently 
jrway. 


biotechnology  and  pharmaceutical  industries.  The  10- 
year-old  company  already  has  13  Terabytes  of  primary 
storage  (mirrored  for  a  total  of  26  Terabytes)  plus  many 
more  Terabytes  on  Network-Attached  Storage  (NAS) 
appliances.  Looking  across  all  platforms  and  servers, 
Moran  estimates  the  company  manages  50  Terabytes 
of  storage,  and  it  continues  to  increase  —  rapidly. 

Recognizing  that  storage  was  spiraling  out  of  con- 
trol, Incyte  brought  in  consultants  to  help  the  com- 
pany rein  in  its  storage  growth.  The  proposed  ideas  re- 


Storage  Shipments  To  Soar 


Corporate  storage  is  moving  beyond  Petabytes 
into  the  unchartered  Exabyte  neighborhood. 
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volved  around  moving  data  from  online  storage  to 
someplace  else,  tantamount  to  throwing  out  data.  User 
resistance  thwarted  those  plans.  "The  problem  is  that 
everybody  wants  all  their  data  online,"  Moran  says. 

Like  it  or  not,  "companies  are  going  to  have  to 
develop  a  storage  resource  management  strategy," 
says  Tony  Prigmore,  senior  analyst  at  storage  indus- 
try analyst  firm  The  Enterprise  Storage  Group.  Such 
an  approach  entails  prioritizing  storage  requirements 
based  on  the  applications  and  the  need  for  perfor- 
mance and  high  availability.  Companies  then  can  im- 
plement the  appropriate  storage  strategies,  ranging 
from  Storage  Area  Networks  (SANs)  and  the  creation 
of  virtual  storage  pools  to  implementing  storage 
archiving  and  Hierarchical  Storage  Management 
(HSM)  systems. 

The  process  is  pretty  straightforward,  says  Chris 
Gahagan,  vice  president  and  general  manager  for  re- 
covery and  storage  at  storage  vendor  BMC  Software. 
First,  users  need  to  decide  what  is  important  and  cal- 
culate how  much  data  they  have  and  how  long  they 
need  to  keep  it.  They  then  need  to  determine  the  cost. 
Finally,  "compare  the  cost  to  the  value  you  receive," 
Gahagan  says,  while  asking,  "How  much  additional 
revenue  will  be  generated  by  keeping  all  this  data?" 
Much  of  the  data  is  unnecessarily  redundant  or  of  neg- 
ligible value  and  can  be  thrown  out. 

SANs  Popular 

For  what  is  left,  SANs  are  emerging  as  the  preferred  I 
approach  to  gaining  control  over  storage.  The  SAN 
consolidates  Terabytes  of  storage  attached  to  sys- 
tems throughout  the  enterprise  onto  a  separate  high- 
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speed  network.  It  removes  storage  traffic  from  the 
corporate  network  while  enabling  any  network 
server  to  reach  any  data  stored  on  the  SAN.  Without 
a  SAN,  applications  typically  access  only  data  phys- 
ically connected  to  the  server. 

In  effect,  the  SAN  centralizes  storage,  allowing 
for  more  efficient  administration  and  better  storage 
utilization  through  virtual  pooling,  the  ability  to  treat 
all  the  storage  capacity  as  a  single  pool  that  can  be 
dynamically  allocated  among  different  applications 
and  uses.  Without  the  SAN,  one  application  can  be 
desperate  for  storage  while  extra  storage  attached  to 
a  different  server  languishes  unused  and  unreach- 
able by  the  needy  application. 

Having  seen  rapid  growth  in  both  its  primary 
mainframe  storage  and  its  server-based  storage,  dis- 


Storage  Will  Soon  Get 
A  Lot  Less  Direct 


Companies  will  push  more  data  onto  servers  that 

can  be  managed  directly  by  IT  (networked  storage) 

and  move  away  from  storage  drives  directly 

connected  to  computers  (direct  attached). 
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count  shoe  retailer  Payless  ShoeSource  is  turning  to  a 
SAN.  The  initial  implementation  is  small  —  about  800 
Gigabytes  —  to  handle  some  server-based  database 
applications  and  IBM's  Lotus  Notes.  The  benefit:  "I 
can  allocate  storage  by  going  to  the  console  and  redi- 
recting it.  If  Notes  needs  more  storage,  I  just  click 
some  buttons,"  says  Dick  Gorman,  senior  enterprise 
storage  administrator.  The  SAN  also  greatly  simpli- 
fies backup,  he  adds. 

But  SANs  are  no  panacea.  The  technology  is  im- 
mature, interoperability  among  components  from  dif- 
ferent vendors  is  limited  and  security  —  a  critical  con- 
cern whenever  valuable  information  assets  are  stored 
—  presents  a  challenge. 

NAS,  HSM  Options 

Network-Attached  Storage  also  helps  address  the  stor- 
age problem,  but  NAS  alone  does  not  provide  a  com- 
plete answer.  It  acts  similar  to  a  SAN  by  eliminating  the 
need  to  directly  attach  storage  to  a  particular  server. 
It  also  allows  any  server  on  the  network  to  access  data 
stored  on  a  NAS  device.  In  general,  NAS  handles  files 
associated  with  applications  while  SANs  handle  blocks 
of  data  associated  with  large  databases.  As  a  result, 
NAS  is  increasingly  regarded  as  complementary  to 
SAN  and  part  of  a  total  storage  strategy. 

Among  other  storage  options  are  data  archiving 
and  HSM,  which  offer  some  relief  by  moving  data 
from  online  disk  to  lower  cost  media,  such  as  tape. 
HSM  systems  combine  software  that  monitors  data 
usage  and  moves  infrequently  used  data  to  an  auto- 
mated tape  library  with  the  ability  to  quickly  bring 
back  the  data  when  it  is  requested. 

But  HSM  requires  overcoming  user  resistance 
and  enforcing  rules  about  data  retention,  and  it  still 
might  not  solve  the  problem. 

Even  companies  with  the  best  data  archiving  in- 
tentions are  stymied  by  the  new  types  of  data,  to 
which  conventional  archiving  approaches  don't  apply. 
"We  have  HSM  for  data  archiving,  but  a  lot  of  the  data 
types  now  are  so  different,  such  as  streaming  media, 
that  we  really  need  a  different  kind  of  HSM  system, " 
complains  a  senior  IT  manager  at  a  major  consumer 
food  products  firm. 

Companies  need  to  get  a  handle  on  storage  now; 
the  problem  is  not  going  away.  As  the  Internet  Age  un- 
leashes oceans  of  never-before-available  critical  cus- 
tomer data,  somebody  is  going  to  have  to  manage  it, 
before  it  drowns  them.  ■ 


STORAGE 
RESOURCES 


BMC  Software 

http://www.bmc.com 

Computer  Associates  International 

http://www.ca.com 


Hewlett-Packard 

http://www.hp.com 

Veritas  Software  Corporation 

http://www.veritas.com/us 


http://adsections.businessweek.com/storage/inside 


BusinessWeek  |  August  20/27  2001     7 


hp  storage  disaster  recovery 


What  it  does:  It  maintains  the  integrity  of  your  data  while 
transmitting  it  to  your  backup  storage  site,  even  if  it's 
thousands  of  miles  away. 


How  it  helps:  Your  data  is  completely 
and  immediately  recoverable  in  the 
event  of  a  disaster. 


How  you'd  explain  it  to  a  clumsy 
antique  shopper:  Don't  worry  about 
the  one-of-a-kind  Ming  vase  you 
just  dropped,  we've  got  another  in 
the  back  just  like  it. 


hp  infrastructure  solutions  for  an  always-on  business:  www.hp.com/go/storagesuccess 
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It's  11  p.m. 
Do  You  Know 
Where  Your 
Data  Is? 

More  data  sits  away  from  traditional 
offices  and  with  remote  employees  on 
laptop  and  handheld  computers.  The 
challenge  is  to  keep  that  data  safe 
and  useful  —  no  matter  where  it  is 


obile  computing  is  great  —  until  a  senior  ex- 
ecutive loses  a  laptop  in  an  airport,  along 
with  all  the  data  stored  on  it. 

That's  what  happened  to  Concert  Communications 
last  May,  and  it  was  enough  to  spur  the  global  telecom- 
munications giant  to  deploy  software  that  automati- 
cally backs  up  critical  data  and  settings  from  remote 
PCs,  says  Mark  O'Malley,  a  Concert  senior  manager 
for  projects  and  implementation. 

Although  he  declined  to  identify  the  data  on  the 
lost  laptop,  O'Malley  says  Concert  employees  routinely 
travel  with  customer  proposals  and  project  plans  that 
take  months  to  produce.  With  more  than  five  thousand 
laptop  computers  deployed,  "our  data  is  no  longer  cen- 
trally contained,"  and  employees  usually  don't  think  to 
back  it  up,  he  says. 

It's  the  dark  side  of  mobile  computing:  Every  sales- 
person polishing  a  presentation  on  an  airplane  or  fin- 
ishing a  proposal  at  home  is  producing  data  that  is 
stored  only  on  a  mobile  device.  Since  that  data  often 
is  never  backed  up  on  a  corporate  server,  it  can  be  lost 
forever  if  the  device  is  misplaced  or  stolen,  or  if  it  just 
stops  working. 

Prepare  Now 

Keeping  mobile  data  safe  is  only  part  of  the  mobile 
computing  challenge.  To  stay  on  top  of  market  condi- 
tions, headquarters  may  need  to  update  mobile  users 
with,  among  other  data,  new  price  lists,  customer  leads 
and  revised  forecasts  as  salespeople  complete  their 
calls.  Right  now,  neither  the  software  nor  the  wireless 


access  is  robust  enough  to  do  this  easily.  But  now  also 
is  the  time  to  prepare,  before  laptops  become  even 
more  ubiquitous  and  handhelds,  such  as  Palm's  name- 
sake units  and  Compaq  Computer's  iPAQ,  gain  added 
data  storage  capabilities. 

Ninety  percent  of  corporate  IT  departments  fail  to 
do  regular  backups  of  individual  computers,  says 
Chris  Gahagan,  vice  president  and  general  manager 
for  recovery  and  storage  at  storage  vendor  BMC  Soft- 
ware. "Our  clients,  to  date,  have  done  a  lousy  job  of 
making  sure  laptops  are  properly  backed  up,"  adds 
Ken  Dulaney,  an  analyst  with  Gartner,  a  research  and 
consulting  firm.  "They've  spent  all  this  money  on  dis- 
aster recovery  for  the  mainframe,  but  some  of  the 
most  sensitive  information  they  have  is  sitting  on  lap- 
tops completely  unbacked-up. "  That  is  a  scary 
prospect,  since  Gartner  estimates  businesses  bought 
18  million  laptop  computers  last  year,  each  with  a 
five-Gigabyte  hard  drive  waiting  to  be  filled  with  crit- 
ical information. 

Some  corporations  run  software  that  automati- 
cally backs  up  systems  linked  to  fast  corporate  net- 
works. That  same  software,  however,  can  cause  in- 
tolerable delays  over  a  pokey  dial-up  connection  in,  for 
example,  a  hotel  room.  Backup  can't  be  left  to  busy  in- 
dividual users,  "because  they  won't  do  it  or  won't  do 
it  properly,  or  they  won't  do  it  often  enough,"  says 
Jennifer  DiMarzio,  an  analyst  with  market  researcher 
Summit  Strategies. 

Backup  To  Go 

While  laptop  computers  are  the  greatest  concern  now 
handhelds  will  pose  a  greater  threat  within  a  few 
years  as  such  devices  gain  the  ability  to  store  more 
data  and  run  more  sophisticated  applications,  Gart 
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ner's  Dulaney  says.  Many  companies,  adds  BMC 
Gahagan,  don't  even  know  how  many  handhelds  em-| 
ployees  buy  on  their  own  or  what  data  from  the 
corporate  network  they  are  downloading  to  those 
devices.  Adding  to  the  confusion  are  the  many  emj 
ployees  paying  for  handhelds  out  of  their  own  pock-^ 
ets  and  the  vendors  still  scrambling  for  dominance  oi 
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Data  drives 
your  business. 


VERITAS  Software 
drives  your  data. 

VERITAS.  The  software  that  fuels  storage. 
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the  protocols  governing  wireless  data  transmission. 

But  the  number  of  smart  phones  and  handheld  PCs 
capable  of  storing  data  remotely  will  only  grow  as  more 
workers  spend  time  on  the  road  and  as  wireless  broad- 
band connections  become  faster  and  more  common. 
Market  researcher  International  Data  Corp.  predicts 
the  number  of  mobile  and  remote  workers  in  the  United 
States  will  rise  from  last  year's  39  million  to  55  million 
in  2004.  And  while  many  current  handheld  devices 
store  little  data,  Gartner's  Dulaney  predicts  that  "every 
handheld  sold  next  year  will  have  an  [expansion]  slot, 
and  people  will  purchase  at  least  32  Megabytes  of  ad- 
ditional storage"  for  them. 

While  "virtually  every  one  of  our  enterprise  cus- 
tomers has  some  portion  of  their  workforce  using 
PDAs,"  says  BMC's  Gahagan,  few  back  up  or  syn- 
chronize any  data  on  them  except  for  e-mail. 

Smart  Backup 

Corporate  information  managers  also  must  be  able  to 
tweak  the  backup  process  so  specific  users  can  receive 
updates  on  —  or  back  ups  to  —  different  information 
as  users'  jobs  change. 

"As  robust  as  these  mobile  devices  are  getting  to 
be,  they're  not  as  robust  as  the  central  database 
servers, "  says  Bill  Jones,  vice  president  of  product  man- 
agement for  wireless  software  developer  Synchrologic. 

Indeed,  many  remote  devices  have  substantial 
communication  challenges.  Today's  handhelds,  for  ex- 
ample, have  much  slower  connections,  dramatically 
smaller  memory  and  even  decidedly  less  practical 
screens.  Security  protocols  that  require  changes  in 
data  access  privileges  —  such  as  when  an  employee's 
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job  or  location  changes  —  also  require  changes  to  data 
synchronization  procedures.  This  is  especially  vexing 
when  both  the  devices  and  the  employees  are  remote. 
Another  thorny  issue  in  the  remote  world  is  conflict 
management,  Jones  says.  If  two  salespeople  in  an  of- 
fice try  to  reserve  the  last  widget  on  the  shelf  for  one 
of  their  customers,  for  example,  the  salesperson  who 
enters  the  order  a  split-second  earlier  reserves  the  wid- 
get. The  other  salesperson,  meanwhile,  instantly  sees 


that  widgets  are  now  out  of  stock.  The  process  is  far 
harder  to  coordinate  when  salespeople  enter  orders 
on  their  handhelds  but  do  not  synchronize  the  devices 
with  the  central  database  server  for  hours.  "You  have 
to  have  smarts  on  the  server  end  to  automatically  de- 
tect and  resolve  any  conflicts  that  may  have  arisen," 
Jones  says. 

New  Updates  To  Consider 

As  applications  are  developed  specifically  for  wireless 
devices,  IT  departments  will  need  to  update  all  em- 
ployees' remote  devices  with  new  versions  of  those 
applications  as  bugs  are  fixed  or  new  features  are 
added.  The  ability  to  know  what  version  of  an  appli- 
cation is  on  a  device  goes  far  beyond  today's  idea  of 
simple  data  backup  and  restore.  What  customers  will 
need  for  wireless  devices  is  the  same  kind  of  systems 
administration  and  management  capabilities  they 
have  had  for  years  on  mainframes  and  other  enter- 
prise systems. 

It's  no  surprise,  therefore,  that  traditional  suppliers 
of  IT  products  and  services  that  already  sell  high-end 
storage  products  to  corporate  IT  departments  are  be- 
ginning to  create  products  for  the  wireless  market.  In 
January,  for  example,  Hewlett-Packard  purchased 
Bluestone  Software  for  its  wireless  application  infra- 
structure, which  is  designed  to  make  it  easier  to  extend 
existing  Web  applications  to  wireless  and  handheld  de- 
vices. Hewlett-Packard  plans  to  combine  Bluestone 's 
software  with  its  own  connectivity  offerings  to  provide, 
the  company  says,  the  same  capabilities  for  wireless 
applications  as  it  does  for  core  business  applications. 

Going  to  the  trouble  of  finding  and  installing  re- 
mote backup  tools  can  pay  off  in  reduced  support 
costs.  After  beginning  regular  backups  of  its  laptops, 
O'Malley  says,  calls  to  Concert's  PC  support  group 
from  users  complaining  about  lost  or  corrupted  files 
"have  almost  been  eliminated."  Users  now  can  re- 
store the  files  themselves.  "If  they're  in  Sydney  or 
they're  in  Amsterdam,  they  don't  have  to  depend  on 
calling  somebody  out  of  bed  in  the  middle  of  the  night. 
They  can  actually  do  much  of  their  own  repairs,  be- 
cause it's  a  very  simple  interface  to  restore  and  re- 
trieve files,"  he  says. 

Concert,  though,  had  the  luxury  of  only  needing  to 
back  up  data  from  laptop  computers.  Most  large  cor- 
porations "want  to  be  able  to  support  the  top  three  de- 
vices —  Palms,  PocketPCs  and  RIM  pagers  —  and 
whatever  else  happens  to  be  the  'device  du  jour.'"  says 
Andrew  Hogg,  director  of  product  marketing  at  syn- 
chronization software  vendor  Pumatech. 

The  OS  Dilemma 

Finding  tools  that  can  handle  all  those  different  plat- 
forms will  be  difficult  for  some  time,  as  manufacturers 
continue  to  squabble  over  how  to  handle  issues  such 
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Meet  The  Future  Storage  Manager 

Whether  or  not  he  intended  to  be  one,  John  Guilz 
is  a  remote  storage  pioneer.  The  IT  manager  for 
North  American  operations  at  billion-dollar 
office-supply  giant  Esselte  has  seen  his  number  of 
remote  employees  quadruple  in  three  years,  to 
the  point  where  40  percent  of  the  people  he  sup- 
ports are  off-site. 

Guilz  today  oversees  a  hard-disk  army  of 
more  than  7.6  Terabytes.  That,  he  says,  is  more 
than  double  what  he  had  in  1998,  and  he  pro- 
jects it  will  grow  at  least  one  Terabyte  a  year  for 
the  foreseeable  future.  Only  about  2.1  Terabytes 
of  the  current  total  capacity  are  on  the  32  servers 
Guilz  manages  at  headquarters,  with  the  rest 
spread  over  hundreds  of  field  locations. 

Knowing  that  other  corporate  technology 
managers  will  likely  be  in  the  same  position  in 
just  a  few  years,  the  best  single  piece  of  advice 
Guilz  can  offer  is  to  improve  asset  management 
inventory  procedures. 

"With  Y2K,  we  had  to  physically  go  around  to 
get  inventory  on  every  machine,"  says  Guilz, 
adding  that  the  remote  machines  needed  to  be 
packed  up  and  shipped  to  headquarters,  analyzed, 
repacked  and  shipped  back. 


is  mobile -friendly  operating  systems. 

The  ideal  remote  data  management  tool  would 
work  with  all  the  popular  platforms  —  laptops,  Palms, 
RIM  Blackberries  and  handhelds  based  on  Microsoft's 
PocketPC  operating  system.  Such  a  tool  would  auto- 
matically adjust  for  any  speed  connection,  from  a 
wired  desktop  cradle  to  slow  wireless  connections, 
as  well  as  allow  users  to  continue  working  with  the 
.nformation  on  their  devices  even  when  not  linked  to 
:he  corporate  network. 

This  ideal  tool  also  would  make  it  easy  to  auto- 
mate policies  that  govern  which  information  would  be 
sent  to  or  from  the  proper  mobile  users  at  the  proper 
icime.  "In  remote  backup,  policy  becomes  one  of  the 
most  important  issues, "  says  Tarkan  Maner,  vice  pres- 
ident of  corporate  marketing  for  software  vendor  Com- 
puter Associates.  "In  a  LAN  environment,  for  example, 
/our  IT  department  may  ask  you  to  change  your  pass- 
words every  three  months,  whereas  you  may  have  to 


do  this  every  two  weeks  if  you  are  mobile  and  using 
your  passwords  in  public  places  and  over  the  public 
network  called  the  Internet. " 

Security  fears  can  cut  both  ways,  adds  Maner, 
pointing  to  some  healthcare  and  government  agencies 
that  forbid  remote  employees  from  doing  standard 
backups  because  of  a  lack  of  security  on  the  backup 
device  itself. 

Stop  Reinventing  The  Wheel 

Far  from  that  nirvana,  some  of  today's  tools  are  limited 
to  only  a  few  handheld  platforms.  Others  are  capable 
of  sending  either  only  to  or  from  the  remote  device, 
while  still  others  lack  the  capability  to  selectively  up- 
date only  important  data.  "We're  seeing  a  lot  of  rein- 


Insist  On  2- Way  Or  No  Way 


need  to  send  updated  data, 
as  price  lists,  customer  leads 
revised  forecasts,  to  remote 

users  as  well  as  pluck  information 

from  their  systems. 


vention  of  the  wheel,"  says  Charles  Lukaszewski, 
chairman  and  CEO  of  handheld  management  out- 
sourcer  Ubiquio,  as  impatient  customers  write  repli- 
cation software  only  to  see  those  capabilities  quickly 
matched  by  software  vendors. 

For  now,  analysts  recommend  looking  for  remote 
data  management  tools  that:  work  on  a  variety  of  mo- 
bile devices;  can  adjust  how  data  is  replicated  to  com- 
pensate for  varying  connection  speeds;  work  "in  the 
background"  without  help  from  the  user;  and  can  send 
as  well  as  receive  updates  from  the  mobile  device. 
Tools  that  centralize  backup  and  replication  rules  at  a 
central  server  can  help  the  corporate  IT  group  impose 
some  order  on  the  backup  process.  ■ 
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WINTER  TRAVEL 

TO  EUROPEAN 

CITIES  AND  U.S. 

NATIONAL  PARKS 


The  Discreet 
Charm  of  the 
Off  Season 


A  cheaper  and  calmer  Europe    ^ 

BY  JAMIE  RUSSELL 

My  guidebook  suggested  allowing  two 
hours  to  get  through  the  crowds  view- 
ing the  outstanding  collection  of  Re- 
naissance art  at  the  Galleria  dell'Ac- 
cademia  in  Venice.  Room  iv,  in 
particular,  is  "usually  quite  crowded,"  as 
it  contains  some  of  the  museum's  finest 
works.  I  walked  straight  in,  found  one  other 
person  who  left  within  minutes,  and  had  the 
della  Francescas  to  myself. 

I  didn't  get  such  exclusive  access  through  con- 
nections. The  key  is  that  I  travel  to  Europe  in 
winter.  I  know  what  you're  thinking:  Isn't  the 
weather  a  problem?  Well,  fact  is,  southern  Eu- 
rope rarely  gets  snow,  and  midday  temperatures 
in  January  and  February  hover  in  the  50s  and 
60s,  10  to  20  degrees  warmer  than  in  New  York. 
Even  Paris,  which  tends  to  get  colder, 
is  very  manageable.  Days  can  be  bright 
and  crisp,  and  a  moderately  warm  coat 
will  free  you  to  spend  time  outside. 

Flowers  are  blooming  everywhere, 
from  Regent's  Park  in  London  to  the  Victor  Em- 
manuel monument  in  Rome  to  beds  of  pansies  in 
Strasbourg,  France.  And  the  outdoor  cafes  are  in 
full  swing.  Most  European  cities  don't  have  the 
high  winds  we  get  in  New  York,  and  many  side- 
walk restaurants  are  equipped  with  space  heaters 
and  large  umbrellas  in  case  it  gets  rainy.  People- 
watching  and  hot  chocolate  make  a  great  combi- 
nation for  a  midday  break.  I  found  the  perfect 
cup  one  January  day  in  1998  at  a  tiny  cafe  in  the 
old  Italian  city  of  Verona.  The  spoon  practically 
stood  in  the  thick,  creamy  chocolate,  and  the 
taste  was  divine. 

Visiting  Europe  in  the  off  season  has  many 
other  advantages,  not  the  least  of  which  is  cost. 
January  through  early  May  is  the  low  season 
for  airfares  from  the  U.  S.  to  most  European 
capitals.  Airlines  such  as  Continental  and  North- 
west often  drop  their  rates  as  of  Dec.  25.  At 
this  time,  next  winter's  round-trip  fares  between 
New  York  and  London,  excluding  tax,  are  $375 

Airfares  are  lower,  and  many  hotel  rooms  are  available  at  a  discount.  T 


weekdays  and  $433  for  weekends.  (Those  r 
course,  are  subject  to  change.)  Package  d  ,; 
and  online  specials  may  offer  bigger  bargaii  [| 

In  the  10  years  I've  been  traveling  to 
rope  in  the  off  season,  I've  yet  to  pay  more  j 
$500  for  round-trip  airfare  to  any  city,  inclu 
London,  Rome,  Paris,  Madrid,  Lisbon,  and  M 
You  needn't  plan  your  trip  very  far  in  adva 
Last  December,  I  booked  a  $470  airfare  for  t  [j 
el  to  Lisbon  in  January.  Friends  who  had 
served  a  month  earlier  paid  $70  more. 

In  addition,  fares  don't  increase  around  wi  .;., 

school  vacations  or  college  breaks,  so  taking  L 

kids  along  doesn't  have  to  cost  n  ^ 

Jar        And  frequent  fliers  may  find  it  e;  E 

./_ to  get  free  seats  than  at  busier  ti  L 

TRAVEL  »f*vrr'     m    tdii 

Hotels  are  also  discounted.  Man 
fer  unadvertised  price  breaks  in  the  wi 
months  and  are  more  willing  to  negotiate  th£ 
other  times  of  year.  I  prefer  to  reserve  ahea 
I  know  I  have  a  hotel  room  to  go  to  as  soon  ^ 
land.  But  if  you're  not  happy  with  the  act 
modations — too  noisy,  no  shower  stall — you 
generally  have  your  pick  of  other  rooms  or 
tels.  To  be  on  the  safe  side,  however,  just  c 
in  advance  whether  there'll  be  a  large  convei 
in  town. 

Once  you  settle  in,  theater,  opera,  and  b 
tickets  are  more  plentiful  and  dinner  reserva 
are  easier  to  secure.  Plus,  entrance  lines  to 
jor  museums  and  exhibits  are  virtually  non 
tent.  I  sailed  through  the  Vatican  on  a  Satu 

in  January,  2000,  the  Jubilee  year  in  R e, 

easily  got  a  seat  in  the  Sistine  Chapel. 

Outdoors,  winter  offers  greal    photo  oppj 
nities.  You  actually  have  time  to  frame  your 
without  jockeying  for  position  with  all  the 
shutterbugs.  In  Granada,  Spain,  iii  January 


.  Wei  b  /  Aui  usl  27,  2001 


CROWDS: 

idoliers  wait,  and 
lie  is  recognizable 
my  language 

travel  mate  visited 
Alhambra  three 
;s  in  two  days,  since 
practically  had  the  place  to  himself.  At  Ostia 
dca,  a  short  train  ride  from  Rome,  the  only  oth- 
nsitors  taking  pictures  one  January  day  were 
nbers  of  a  wedding  party. 
.MER  HOSTS.  Which  brings  me  to  the  best 
t  of  winter  travel:  the  authenticity  of  your 
■erience.  Unlike  in  the  high  season,  when 

only  people  you're  likely  to  encounter  are 
er  tourists,  the  winter  crowds,  if  any,  are  lo- 

And  friends  or  contacts  who  live  there  will 
ost  certainly  have  more  time  for  you  than  in 

summer  months.  I  spent  a  lovely  afternoon 
he  apartment  of  a  friend  of  a  friend  in  Rome 
ew  winters  ago — and  tasted  home-baked 
etone  as  it's  meant  to  taste, 
jike  the  natives,  you  can  also  take  advan- 
e  of  the  winter  sales.  Saldi,  Ventas,  Soldes — 
itever  the  language,  I  guarantee  you'll  rec- 
ize  the  signs.  I  bought  two  woolen  suits  of 
rific  style  and  workmanship  for  $75  each  in 
ne  last  winter;  regular  price  was  twice  that. 
Is  an  antiques  aficionado,  I've  also  brought 
ae  wonderful  treasures  from  outdoor  Euro- 
n  markets  in  January.  Among  my  finds:  mid- 
h  century  paintings  from  Rome,  a  red  metal 
k-bottle  carrier  from  Paris,  and  Art  Deco 
ssware  and  18th  century  tiles  from  Lisbon. 
'Vinter  travel  has  some  downsides.  As  mild  as 

southern  cities  are,  Northern  European  cap- 
's can  be  very  gray,  damp  if  not  snowy,  and 


bone-chilling.  So  you 
may  want  to  avoid 
Amsterdam,  Berlin,  Vi- 
enna, and  Prague. 

Check  carefully  be- 
fore you  go  if  you're 
interested  in  a  particu- 
lar museum.  The  Peg- 
gy Guggenheim  Collec- 
tion in  Venice  was 
closed  for  renovation  in 
the  winter  of  1998. 
Likewise,  the  Gul- 
benkian  Museum  in 
Lisbon  was  shut  down 
for  repairs  this  past 
winter.  Hotels  also  use 
the  winter  months  to 
spruce  up.  In  a  pen- 
sione  near  Florence,  stonecutters  were  working 
on  the  stairs  outside  my  room. 

It  gets  dark  early,  as  it  does  at  home,  which 
may  limit  some  sightseeing  opportunities.  I  plan 
my  outings  for  early  in  the  day,  and  save  mu- 
seums or  exhibitions  for  after  dusk.  But  sunset 
over  the  Roman  forum  is  as  beautiful  at  5  p.m. 
as  at  8  p.m.  And  you're  in  a  city — so  there's 
plenty  to  do  after  dark,  and  taxis  are  abun- 
dant. One  well-traveled  friend  swears  that  see- 
ing an  English-language  movie  in  a  foreign  the- 
ater, with  the  prefilm  commercials  and 
snack  bar  offerings,  gives  you  more  in- 
sight into  daily  life  than  trying  to  read 
the  local  paper.  It  also  can  be  something  of 
a  mental  rest,  she  says,  after  wrestling 
with  the  local  language  all  day. 

All  in  all,  a  European  city  in  winter  gives 
you  more  space,  far  fewer  tour  groups  to 
contend  with,  and  a  chance  to  gear  up  or 
wind  down.  Shopkeepers  and  restaurateurs 
are  less  harried,  and  "people  are  less  irri- 
table when  it  isn't  full  season,"  says  Manny 
Kirchheimer,  an  independent  filmmaker  who 
has  attended  a  film  festival  in  Saarbrucken, 
Germany,  near  the  French  border  every 
January  for  almost  15  years.  Most  of  all, 
you'll  come  home  with  a  sense  of  the  cities 
you  visit  as  they  feel  to  the  people  who 
call  them  home.  □ 


MADRID 
MUSEUM:  Even 
this  Picasso 
doesn't  draw  a 
long  line 


and  ballet  tickets  are  more  plentiful,  and  dinner  reservations  are  easier  to  secure 
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What's  my  job  description? 
Create  the  architecture  to 
replace  18  separate  legacy 
systems  with  one  integrated 
solution  for  Qantas  so  36 
downstream  customers 
can  access  information 
faster.  Can  I  do  all  that? 
Definitely.  Because... 


THIS    IS    THE    AIRLINE    6  U  S  I  N  E  S 


QANTAS 

AND- 

FUJITSU 

BUSINESS 

CONSULTING 


When  Doug  Meagher,  general  manager  of  the  airline's  integrated 
revenue  information  systems,  needed  a  streamlined  interface 
between  multiple  data  systems,  he  called  DMR  Consulting,  a 
Fujitsu  company.  Together  they've  developed  a  sophisticated  data 
repository  to  simplify  revenue  information  distribution.  So  airline 
management  can  make  crucial  business  decisions  faster.  Get 
the  whole  story  at  us.fujitsu.com/casestudy/.  You'll  discover  that 
when  you  partner  with  a  company  that  has  60,000  service  and 
support  professionals  worldwide,  you  can  accomplish  anything. 


I  reserved. 


ND  I  CAN   MAKE  ANYTHING   FLY. 


FUJITSU 


THE  POSSIBILITIES  ARE  INFINITE 


www.fujitsu.com 


ADVERTISEMENT 


Here's  $7  billion  i 

increased  earnings  am 
revenue,  you  can't  ge 
anywhere  else. 


You  know  that  one  big  idea 
can  cause  a  landslide  in  mar- 
ket positioning,  or  shift  all 
the  buyers  over  to  you  instead  of  your 
competitors.  Here's  where  to  get  the 
big  ideas  you're  after. 

The  Profit-Boosting  team  of  Jay  L. 
Abraham  &  Chet  L.  Holmes  has 
caused  over  $7  Billion  of 

documented  earnings  and 
revenue  increases  -  over  half 
from  new  profit  centers,  sell- 
ing systems,  untapped  rev- 
enue sources  and  distribu- 
tion channels  they  orches- 
trated or  created  for  their 
clients. 


Often,  they  will  find  several 
dozen  new  channels  of  dis- 
tribution from  their  past 
client  list  and/or  affiliated 
partners.  They  can  connect 
you  with  more  than  200,000 
strategic  partners  who 
respect  and  trust  their  opin- 
ions when  they  call  or  write. 


How  they've  helped  others: 

•  One  of  the  world's  wealthiest  men  (a 
publisher  on  the  Forbes  "Billionaires" 
list)  doubled  sales  three  years  in  a  row 
using  12  simple  techniques  that  your 
company  can  also  apply  and  they 
always  work. 

•  They  took  a  good  company  with  an 
underperforming   product   and   made 


Robbins,  Vic  Conant,  Brian  Tr 
Tom   Hopkins,   Denis  Waitley 

dozens    of   other   business    buil< 
guru's. 

What  the  media  says:  Forbes  said 
Abraham,  is  "The  real  thing," 
executive  business  coach  who  ca 
"turn  corporate  under-performers 
sales  and  marketing  whizze, 


They  Have  The  Big  Ideas  You're  After 


■ 


And  Investor's  Business  E 
wrote,  "He  knows  how  to  If 
maximum  results  from  mini) 
efforts."  USA  Today  comrr  n 
ed,  "Just  because  the  econ  «,, 
is  slowing,  doesn't  mean 
business  has  to  [if  he  nhy 
you]." 

The  L.A.  Times  said,  "He  kt 


Jay  Abraham 

MARKETING  GENIUS  FORBES 
CALLED  "THE  REAL  THING" 


Chet  Holmes 

FORTUNE  500 
SUPER  STRATEGIST 


Their  methods  work  in  over  400  differ- 
ent industries,  often  helping  companies 
generate  more  profits  from  ancillary 
(previously  undiscovered)  sources  than 
from  current  profit  activities  (success 
stories  below)! 

Between  Abraham  and  Holmes,  they've 
had  more  than  50  Fortune  500  clients, 
orchestrated  turn-arounds  on  billion 
dollar  conglomerates,  handled  massive 
product  mergers  and  helped  thousands 
of  small  to  medium  size  clients  become 
top  performing  companies.  This  gives 
them  a  hands-on  perspective  and  pro- 
prietai  xpertise  you  simply  can't  get 
from  anyone  else. 


the  company  ten  times  more  profit  from 
their  distribution  channel  than  they'd 
made  from  their  main  product  itself. 

•  A  software  company  generated  800% 
more  orders  by  using  one  of  their  ideas. 

•  A  medical  industry  company  cut  per- 
sonnel 37%  and  tripled  business  at  the 
same  time. 

•  A  Mercedes  dealer  tripled  profit  on  a 
$300  million  dealership. 

Besides  being  recognized  as  an  inter- 
national marketing  genius,  Jay 
Abraham  has  also  been  called  the 
"World's  Super  Consultant,"  advising 
such     notable     superstars     as     Tony 


how  to  get  your  business  g 
and  growing  again." 

Success  Magazine  said: 
Holmes   breaks   sales   rec 
wherever  he   works."   He 
also  named  "one  of  the  tot 
change  experts  in  the  cow 
by  Industry  Week. 


Abraham  and  Holmes  guarante 
impact  90%  of  your  selling  and  ma 
ing  efforts  within  60  days, 
improvements  resulting  in  10-2 
increases...  Without  changing 
product  or  service. 

To  help  you  more  thoroughly  ui 
Stand  what  they  do  and  how  iIk\ 
help  you,  you  can  receive  a  free  n 
or  a  one-on-one  telephone  confere 
if  you  qualify.  Please  call  310- 
1840,    or    e-mail     your    inquir 

newfoundrevenue@abraham.coi 

fax  your  request  lo  310-541   3192. 
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BY  SANDRA  DALLAS 

Think  of  the  national  parks  in  the  West,  and 
crowds  and  congestion  come  to  mind.  But 
that's  true  only  in  summer.  In  winter,  when 
the  number  of  visitors  plummets,  you  can 
savor  all  the  majesty  of  the  landscape  in 
solitude  and  serenity. 

A  winter  day  in  a  National  Park  can  seem 
almost  surreal.  "It's  very  dramatic  to  have  these 
huge  geysers  popping  out  of  nowhere  amid  two 
feet  of  snow,  and  the  animals  coming  through  the 
fog,"  says  Holly  Parker,  who  visited  Yellowstone 
National  Park  with  three  friends  last  winter. 
Parker,  executive  director  in  Denver  of  Amstar 
Group's  resort  unit,  wants  to  return  this  winter 
with  her  boyfriend.  Yellowstone  in  winter  is  "a 
fabulous,  well-kept  secret,"  she  says. 

Well,  almost.  Some  200,000  people  visit  Yel- 
lowstone during  the  winter,  but  that's  only  a 
fraction  of  the  year's  nearly  3  million  visitors.  At 
the  Grand  Canyon  in  Arizona,  the  number  of 
monthly  visitors  in  winter  plunges  to 
about  a  quarter  of  July's  700,000.  And 
at  Mesa  Verde  National  Park  in  south- 
western Colorado,  famous  for  its  an- 
cient cliff  dwellings,  "a  busy  winter 
day  is  100  people,"  says  ranger  Will  Morris. 

Of  course,  planning  a  winter  trip  means  risking 
foul  weather.  Also,  the  parks  close  off  some  areas 
and  scale  back  on  the  activities  and  services  they 
offer.  But  these  are  small  inconveniences  for  the 
experience  of  having  all  that  unspoiled  scenic 
beauty  almost  to  yourself.  And  what  could  be  a 
more  beautiful  setting  for  winter  sports? 

At  Yellowstone,  geysers  and  hot  springs  send 
out  billows  of  steam  against  the  blue  sky;  the 
steam  clings  to  trees  and  creates  natural  ice 
sculptures.  The  steamy  thermal  deposits  and 
foul-smelling  pools  so  impressed  trapper  John 


WINTER  WHITE: 

Take  a  plane 
or  helicopter 
tour  of  the 
Grand  Canyon 


Colter  in  the  winter  of  1807- 
that  the  nation's  first  national 
park    was    originally    dubbed 
Colter's  Hell. 

Colter  probably  came  alone. 
You  can,  too,  or  you  can 
arrange  for  a  guide.  Amfac 
Parks  &  Resorts  (307  344-7311,  www.TravelYel- 
lowstone.com),  the  company  that  operates  lodging 
and  all  other  concessions  at  Yellowstone,  offers  a 
range  of  packages.  Four  days  of  cross-country 
skiing  or  snowshoeing  with  a  naturalist-guide, 
plus  four  nights'  lodging,  starts  at  $549.  Board  a 
"snow  coach" — an  over-the-snow  vehicle,  like  a 
small  bus  with  tractor  treads — to  visit  popular 
spots  such  as  Old  Faithful,  and  take  guided  day 
trips  to  see  wildlife,  including  a  "winter  wolf 
discovery"  package  that  provides  a  naturalist  to 
lead  you  in  wolf-spotting. 

SNOWMOBILES  BANNED.  Except  for  roads  lead- 
ing to  Mammoth  Hot  Springs,  just  inside  the 
north  entrance  that  is  about  80  miles 
from  Bozeman,  Mont.,  Yellowstone's 
roads  are  closed  to  autos  in  the  winter. 
You  can  reserve  a  snow  coach  through 
Amfac  to  take  you  through  the  West 
or  South  entrances  and  on  to  lodging  and  visitor 
centers.  You  can  snowmobile  in,  too — though  un- 
less the  law  is  changed,  this  coming  winter  will 
be  the  last  you'll  be  allowed  to  snowmobile  on 
your  own.  During  the  winter  of  2002-03,  you'll 
need  a  guide,  and  the  machines  will  be  banned 
altogether  starting  the  winter  of  2003-04. 

Lodging  is  available  inside  the  park  from  mid- 
December  to  early  March  at  Mammoth  Hot 
Springs  Hotel  (room  with  bath  is  $89,  without 
bath  $63)  and  Old  Faithful  Snow  Lodge  (rooms 
$131,  cabins  $65  to  $111). 

Tourists  who  visit  the  Grand  Canyon  in  winter 
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The  2001  BusinessWeek  CEO  Summit 

in  Washington  is  an  invitation-only  event  at  which 
executives,  authors,  and  other  thought  leaders  will 
explore  the  realities  of  the  constantly  morphing 
business  environment.    The  playing  field  will  be 
defined  in  important  plenary  sessions  that  delineate 
the  policy  and  practice  implications  of  recent 
developments  in  economics,  management, 
geopolitics,  and  human  behavior. 

To  register  please  visit  the  Summit's  Web  site  at 

www.conferences.businessweek.com/2001/ceo 

or  for  more  information  contact  Julie  Terranova  at 

212-512-2184 
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say  the  park  is  even  more  magnificent  un- 
der a  blanket  of  fresh  snow.  The  Grand 
Canyon  National  Park's  South  Rim,  about 
80  miles  from  Flagstaff,  Ariz.,  is  open  all 
winter,  but  December,  January,  and  Febru- 
ary are  the  only  months  you  can  drive  on 
Hermit  Road,  which  extends  west  along 
the  rim  from  Grand  Canyon  Village.  All 
other  times,  you  must  park  your  car  and 
take  a  free  shuttle  bus.  From  Hermit  Road, 
you  get  spectacular  views  of  the  canyon 
and  can  visit  a  stone  pyramid  dedicated  to 
John  Wesley  Powell.  A  Civil  War  hero  with 
only  one  arm,  Powell  in  1869  was  the  first 
to  lead  a  boat  expedition  down  the  Col- 
orado River  through  the  canyon. 

The  North  Rim  is  closed  to  auto  traffic  in 
the  winter  months  but  is  open  to  cross-country 
skiers,  who  must  get  back-country  permits 
(928  638-7875).  You  can  cross-country  ski  and 
snowshoe  in  adjacent  Kaibab  National  For- 
est, too.  Many  trails  are  open  to  hikers,  but 
the  park  recommends  that  you  take  along 


YELLOWSTONE 
WILDLIFE:  The  winter 
cold  brings  animals 
down  from  their 
summer  habitats 


crampons  for  use  on  trails  below  the  rim. 

Commercial  bus  tours  and  the  well-known 
guided  mule  trips  operate  in  winter.  Day  trips 
by  mule  take  you  to  Plateau  Point,  halfway 
down  to  the  Colorado  River,  for  about  $120  per 
person.  Or  you  can  book  a  mule  trip  to  Phantom 
Ranch,  a  remote  outpost  a  mile  in  elevation  be- 
low the  rim  on  the  canyon  floor.  An  overnight 
package  costs  about  $335  for  one  person,  $600 
for  two  (Reservations:  303  297-2757).  In  winter, 
you  follow  trails  that  are  blissfully  free  of 
tourists.  On  the  rim,  rangers  lead  hikes,  such  as 
a  geology  walk,  and  give  talks  on  a  range  of  top- 
ics, including  fossils  and  cultural  history. 

You  can  also  go  on  aerial  tours,  which  take  off 
from  Grand  Canyon  Airport  near  Tusayan,  Ariz. 
Helicopter  flights  run  $90  to  $165  per  person,  air- 
plane rides,  $55  to  $100  for  up  to  90  minutes. 

Except  during  holidays,  you  have  your  pick  of 
lodges  and  can  even  get  last-minute  reserva- 
tions. Rooms  at  the  1905  log-and-stone  El  Tovar 
Hotel,  on  the  canyon  rim,  run  $118  to  $286.  The 
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1935  Bright  Angel  Lodge,  de- 
signed by  Mary  Colter,  the  mesa  VERD 
renowned  architect  who  con-  ffie  reman, 
tributed  to  a  style  now  known  of  Cliff  Hot 
as  National  Park  Service  rus-  built  1,000 
tic,  is  open,  too.  Rooms  range  years  ago 
from  $48  to  $286  a  night.  A 
dorm  room  at  Phantom  Ranch  is  just  $2 
night;  individual  cabins  are  also  available.  (Re 
vations:  303  297-2757.)  Book  rooms  a  year  a] 
for  Christmas,  when  El  Tovar  puts  up  a  20- 
tree,  and  Phantom  Ranch  hands  decorate 
rustic  rooms  and  prepare  holiday  meals. 

At  Mesa  Verde  in  winter,  absent  the  horde 
tourists,  visitors  see  the  landscape  much  as 
original  inhabitants  did  1,000  years  ago, 
cliff  dwellings  scattered  across  the  still,  sn 
covered  land.  The  park  is  a  photograph 
dream,  with  white  snow  against  blackened 
niper  and  pinon  trunks  that  were  burned 
wildfire  last  summer.  Spruce  Tree  House  is 
only  cliff  dwelling  open  in  winter,  with  tour 
10  a.m.,  1  p.m.,  and  3:30  p.m.  daily.  Rese 
tions  aren't  necessary;  just  meet  at  the  Ch 
Mesa  Archeological  Museum,  21  miles  from 
park's  main  entrance.  The  rangers  there 
plenty  of  time  to  answer  questions.  The  IV  ': 
Top  Loop  Road  is  open,  so  you  can  drive  to 
many  viewing  areas. 

Roads  may  be  closed  after  storms  but  usi 
reopen  in  a  couple  of  hours  because  the  pa: 
in  the  high  desert,  so  snow  melts  quickly.  IV 
Verde's  lodge  and  camp- 
grounds   are    closed    in 
winter,  but  accommoda- 
tions   are    available    in 
nearby       Mancos       and 
Cortez,  Colo.,  both  about 
nine  miles  from  the  park 
entrance.  You  can  get  in- 
formation about  lodging 
at  800  253-1616. 

It's  much  easier  to  see 
all  three  parks'  wildlife  in 
the  winter  because  cold 
weather  drives  animals 
down  from  the  higher  el- 
evations. More  wildlife 
and  fewer  tourists:   How 
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nner  will  keep  you  on  schedule  with  a  1 3-month  calendar, 
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)ortant  toll-free  numbers.  The  desktop  version  also  features 
32-page,   four-color  world   atlas;   detailed   information 


ie  (Mr/Mrs/Ms) 
lpany 


about  39  U.S.  and  international  cities;  and  even  a  wine 
vintage  guide. 

Whether  purchased  separately  or  in  a  matching  skived 
leather  set,  the  2002  BusinessWeek  Planner  will  ensure  that 
you  make  the  most  of  each  and  every  day. 


Postcode 
Title 


..State/Country  _ 
Tel 


jnd  me  your  color  brochure  and  information  on  quantity 
iW   xints  and  customization  options. 

name  for  blocking 


Item 

Code 

Regular 

four  Price 

Quantity 

Total  US$ 

Black  Desk  S  Pocket  Planner  Set 

BW2I0 

US$48.95 

US$39.00 

Black  Desk  Planner 

BW207 

US$34.95 

US$22.95 

Black  Pocket  Planner 

mm 

US$17.95 

USS 14  SO 

Burgundy  Desk  8  Pocket  Planner  Set 

BW226 

US$48.95 

US$39.00 

Burgundy  Desk  Planner 

BW2I6 

US$34.95 

US$27.95 

Burgundy  Pocket  Planner 

BW2I8 

US$1 7.95 

US$14  SO 

Personalization  US$4.75  per  item 

Handling/Packing  (USA)  USJ2.S0  per  item 

Prices  include  delivery  by  surface  mail 
but  do  nor  include  local  duties  or  raxes 
Delivery  commences  in  September  2001. 

Handling/Packing  (e«.  USA)  US$6.2S  per  item 

H.J.  Residents  add  6%  Sales  Ta 

TOTAL  US$ 

□  Check  enclosed  payable  to  "BusinessWeek  Planner" 

□  Bill  my  Company  (Purchase  Order  &  Company  letterhead  enclosed) 
Q  Charge  to  □  AmEx  Q  Diners  Club  Q  Visa 


□  MasterCard 


■coupon  and  mail  check  to  BUSINESSWEEK  PLANNER,  Dept.  BC42 
Box  1597,  Fort  Lee,  NJ  07024,  USA  or  Fax  201-461-9808 


Expiration  Date . 


_  Signature . 


tomization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-0040,  or  fax  to  201-461-9808. 


EARNING  2001 


n  a  business  world  where  the  only  constant  is  change, 
continuing  education  is  becoming  a  mandatory  course 
of  action.  Smart  professionals  are  increasingly  turning 

to  the  internet  to  advance  their  skills,  increase  productivity  and 

minimize  time  away  from  the  office. 

BusinessWeek's  Distance  Learning  Directory  can  help  you  choose  the 
right  virtual  classroom  to  meet  your  real-world  demands. 

For  more  information  regarding  advertising  in  the  December  2001 
Distance  Learning  Directory,  please  call  1-800-424-3090. 
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Earn  a  Degree  from  an  Accredited  University 
With  a  Tradition  in  Distance  Learning  I 


•  Bachelor  of  Science  in 
Business  Administration 

•  Master  of  Engineering 

•  Master  of  Science  in 
Project  Management 

•  Master  of  Science  in 
Criminal  Justice 
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<?.MBA@PACE 


The  Online  Executive  MBA  Program 

Internet  supported  learning  combined  with  ten 

residencies  in  a  two-year  program  at  our  campus 

in  the  heart  of  the  Wall  Street  area. 

Visit  www.pace.edu/lubin/e.mba  or  call  James  M.  Parker, 
Director  at  (212)  346-1833,  jparker@pace.edu. 

AACSB  accredited 
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Obtain  An  MBA  From  A  World  Leader 

A  pioneer  in  distance  learning,  Duke 
University's  Fuqua  School  of  Business 
offers  MBA  programs  tailored  to 
different  stages  of  people's  careers 
and  personal  lives.  Regardless  of 
format,  students  receive  the  same 
world-class  MBA  degree  from  the 
school  that  U.S.  News  &  World 
Report  ranked  #2  in  the  country 
for  executive  MBA  programs. 

U  The  Duke  MBA- 
Global  Executive 

Executives  with  1 0+  years  experience 
and  global  responsibility,  who  want  to 
stay  in  their  jobs,  earn  their  MBAs  through 
a  combination  of  classroom  learning  on 
four  continents  and  Internet-enabled  study. 

E-mail:  globalexec@fuqua.duke.edu 

■  Thf.  Duke  MBA -Cross  Continent 

High-potential  professionals  with  3  -  9  years  experience  continue 
working  at  their  current  jobs  while  combining  face-to-face  classroom 
teaching  in  Durham,  N.C.  and  Frankfurt,  Germany  with  Internet-enabled 
learning  from  anywhere  in  the  world. 

E-mail:  cross-continent-info@fuqua.duke.edu 

To  learn  more  about  how  these  programs  can  help  you  and  your 
company,  or  for  a  list  of  our  other  programs,  contact  us  today. 

U.S.  Telephone:  1.919.660.7804 
Europe  Telephone:  49.69.9726990 
www.fuqua.duke.edu      i'.uiiiin»iB|ri.n,,ff),»„i  Ruunm  Leaders 


Like  you,  we  never  stop  [earning... 

McGraw-Hill  Lifetime  Learning  conducted  extensive  market  research 
to  help  understand  real-world  learning  requirements  of  diverse 
organizations.  We  leveraged  this  knowledge  with  McGraw  Hill's 
unparalleled  reputation  for  educational  excellence,  to  deliver 
comprehensive  e-learning  solutions: 

■  Courseware  that  combines  world-class  content  with  proven  instructional 
design  and  cutting  edge,  time  saving  technology  to  increase  productivity  and 
decrease  employee  down  time 

■  Professional  Learning  Services  to  ensure  that  companies  plan  and  implement 
effective  e-learning  strategies  to  ensure  return  on  investment 

■  Internet  Hosted  Solutions  that  reduce  the  cost  and  complexity  of  implementing 
a  world-class  e-learning  program 

Count  on  McGraw-Hill  Lifetime  Learning  to  help  your  company  and  employees 
achieve  their  full  potential. 

To  learn  more,  call  McGraw-Hill  Lifetime  Learning 
at  800.932.3293  or  visit  us  at: 

www.mhlifetimelearning.com 
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DOT-COM  SURVIVOR 


£NE  G.  MARCIAL 

■e.net  may  get 
jger  edge  in 
th-care- 
pany  services. 
g  Nestle  buy  the 
of  Dreyer's? 
V-Rod  might 
8  even  more 
e  for  Harley 


HEADING  FOR 
THE  BLACK 


Not  all  dot-coms  have  flamed  out.  XCare.net 
(XCAR),  like  many  other  online  enterprises, 
traded  at  much  higher  levels  last  year, 
peaking  at  30  a  share  after  being  taken  public  by 
Robertson  Stephens  at  18  on  Feb.  2,  2000.  It 
tumbled  to  as  low  as  5  by  mid-March  of  2001  but 
since  then  has  more  than  doubled,  closing  at  12 
on  Aug.  8.  This  leading  provider  of  customized 
Web  portals  and  e-commerce  services  mainly  to 
health-care  companies  is  expected  to  be  in  the 
black  in  the  fourth  quarter — thanks  to  surging 
revenues.  Or  so  says  Anthony  Vendetti,  senior 
health-care  analyst  at  Gruntal. 

Vendetti  sees  the  stock 
hitting  22  over  the  next  six 
months.  And  in  the  next  12 
to  18  months,  he  predicts  a 
leap  to  27.  Part  of  the  good 
news:  Vendetti  reckons  that 
XCare  will  post  earnings  of 
50(2  a  share  in  2002  and  850 
in  2003,  vs.  a  projected  loss 
of  270  a  share  in  2001. 
XCare  is  well  positioned,  he 
says,  to  benefit  from  the  in- 
creasing demand  for  health-information-technolo- 
gy services,  such  as  infrastructure  for  Web-based 
processing  of  bills  and  payments. 

The  big  earnings  push  at  XCare  is  partly  due 
to  its  five-year  pact  with  MedUnite,  a  consortium 
of  seven  major  health-care  insurers,  including 
Aetna,  CIGNA,  and  Oxford.  XCare  has  set  up  a 
MedUnite  Internet-based  system  to  handle  var- 
ious transaction  processing  between  payers  and 
health-care  providers.  Vendetti  estimates  that 
MedUnite  will  contribute  40%  of  XCare 's  rev- 
enues in  2001  and  34%  in  2002. 

XCare  is  actively  seeking  to  form  strategic  al- 
liances with  major  software-technology,  biotech, 
and  media-entertainment  companies  to  widen 
its  reach. 

A  SWEET  TOOTH 
FOR  DREYER'S? 
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AT  EARNINGS 


FEB.  7, '01  AUG.  8 

▲  DOLLARS 
Data:  Bloomberg  Financial  Markets 


hares  of  Dreyer's  Grand  Ice  Cream  (dryr) 
have  been  dripping — from  35  in  February  to 
27  on  Aug.  8 — due  to  what  some  analysts 
describe  as  a  "horrible"  earnings  out- 
look. On  that  basis,  the  stock  is  over- 
valued, argues  John  McMillin  of  Pru- 
dential Financial.  But  he  insists  that 
there  is  another  way  to  look  at  Dry- 
er's: It  should  trade  higher  because 
down  the  pike,  Swiss  giant  Nestle  is 
bound  to  buy  the  rest  of  the  Dreyer's 
shares  it  doesn't  already  own.  Nestle 
now  holds  24%  of  Dreyer's  after 
agreeing  in  early  July  to  buy  3.4  mil- 
lion shares  from  General  Electric  Cap- 


ital for  31.50  a  share — higher  than  the  stock's 
current  price.  Nestle  could  have  bought  shares 
much  cheaper  when  the  stock  was  down  to  20 
in  September. 

Its  decision  to  buy  ge's  stake  in  July  at  a 
much  higher  price  "marks  a  change  of  heart  in 
Nestle's  confidence  in  and  commitment  to  Drey- 
er's business,"  says  McMillin,  who  rates  the  stock 
a  buy  with  a  price  target  of  35,  based  on  his  2002 
earnings  estimate  of  $1.35  a  share.  For  2001, 
his  estimate  is  550  a  share. 

Nestle's  move  "sends  a  strong  signal"  that  it 
wants  to  acquire  all  of  Dreyer's,  McMillin  says. 
True,  a  standstill  pact  bars  Nestle  from  owning 
more  than  25%  of  Dreyer's  until  2004.  But  he 
sees  this  "long-term  engagement"  ending  in  a 
"happy  marriage"  for  all,  including  sharehold- 
ers. Of  course,  both  parties  could  decide  on  an 
early  wedding. 

Charles  LaLoggia,  editor  of  The  Superstock 
Investor  newsletter,  which  focuses  on  takeover 
targets,  says  the  buyout  price  should  be  at  a 
substantial  premium  to  Dreyer's  current  price. 

HARLEY  COULD  DO 

A  WHEELIE 

America's  No.  1  motorcycle  maker,  Harley- 
Davidson  (hdi),  is  everything  that  investors 
are  supposed  to  worry  about:  It's  a  one- 
product  company,  its  stock  trades  at  a  rich  p-e, 
and  it  faces  the  threat  of  market  saturation. 

So  why  is  Harley's  stock  vrooming — from  36 
in  April  to  50  on  Aug.  8?  Part  of  the  answer  is 
that  it  continues  to  beat  Street  estimates  in 
sales,  earnings,  and  cash  flow.  Analyst  Joseph 
Yunnan  of  Bear  Stearns  recently  raised  his  2002 
earnings  estimate  to  $1.62  and  his  price  target  to 
60  based  on  management's  production  expecta- 
tions, feedback  from  dealers,  and  new  products. 
He  says  Harley  has  "ample  growth  opportunity 
into  the  foreseeable  future" 
because  of  its  creative 
engineering,  styling,  and 
technology. 

Harley's  newest  prod- 
uct, the  V-Rod,  boasts  a 
"60-degree,  liquid-cooled, 
V-twin,  1130-cc  Revolution 
engine."  To  be  introduced 
in  the  fourth  quarter,  "it's 
the  Harley  bikers  are 
waiting  for,"  says  Yurman, 
especially  in  Europe  where  sales  are  down.  But 
the  new  V-Rod  is  a  "more  performance-oriented 
sport  bike"  and  could  be  a  hit  in  Europe,  says 
Yurman.  He  isn't  the  only  bull:  13  out  of  18 
analysts  who  cover  Harley  rate  it  a  "strong 
buy"  or  a  "buy." 
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Read  Gene  Marcial's  Inside  Wall  Street  Online  column  Tuesday 

afternoons  at  vww.businessweek.com/today.htm.  And  see  him 

Fridays  at  1:20  p.m.  est  on  CNNfn's  The  Money  Gang. 
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tools.  Because  rarely  is  an 
entrepreneurial  spirit  enough. 


Tax  strategies,  financial  advice,  legal  guides,  and  a  multitude  of  other  online  resources  for  small  business. 
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,J  Go  1  www.businessweek.com/smaUbiz 


fill  M.I.-.."  11,11 

I 


Division  oj  I'he McGraw-Hill ( .ompanics 


Reach  these  BusinessWeek  advertisers  on  the  Web: 


Adobe  Systems 

www.adobe.com 

Delphi  Automotive  Systems 

www.delphiauto.com 

AeroMexico 

www.aeromexico.com 

El  Paso  Energy 

www.epenergy.com 

AFLAC 

www.aflac.com 

FileMaker,  Inc. 

www.filemaker.com/ 

Allianz  AG 

www.allianz.com 

Fujitsu 

www.fujitsu.com 

American  Airlines 

www.aa.com 

6MAC  Financial  Services 

www.gmacfs.com 

Applied  Materials 

www.appliedmaterials.com 

Great  Plains  Software 

www.greatplains.com 

Aramco  Services 
www.aramco.com 

AT&T  Wireless 

www.attwireless.com 

BMW  of  North  America 

www.bmwusa.com 

Business  Objects 

www.businessobjects.com 

CNA  FINANCIAL 

www.cna.com 

Compaq 

www.compaq.com 

Computer  Associates 
International 

www.ca.com 

DaimlerChrysler 

www.daimlerchrysler.com 


HEWITT 

www.hewitt.com/interview 

Hewlett  Packard 

www.hp.com 

IBM 

www.ibm.com 
www.ibm.com/services/strategy 

IBM  Software 

www.  ibm.com/softwa  re/d  iff  erent 

Infineon  Technologies 

www.infineon.com 

Infiniti 

www.infiniti.com 

Jeep 

www.jeep.com 

Land  Rover  North  America,  Inc. 

www.landrover.com 


LeadersOnline 

www.leadersonline.com 

Mercedes-Benz 

www.mbusa.com 

Mercury  Mountaineer 

www.2002mountaineer.com 

Merrill  Lynch 

www.merilllynch.com 

Microsoft 

www.microsoft.com 
www.microsoft.com/asia 

Motorola 

www.motorola.com 

NEC 

www.nec.com 

NEC/MITSUBISHI 

www.necflat.com/bizweek 

One  World  Alliance 

www.oneworld.com 

Prudential  Financial 

www.prudential.com 

Rational  Software 

www.rational.com 

SAP 

www.mySAP.com 

SCUDDER  INVESTMENTS 

www.scudder.com 

Siebel 

www.siebel.com/ 


address 
directory 


SkyTel 

www.skytel.com 

Sun  Microsystems 

www.sun.com 

The  Executive  Centre 

www.executivecentre.com 

The  Hertz  Corporation 

www.hertz.com 

The  McGraw-Hill  Companies 

www.mcgraw-hill.com 

The  United  States  Postal 
Service 

www.usps.com 

Toyota  Motor  Sales 

www.toyota.com 

UNDERWRITERS 
LABORATORIES 

www.ul.com 

VERITAS  Software 
Corporation 

www.veritas.com 

Vietnam  Airlines 

www.vietnamair.com.vn 

Williams  Communications 

www.williamscommunications.com 

WorldCom 

www.worldcom.com 


BusinessWeek 


You've  already  joined  the  club. 


BusinessWeek!  online 


So  why  not  use  all  the  facilities? 


www.businessweek.com 


AOL  Keyword:  BusinessWeek    Internet  Keyword:  BusinessWeek 


\  Division  0/  Tht : McGraw-Hill <  bmpania 


BusinessWeek  Investor 


Figures  of  the  Week 


%  change 


■  Stocks 

S&P  500 

Aug.    Feb.    Aug.  Aug.2-8 
1540  i —  -  c =  1250 


U.S.  MARKETS 


Aug.  8 


Year  to 
Week      date 


Last  12 
months 


%c 


GLOBAL  MARKETS 


Aug.  8 
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Week      da 


1425 


1310 


1195 
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COMMENTARY 

Stocks  wilted  on  a  spate  of  bad  news. 
First,  on  Aug.  6,  reports  of  future  chip 
price  cuts  by  Intel  sent  chipmaker 
stocks  lower.  Next,  on  Aug.  7,  Cisco 
released  its  quarterly  results:  Profits 
fell  99%  from  a  year  ago.  Then  on 
Aug.  8,  the  Federal  Reserve's  survey 
of  the  economy  pointed  to  more  weak- 
ness. The  good  news?  Bond  yields  fell  in 
expectation  of  further  Fed  loosening. 

Data:  Bloomberg  Financial  Markets 
Bridge  Information  Systems,  Inc. 


S&P  500 

Dow  Jones  Industrials 
Nasdaq  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 

SECTORS 

BusinessWeek  50* 

BusinessWeek  Info  Tech  100* 

S&P/BARRA  Growth 

S&P/BARRA  Value 

S&P  Energy 

S&P  Financials 

S&P  REIT 

S&P  Transportation 

S&P  Utilities 

GSTI  Internet 
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222.5 

10,949.0 
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*  423.0 
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701.9 
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S&P  Euro  Plus  (U.S.  Dollar) 
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Frankfurt  (DAX) 
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Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 
FUNDAMENTALS 
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S&P  500  Dividend  Yield 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

First  Call  Earnings  Revision* 

•First  Call  Corp. 

TECHNICAL  INDICATORS 


1.29%        1.29 
32.8  32.2, 

21.4  21.6 


-6.33%      -6.8 11!! 


Aug.  7      Wk.  ago 


PSE  Technology 

*Mar.  19,  1999  =  1000       "Feb.  7,  2000  =  1000 


666.4      -5.2     -18.2     -36.8 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1272.4  1277.2 

62.0%  64.0°/ 

0.64  0.55 

3.75  3.81 
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Genl.  Merchandise  Chains 

Shoes 

Furnishings  &  Appliances 

Paper  Containers 

Semiconductors 


14.8 
13.6 
10.9 
9.5 
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Engineering  &  Constr. 

Tobacco 

Savings  &  Loans 

Toys 

Food  Wholesalers 


59.6 
58.8 
57.9 
57.3 

43.8 


Oil  &  Gas  Drilling  -21.4 

Aluminum  -11.9 

Property-Casual.  Insurers  -11.4 

Engineering  &  Constr.  -11.3 

Oil-Weil  Equip.  &  Svcs.  -11.3 
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Computer  Systems 
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Metal  &  Glass  Contai 
Long-Dist.  Telecomm 
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Mutual  Funds 


Week  ending  Aug.  7 
■  S&P  500  ■  U.S.  Diversified  BAH  Equity 
4-week  total  return 


EQUITY  FUND  CATEGORIES 

4-week  total  return  %      52-week  total  return 

Leaders 

Technology  3.1 

Financial  2.6 

Europe  1.9 

Mid-cap  Value  1.8 

Laggards 

Utilities  -5.3 

Natural  Resources  -2.3 

Precious  Metals  -2.2 

Pacific/Asia  ex-lapan  -2.2 


Leaders 

Small-cap  Value 
Mid-cap  Value 
Financial 
Real  Estate 
Laggards 
Technology 
Communications 
Japan 
Large-cap  Growth 


19.2 
16.4 
16.1 
13.0 

-52.6 
-49.1 
-31.0 
-30.9 


Week  ending  Aug.  7 
■  S&P  500  B  U.S.  Diversified  BAN  Equity 
52-week  total  return 


EQUITY  FUNDS 

4-week  total  return 


%      52-week  total  return 


%     -20      -15      -10      -5         0         5 
Data:  Standard  &  Poor's 


Leaders 

Fidelity  Select  Electronics  16.1 

Red  Oak  Tech.  Select  14.2 

Conseco  Science  &  Tech.  A  12.9 

Rydex  Electronics  Inv  12.8 
Laggards 

Investec  Mainland  China  -14.5 

Matthews  China  -11.4 

Rydex  Dynamic  Vent.  100  -11.0 

ProFunds  Ultrashort  OTC  -11.0 


Leaders 

Potomac  Internet  Short  130.5 

Schroder  Ultra  84.6 

Rydex  Dynamic  Vent.  100  80.6 

CGM  Focus  79.8 
Laggards 

ProFunds  UltraOTC  Inv.  -86.4 

Jacob  Internet  -80.1 

Potomac  Internet  Plus  -77.7 

Berkshire  Focus  -77.5 


I  Interest  Rates 

KEY  RATES 


Aug.  8    Week  ago 


Sim. 


MONEY  MARKET  FUNDS 


3.49%        3.55% 


90-DAY  TREASURY  BILLS 


3.48 


3.51 


1-YEAR  TREASURY  BILLS 


3.46 


10-YEAR  TREASURY  NOTES 


5.05 
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3.48        tofi 
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30-YEAR  TREASURY  BONDS 


5.51 


5.52 


30-YEAR  FIXED  MORTGAGE!        7.01 


6.97 


tBanxQuote,  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA  rated,  tax-exempt 
bonds,  assuming  a  31%  federal  tax  rate. 

10-yr.  bond     ; 
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GENERAL  OBLIGATIONS 


4.26% 


TAXABLE  EQUIVALENT 


6.17 


INSURED  REVENUE  BONDS 


4.35 


TAXABLE  EQUIVALENT 


6.30 


III 


I  THE  WEEK  AHEAD 


RETAIL  SALES  Tuesday,  Aug.  14,  8:30  a.m. 
edt>-  Retail  sales  likely  slipped  0.1%  in 
July,  after  rising  0.2%  in  June.  That's  ac- 
cording to  the  median  forecast  of  econo- 
mists surveyed  by  Standard  &  Poor's 
mms,  a  unit  of  The  McGraw-Hill  Compa- 
nies. Excluding  vehicles,  July  sales  prob- 
ably rose  0.2%,  as  auto  makers  already 
announced  an  unexpected  6%  year-over- 
year  decline  in  July. 

BUSINESS  INVENTORIES  Wednesday,  Aug. 

0  a.m.  edt>  Business  inventories 


in  June  probably  fell  0.2%,  after  remain- 
ing unchanged  in  May. 

INDUSTRIAL  PRODUCTION  Wednesday,  Aug. 
15,  9:15  a.m.  edt>-  Factory  output  is  ex- 
pected to  have  dropped  0.2%  in  July, 
with  capacity  utilization  likely  falling  to 
76.6%.  In  June,  production  declined 
0.7%,  at  a  utilization  rate  of  77%. 

CONSUMER  PRICE  INDEX  Thursday,  Aug.  16, 
8:30  a.m.  edt>  Consumer  prices  for 
goods  and  services  probably  edged  up 


just  0.1%  in  July.  Excluding  food 
energy,  core  prices  probably  rose  ( 

NEW  RESIDENTIAL  CONSTRUCTION  Thut 
Aug.  16,  8:30a.m.  edt*  Housing 
likely  fell  to  an  annual  rate  of  1.6 
lion  in  July,  from  1.66  million  in  . 


INTERNATIONAL  TRADE  Friday,  Aug.  1 
a.m.  EDTt-  The  June  trade  deficit 
bly  widened  to  $29.1  billion,  due 
ily  to  a  pickup  in  imports.  In  May 
deficit  narrowed  to  $28.3  billion. 
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II  3.4%  as  almost  all  the  stocks  ended  the  week  in  the  red.  Hit  especially  hard  were  such  tech- 
nics as  Oracle  and  Mercury  Interactive,  down  11.0%  and  13.7%,  respectively,  and  EMC,  which 
than  half  its  value  since  the  list  appeared  on  Mar.  1.  The  only  safe  haven  was  in  the  banking 
U.S.  Bancorp  rose  5.1%,  followed  by  FleetBoston  Financial,  up  1.2%. 
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COMPANY  PERFORMANCE 

%  change 

Since 
Week     3/1/01 


%  change 


relational 

-0.5 

-2.9 

i  Petroleum 

-3.9 

-15.5 

-16.4 

-32.4 

-9.1 

-8.2 

Since 

Rank      Company 

Week 

3/1/01 

26     Verizon  Communications 

-4.8 

9.5 

27     Citigroup 

-2.1 

2.0 

28     Sun  Microsystems 

-0.6 

-14.0 

29     Merck 

-0.2 

-14.9 

Materials 

i  Financial 
al  Petroleum 


-7.4 
-5.4 
-2.4 
-5.7 
-4.1 


Brothers  Holdings 

iboratories 
ton  Financial 
echnology 

Hess 
srgy 

communications 

ine  Financial 

•etroleum 

evices 

surces 

Health 


-11.0 
-5.3 

-12.4 
-7.7 
-1.8 


1.2 
-10.2 
-7.8 
-2.1 
-5.5 


-3.8 
-4.8 
0.1 
-8.0 
-7.0 
-2.0 


-1.3 

-4.5 

12.1 

-19.0 

-7.8 

-23.7 

2.0 

-57.4 

-34.3 

14.1 

-6.7 

9.3 

-6.7 

3.7 

-10.7 

-57.1 

12.1 

6.5 

11.7 

-26.3 

9.2 


30  El  Paso  -13.5  -36.4 

31  Altera  -8.4  16.3 

32  Marsh  &  McLennan  -0.1  -5.0 

33  Household  International  0.2  12.8 

34  Chevron  -1.3  3.7 


SBC  Communications 
Mercury  Interactive 
AOL  Time  Warner 
Washington  Mutual 
General  Dynamics 


-4.6 
-13.7 
-2.2 
-0.5 
-1.6 


-5.8 

-42.3 

2.5 

20.6 

22.2 


40  Comcast  -0.5  -12.9 

41  Morgan  Stanley  Dean  Witter  -6.7  -8.4 

42  Tellabs  -9.3  -64.3 

43  Exxon  Mobil  -0.8  1.4 

44  Scientific-Atlanta  0.5  -43.6 


45  U.S.  Bancorp 

46  Paychex 

47  Merrill  Lynch 

48  Bed  Bath  &  Beyond 
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Editorials 


THE  CASE  FOR  RATIONAL  EXUBERANCE 


It  raised  our  hopes,  then  dashed  our  dreams.  It  gave  us 
opportunities  and  prosperity,  then — inexplicably — ap- 
peared to  snatch  them  away.  Was  the  New  Economy  just  a 
bubble  that  burst,  leaving  no  lasting  effect  on  our  lives?  Not 
nearly.  It  is  a  transforming  event,  the  latest  in  a  series  of 
capital-driven,  technology-inspired  bursts  of  innovation  that 
have  periodically  changed  the  face  of  America  and  the 
world.  Such  events  are  spectacularly  disruptive,  remark- 
ably dynamic,  overwhelmingly  beneficial,  and  invariably  un- 
predictable. We  are  still  in  the  midst  of  discovering  the 
exact  shape  of  the  current  New  Economy  business  cycle, 
and  there  are  as  many  surprises  in  the  painful  downturn  as 
there  were  in  the  glorious  expansion. 

This  much  is  certain,  however:  The  impact  of  a  stock  mar- 
ket that  soared  for  years  and  then  suddenly  crashed  will 
prove  temporary.  The  changes  in  the  real  bedrock  econo- 
my— higher  productivity,  faster  sustainable  growth,  new 
forms  of  corporate  organization,  and  a  greater  degree  of 
risk — will  remain.  Our  advice  to  worried  ceos,  policymakers, 
employees,  entrepreneurs,  and  investors  is  simple:  Don't  con- 
fuse a  transitory  financial  phenomenon  with  a  powerful  eco- 
nomic force.  The  New  Economy  will  influence  our  economic 
destiny  well  into  the  21st  century,  and  we  will  benefit  from  it 
for  years  to  come. 

The  high-tech  market  bubble  did  teach  us  some  valuable 
lessons,  and  BusinessWeek's  special  double  issue — "The  Boom, 
The  Bust,  Now  What?" — examines  many  of  them  and  de- 
scribes what  lies  ahead  (page  73).  The  first  critical  lesson  is 
that  the  productivity  gains  were  real.  The  4%  average  eco- 
nomic growth  rate  of  the  late  '90s  probably  exceeded  the  safe 
speed  limit,  but  not  by  much.  Recent  revisions  in  government 
data  show  that  productivity  grew  at  a  2.5%  average  rate  be- 
tween 1995,  when  the  first  signs  of  the  New  Economy  start- 
ed to  show  up,  and  2000.  That's  down  a  smidgen  from  earlier 
estimates  of  2.8%,  yet  it  is  still  nearly  twice  the  rate  at 
which  productivity  grew  in  the  previous  quarter  century. 
The  productivity  growth  rate  dipped  in  the  first  quarter  of 
2001  but  unexpectedly  bounced  back  to  2.5%  in  the  second,  a 
testament  to  the  power  of  new  technologies  to  allow  compa- 
nies to  do  more  with  less.  The  figure  reinforces  the  view  that 
America's  long-term  economic  growth  rate  of  3.5%,  promised 
by  the  New  Economy,  can  be  delivered  in  the  years  ahead. 

UNDERESTIMATING  RISK 

New  Economy  naysayers  posit  that  in  the  period  be- 
tween 1973  and  1995,  growth  averaged  2.8%  annually,  only 
marginally  lower  than  3.5%.  The  difference,  however  modest 
it  may  appear,  means  everything  to  people's  living  stan- 
dards. Compared  with  2.8%,  3.5%  growth  generates  an  ac- 
cumulated $5  trillion  in  extra  output  (measured  in  2001 
er  the  course  of  a  decade.  The  latest  census  data 
'V  almost  any  meaningful  measure — ownership  of 
"i  ,  or  telephones — the  New  Economy  years  have 


been  roundly  prosperous.  The  unemployment  rates  for 
norities  dropped  to  historic  lows  thanks  to  new  opportuni 
and  more  upward  mobility.  Crime  plunged  in  most  Amer 
cities,  and  welfare  rolls  were  drastically  reduced.  Despite 
slowdown,  few  of  these  major  accomplishments  have 
to  be  reversed. 

Perhaps  the  most  important  lesson  of  the  bubble  is 
the  gyrating  stock  market,  especially  in  technology,  prove 
have  the  kind  of  speculative  excess  associated  with  pre\ 
periods  of  innovation.  It  was  thus  with  railroads  in 
1890s  and  automobiles  in  the  1920s.  The  same  mists 
were  made  then,  when  Wall  Street  hype  and  creative 
counting  tended  to  vastly  overstate  profits  growth.  I 
government  data  show  that  dot-com  losses  were  stagge 
and  that  the  widespread  exercise  of  stock  options  ero 
profits,  especially  in  high-tech  companies.  In  addition,  lo 
by  telecom  companies  have  turned  out  to  be  much  gre 
than  anyone  realized  at  the  time.  Now  we  know  that 
magnitude  of  the  risk  in  building  broadband  and  the  Inte 
was  vastly  underestimated,  as  the  risk  associated  with 
technology  has  been  in  every  other  past  high-tech  bush 
cycle.  Many  investors  were  lured  into  paying  too  much 
their  bets  on  the  future. 

TRUE  TO  THE  TECH  FAITH 

It  was  Alan  Greenspan  who  coined  "irrational  exu 
ance."  The  Federal  Reserve  chairman  was  far  more 
scient  than  anyone  knew  back  in  December,  1996.  Base< 
the  new  data,  we  now  know  that  the  Fed  chairman  w 
have  been  shrewd  to  pound  the  bully  pulpit  harder  to 
investors  of  skyrocketing  price-earnings  ratios  that  un 
estimated  risk  and  overestimated  profits.  In  fact,  Fed  p< 
might  have  been  more  effective  had  it  targeted  asset  infh 
more  directly  rather  than  inflationary  forces  in  the  econ 
as  a  whole.  Raising  margin  requirements  in  1998  and 
might  have  relieved  the  Fed  of  some  of  the  need  tc 
crease  all  interest  rates  so  high  in  2000.  It  might  \ 
forced  Wall  Street  to  come  to  its  senses  earlier  and  with 
damage  to  the  economy. 

Despite  the  bursting  of  the  bubble  and  the  eradicatioj 
$5  trillion  in  paper  wealth,  it  is  reassuring  to  see  thatj 
nation  isn't  disillusioned.  Americans  still  believe  that  t| 
nology  can  create  a  better  world.  A  BusinessWeek/Hi 
Poll  shows  that  76%  of  the  population  believes  thatj 
country  will  resume  its  rapid  growth  after  the  slowdown] 
ready,  venture  capitalists  are  beginning  to  line  up  new 
in  computing  on  demand,  broadband,  wireless,  and  gl 
based  bio-informatics.  The  digital  home  and  the  digital) 
are  new  frontiers.  We  have  learned  many  things  about 
New  Economy:  It  is  riskier  and  more  volatile  t  haul 
thought,  and  it  is  prone  to  financial  excess.  But  it  delij 
the  economic  goods  and  shows  no  signs  of  stopping.  I] 
bet  against  it. 
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THE  PRINCIPLES  OF 
AVIATION 

In  the  demanding  world  of  aero- 
nautics, every  single  component 
must  be  officially  approved  and 
certified.  We  apply  the  same 
principle  to  the  manufacturing  of 
our  wrist  instruments. 
All  our  movements  are  certified  by 
the  Swiss  Official  Chronometer 
Testing  Institute  (COSC),  the  ulti- 
mate reference  in  terms  of  precision 
and  reliability.  And  every  detail  of 
our  watches  is  designed  for  inten- 
sive use. 

One  simply  does  not  become  an 
aviation  supplier  by  chance. 


THE  ESSENCE  OF  BREITLING 

OLD  NAVITIMER.  Automatic 
chronograph,  with  its  famous 
circular  slide  rule.  Flyers'  favorite 
wrist  instrument  since  1952. 


418  Main  Street,  ParfcCity,  UT  84060  (801)  940-9470 
20  East  Temple,  Salt  Lake  City,  UT  841 1 1   (801 )  532-3222 

MEMBER  AMERICAN  GEM  SOCIETY 


www.brei  tl  i  ni 
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GMAC  is  a  registered  service  mark  of  the  General  Motors  Acceptance  Corporation.  ©2001  GMAC.  All  Rights  Reserved.  Insurance  coverage  is  not  available  in  all  states.  Contact  GMAC  Insura 


Imagine  owning  the  truck. 
(Along  with  a  new  car.) 


Imagine  owning  the  house. 
(And  the  other  house  on  the  lake.) 


Imagine  a  company  where  Imagint 

you  can  get  insurance  for  all  four.  from  ma. 
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Financial  Services  •  GMAC  Business  Credit  •  GMAC  Commercial  Credit  •  GMAC  Commercial  Mortgage  •  GMAC  Global 


comes  Imagine  a  company  with  the  financial 

'< visions.  power  of  $184  billion  to  help  you  do  it  all. 
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GMAC  Financial  Services 

GMAC  is  a  Wholly  Owned  Subsidiary  of  General  Motors: 

www.  gmaefs.  com 
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1C  Insurance  •  GMAC  Investments  •  GMAC  Mortgage  '  GMAC  Real  Estate  •  GMAC  Residential  Funding  Corporation 


Introducing  Sun  Fire  Systems 


n 
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Dinosaurs  belong 
in  museums. 
Not  in  your  data  centi 


Introducing  a  system  solution  so  dramatic 
not  just  a  new  server,  it's  a  catalyst  foi 
entirely  new  way  of  thinking  about  your 
center.  Sun  Fire™midframe  servers,  the  fir 
a  new  line  of  highly  available  servers  from 
that  deliver  true  mainframe-class  capabili 
your  network  in  a  midrange  system.  Why  is 
important?  Because  to  capitalize  fully  on 
Net's  opportunities,  you'll  need  the  infras 
ture  that  allows  you  to  flexibly  meet 
the  demands  of  massive  informa- 
tion explosion.  To  that  end,  we  built 
Sun  Fire  midframe  servers  from 
the  ground  up  on  the  award-winning, 


■  Running  the  Solaris 
8  OE— rated  the  #1 
UNIX*  OE  by  D.H. 
Brown  Associates  for 
reliability,  availability 
and  serviceability. 


Scalable  to  24 
UltraSPARC  III 
processors,  192 
GB  of  memory 
and  70  TB  of 
disk  storage. 


Sun  Systems  are  designee 
our  leading  ISV  partners,  ir 
Oracle.  ATG.  Synopsys,  Inc. 
the  ability  to  easily  extent 
applications  to  this  new  pi 
protecting  their  overall  inve 


next-generation  UltraSPARC™  III  processor  an 
rock-solid  Solaris'" Operating  Environment.! 
systems  are  capable  of  feats  rarely  be 
seen  outside  the  mainframe  world.  Fully  r 
dant  and  virtually  hot-swappable  everyt 
eliminates  any  single  point  of  failure.  And 
mon  components,  flexible  upgrade  progr 
and  seamless  applications  portability  n 
unsurpassed  investment  protection  foi 
Engineered  to  deliver,  these  servers  em 
the  kind  of  innovative  thinking  you've  c 
to  expect  from  Sun,  the  company  dedic 
to  network  innovation  since  the  begin 
Suddenly,  everything  else  out  there  is  loc 
positively  prehistoric. 

sun.com/su 

microsyst 
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